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Shaping the Future for Health

“Knowing is not enough; we must apply. 
Willing is not enough; we must do.” 

—Goethe
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Insuring America’s Health: Principles and Recommendations concludes the series of
groundbreaking reports by the Institute of Medicine and its Committee on the
Consequences of Uninsurance. The previous five Committee reports, issued be-
tween October 2001 and June 2003, have established both a broader conceptual
framework and a new empirical evidence base with which to assess the implica-
tions of our nation’s policies regarding health insurance and of the lack of coverage
for one out of every seven Americans.

Beginning with Coverage Matters, which dispelled common misconceptions
about who lacks health insurance, why, and the access implications of  being
uninsured, the Committee’s reports examine multiple facets of the problem of
uninsurance and systematically address questions relevant for public policy. Care
Without Coverage: Too Little, Too Late documents the serious health risks that the
lack of coverage poses for adults. Health Insurance Is a Family Matter extends this
examination of health outcomes to those of pregnant women and infants and
children, and considers the psychosocial and financial impacts that the lack of
health insurance for any family member has on the whole family. The Committee’s
fourth report, A Shared Destiny: Community Effects of Uninsurance, extends the
scope of analysis even further, to conceptualize and determine how the presence
of uninsured residents might affect the health, health care, and social and eco-
nomic life of neighborhoods, towns, cities, and rural areas. Notably, this report
includes an original study of community-level effects of uninsurance on the avail-
ability of hospital services and hospital financial margins. In Hidden Costs, Value
Lost, its fifth report, the Committee presents an innovative assessment of the
economic implications of the lack of health insurance across society. This analysis
considers the economic value lost to the nation in terms of the poorer health and
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shorter lives of uninsured Americans relative to the cost of providing health care
services to those without coverage comparable to what insured people enjoy.

Anyone who has become familiar with the wealth of timely information and
the thoughtfully presented analytic discussions in these reports on the conse-
quences of uninsurance is in a much better position to join in the national policy
debate concerning the extension of health insurance coverage. Once again, after a
decade during which the issue was effectively tabled, the debate revolves less
around whether or not universal health insurance coverage is a good idea than it
does about the best way to accomplish that goal. Insuring America’s Health: Principles
and Recommendations, the Committee’s final installment in its series, collects the
Committee’s insights developed over the course of this project and demonstrates
how this understanding of the virtues and advantages of health insurance can be
used to evaluate and make choices among reform strategies.

I commend this volume to you as a most useful tool with which to approach
the task of reforming American health insurance.

Harvey V. Fineberg, M.D., Ph.D.
President, Institute of Medicine

January 2004
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Preface

Insuring America’s Health: Principles and Recommendations is the sixth and last
report in a series by the Institute of Medicine Committee on the Consequences of
Uninsurance. The Committee began this project three years ago with the intent to
consolidate the ever-growing evidence on uninsurance effects and to communi-
cate our findings to policy makers, the media, and the public. Our hope was that
these reports would stimulate a more informed public debate and a reexamination
of the issue of financial access to health care. At the time the Committee began its
work in 2000, about 40 million Americans lacked any health insurance coverage,
despite the strong economy of the previous decade. Since then, another three
million individuals have been added to the rolls of the uninsured.

The Committee’s first five reports carefully assess and document the nature
and severity of the problems resulting from uninsurance. The clinical literature
overwhelmingly shows that uninsured people, children as well as adults, suffer
worse health and die sooner than those with insurance. Families with even one
member who is uninsured lose peace of mind and can become burdened with
enormous medical bills. Uninsurance at the community level is associated with
financial instability for health care providers and institutions, reduced hospital
services and capacity, and significant cuts in public health programs, which may
diminish access to certain types of care for all residents, even those who have
coverage. The economic vitality of the nation is limited by productivity lost as a
result of the poorer health and premature death or disability of uninsured workers.
The Committee has estimated that the economic value lost because of poorer
health and earlier deaths among uninsured Americans is between $65 billion and
$130 billion annually.

Although some of these conclusions from the Committee’s research may
seem self-evident to those who regularly study this issue, they counter widely held
misperceptions about the personal consequences of uninsurance for tens of mil-
lions of Americans.  The Committee’s findings about family impacts, community-
level consequences, and the societal costs of uninsurance break new ground on
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topics that previously received little attention. Each of the reports organizes a
wealth of information within a unified conceptual framework to clarify the mag-
nitude, extent, and impacts of this complex and multifaceted problem. The Com-
mittee finds the consistency of the evidence, and the scope and scale of its conse-
quences, compelling. Can we afford not to cover the uninsured?

Why hasn’t more been done to eliminate uninsurance? Could extension of
coverage be achieved through incremental expansions of existing programs or
through comprehensive reforms? What should be done? These questions are ex-
amined in detail in this, the final report of the series. A historical review shows that
numerous attempts have been made to extend coverage in this country, beginning
a century ago, but most of these efforts have been thwarted or fallen short of
expectations. On the strength of this experience, the Committee concludes that
further efforts to gradually expand coverage through incremental reforms are
unlikely to succeed.  Instead, the Committee proposes a clear and compelling
goal—within 6 years, everyone in the United States should have health insurance.
Based on the Committee’s evidence and findings in its first five reports, it has
crafted a checklist of principles that can be used to assess the adequacy and impact
of various models or proposals to cover the uninsured. There are many current
proposals for achieving universal coverage; the Committee does not recommend
or propound any particular model. However, the Committee’s final report, and
the findings of its five previous reports, provides an evidence-based framework to
consider the pros and cons of current and future proposals to achieve universal
coverage. The Committee urges our national leadership to move forward expedi-
tiously.

What happens next is up to policy makers, elected officials, and the American
public. In light of the many consequences of uninsurance, and the continuing
stress it imposes on the very fabric of America’s health care system, this problem
can no longer be ignored. Uninsurance can be eliminated, but it will require the
support of the public, considerable technical expertise by policy makers, a spirit of
compromise among stakeholders, and courage from our elected officials. We
firmly believe that universal coverage of the U.S. population is both feasible and
imperative.

As co-chairs, we thank our fellow Committee members for sharing so gener-
ously of their expertise and time. Their commitment over the duration of this long
project has been outstanding. Although the term of the Committee will soon end,
our dedication to implementing the recommendations of this report will endure.
We look forward to a time in the not-too-distant future when studies of
uninsurance no longer will be needed because everyone will be covered.

Mary Sue Coleman, Ph.D.
Co-chair
Arthur L. Kellermann, M.D., M.P.H.
Co-chair
January 2004
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Executive Summary

ABSTRACT

The lack of health insurance for tens of millions of Americans has serious negative
consequences and economic costs not only for the uninsured themselves but also for
their families, the communities they live in, and the whole country. The situation
is dire and expected to worsen. The Committee urges Congress and the Admin-
istration to act immediately to eliminate this longstanding problem.

This report offers a framework for the public and policy makers to use as they
weigh the pros and cons of various proposals. The framework consists of a set of
principles informed by the research and analysis of the five previous reports in this
series. The principles are applied to selected coverage prototypes to demonstrate the
extent to which various proposals for extending coverage or designing new strategies
to eliminate uninsurance would improve the current situation.

The lack of health insurance coverage for a substantial number of Americans
has been a public policy problem throughout the past century and particularly
over the past three decades. Three years ago, following a decade of strong eco-
nomic growth but little progress reducing the number of uninsured, the problem
was urgent; 39 million people under age 65 reported having been without insur-
ance during the entire previous year.1  In 2000, the Institute of Medicine (IOM)

1The estimate of the uninsured is based on the Census Bureau’s annual March Current Population
Survey (CPS), as are all annual estimates of the uninsured population of the United States presented in
this report, unless otherwise noted. The CPS may overestimate the number of uninsured for the
entire calendar year and does not account for all who are uninsured for shorter time periods (CBO,
2003). See Chapter 2 for a discussion of who is uninsured, why, and for how long.
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formed an expert Committee on the Consequences of Uninsurance to study the
issue comprehensively, examining the effects of the lack of health coverage on
individuals, families, communities, and the broader society.2 Now, after a signifi-
cant economic downturn, 17.2 percent of the population under age 65 is unin-
sured and the number has grown to over 43 million. One in three Americans were
uninsured for a month or more during a two-year period (1996-1997) (Short,
2001). Fewer people have access to coverage at work, more people find the costs
of private coverage too expensive, and others lose public coverage because of
changed personal circumstances, administrative barriers, and program cutbacks.
The situation is even more dire now than when the study began and it is expected
to worsen in the foreseeable future because of federal and state budget constraints
limiting public coverage programs, increasing costs of health care and insurance
premiums, and continuing high rates of unemployment.

WHY SHOULD POLICY MAKERS AND THE
PUBLIC CARE ABOUT COVERAGE?

The Committee has conducted an exhaustive review of the scientific evi-
dence on the consequences of uninsurance and finds that having no insurance
decreases access to health services and reduced access to health care among the
uninsured is associated with poorer health. The lack of coverage is not only
associated with negative effects on the uninsured individual but also has implica-
tions for the entire family of the uninsured person and the community in which he
or she lives, and economic costs to society nationally (IOM, 2001a, 2002a, b,
2003a, b). In short, in a series of five reports the Committee concluded that:

• The number of uninsured individuals under age 65 is large, grow-
ing, and has persisted even during periods of strong economic growth.

• Uninsured children and adults do not receive the care they need;
they suffer from poorer health and development, and are more likely to
die early than are those with coverage.

• Even one uninsured person in a family can put the financial
stability and health of the whole family at risk.

• A community’s high uninsured rate can adversely affect the over-
all health status of the community, its health care institutions and pro-
viders, and the access of its residents to certain services.

2In this study, the focus is on people with no health insurance, such as “major medical” coverage
for hospitalization and outpatient medical services, either for short or long periods. The Committee
does not address underinsurance, that is, health plans that offer less than adequate coverage with exces-
sive out-of-pocket payments, maximum benefit limits, or exclusion of specific services, such as mental
health treatment. The problems of underinsurance are generally less severe than those of uninsurance,
involve different policy issues, and require the collection of different types of information. See further
discussion in Chapter 2.
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• The estimated value across the population in healthy years of life
gained by providing health insurance coverage is almost certainly greater
than the additional costs of an “insured” level of services for those who
now lack coverage.3

GUIDING THE DEBATE

In this report, the sixth and last in the series, the Committee presents its
conclusions and recommendations, based on the findings of its previous five
reports. It calls for action on the problems of uninsurance and hopes to stimulate
informed discussion of the various proposals that have been put forth to extend
coverage. By “extend coverage” we mean having more people gain coverage who previously
had had none and reducing the uninsured rate. To guide future discussion, the Com-
mittee offers principles, supported by research, against which proposals for extend-
ing coverage can be assessed.

The Committee’s review of clinical, epidemiological, and economic research
for its earlier reports revealed certain features of health insurance that contribute to
better health outcomes for those who have coverage. These insights into what
accounts for the greater effectiveness of “insured” health care are reflected in the
principles the Committee presents to guide policy makers and the public in
analyzing proposals or developing new strategies. The Committee does not rec-
ommend or reject any specific proposal. Rather it demonstrates, through the use
of the principles, how each of a wide range of proposals would improve the
current situation.

ELIMINATING UNINSURANCE:
LESSONS FROM THE PAST AND PRESENT

Present-day efforts to reduce or eliminate uninsurance build on nearly a
century of campaigns to bring about universal health insurance coverage. Past
campaigns have yielded both incremental changes and major reforms
but not universal coverage, due to the challenges to major structural
changes posed by American political arrangements and the lack of
political leadership strong and sustained enough to forge a workable
consensus on coverage legislation. In addition, the opposition of pro-
vider, insurer, and business groups with economic interests potentially
adversely affected by specific reform proposals has blocked universal
coverage even though many have agreed with the general need for
reform.

3An “insured” level of services reflects the current average benefits under Medicaid or private
health insurance for those under age 65.
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In the early 1900s, health insurance was seen initially as a type of social
insurance, justified as a means of protecting workers’ lost income when disabled or
ill (Starr, 1982). By the 1930s it became a way to make health services more
affordable for individuals and thus encourage utilization. Opposition to compul-
sory public insurance at the national level fed the development of private-sector
nonprofit and commercial health coverage organized through the workplace.
Between 1940 and 1960, the proportion of the general population with private
health insurance grew from 9 percent to 68 percent (Bovbjerg et al., 1993).

Reform efforts to extend public coverage to retirees and the poor, two groups
unlikely to purchase private coverage and likely to have difficulty paying for
health care, met with success in 1965 with the enactment of Medicare and Med-
icaid as amendments to the Social Security Act. These two new programs intro-
duced tens of millions of newly insured persons, and billions of new public dollars,
into the health care system. Campaigns for universal coverage in the 1970s and
1990s have been shaped by the tensions between the goals of enrolling greater
numbers of people and controlling health care expenditures.

Recent Federal Initiatives to Extend Coverage Have Not
Closed the Coverage Gap

Finding: Federal incremental reforms over the past 20 years have
made little progress in reducing overall uninsured rates nationally,
although public program expansions have improved coverage for
targeted previously uninsured groups. Federal reforms of employ-
ment-based insurance have not included provisions for assuring
affordability and, thus, have had limited effect.

Finding: Extensions of program eligibility for one group of unin-
sured often affect the coverage status of other population groups
indirectly, for example, when State Children’s Health Insurance
Program enrollment efforts identify children who are eligible for but
not enrolled in Medicaid.

Finding: Public programs fall short of their coverage goals when not
all eligible persons enroll. When outreach and enrollment are made
a priority, coverage levels rise. Public coverage programs some-
times employ administrative barriers to enrollment to contend with
inadequate or unstable funding during periods of economic stress
within states.

Health insurance coverage rates nationally reached their high point in 1980,
when approximately 15 percent of the general population under age 65 was
uninsured (Bovbjerg et al., 1993). The percentage uninsured has not varied widely
since then, but the number of uninsured people has grown substantially, to over
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43 million, reflecting growth in the total population. Reforms since 1980 have
made little progress in reducing the uninsured rate (Levit et al., 1992; Fronstin,
2002; Mills and Bhandari, 2003).

Since the mid-1980s, however, major federal initiatives to extend both public
and private coverage, many modeled after successful state programs, have im-
proved coverage rates among lower income children (in households earning less
than 200 percent of poverty) and boosted the numbers of lower income persons
with public coverage. Between 1984 and 1990, Congress gradually expanded
Medicaid for pregnant women, infants, and young children, delinking coverage
from welfare eligibility. These Medicaid expansions were followed in 1997 by the
creation of the State Children’s Health Insurance Program (SCHIP), a 10-year,
$40 billion allotment in federal matching and capped grants in aid to the states.
This program reduced the number of uninsured children, though more than half
of the remaining uninsured children are eligible but not enrolled (Broaddus and
Ku, 2000; Dubay et al., 2002a; Kenney et al., 2003).

Federal initiatives to extend employment-based coverage have targeted im-
proved portability and continuity of coverage through the Consolidated Omnibus
Budget Reconciliation Act of 1985 (COBRA), the Health Insurance Portability
and Accountability Act of 1996 (HIPAA), and the Trade Act of 2002 (TA). All
three statutes attempt to preserve coverage for specific categories of transitioning
and unemployed workers and their families, yet the lack of authority or resources
under COBRA and HIPAA to make insurance premiums affordable has seriously
limited their usefulness and impact. It remains to be seen whether the subsidized
tax credit to be given to displaced workers and retirees under the TA’s authority
will make premiums affordable enough to increase coverage among the approxi-
mately 260,000 eligible persons (Healthcare Leadership Council, 2003).

State and Local Initiatives to Extend Coverage

Finding: The federal Employee Retirement Income Security Act of
1974 (ERISA) constrains the ability of states to mandate employ-
ment-based coverage, one strategy to extend private coverage within
their boundaries.

Finding: Although some states have made significant progress in
reducing uninsurance, even the states that have led major coverage
reforms have large and persisting uninsured populations.

Finding: States do not have the fiscal resources to implement fully
their existing public coverage programs and are further constrained
from eliminating uninsurance within their boundaries by categorical
limits on eligibility for federally supported public coverage pro-
grams.
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Finding: Extensions of public or private coverage at the county level
have focused on increasing coverage among targeted populations
rather than the entire uninsured population locally. Despite the
potential of local programs to fill targeted gaps, the lack of a reliable
funding source limits their scope and effectiveness.

Historically some states have taken the lead in extending coverage, but state
efforts alone have been insufficient to eliminate uninsurance within their bound-
aries and have had little impact on the overall, national uninsured rate. This report
highlights five states—Hawaii, Massachusetts, Minnesota, Oregon, and Tennes-
see—that have invested significant funds since the mid-1980s to expand their
public programs and in some cases have also regulated the small group and
nongroup insurance markets to create more affordable options. In 1994, these
states began using Medicaid Section 1115 waivers, without additional federal
dollars, to broaden eligibility, with all but Tennessee folding in their own separate
coverage programs for persons ineligible for Medicaid. Though all have made
progress in extending coverage, each state still has significant numbers of unin-
sured people.

All states are limited by ERISA, which does not permit direct state regulation
of coverage plans sponsored by private employers.4  States may not tax employer-
sponsored plans directly, require employers to offer coverage, or regulate what
they do offer.

Addressing concerns about the substitution or crowding out of private cover-
age by new public programs has created administrative barriers to full enrollment
of all eligible persons. The increasingly severe budget crises faced by the states
beginning in 2001 have limited state reform and begun to erode coverage, al-
though the prospect of losing federal revenue has motivated states to maintain
much of their commitment to public coverage programs that receive federal
matching funds (Smith et al., 2002; Boyd, 2003). State governments’ capacity to
finance health care and extend coverage tends to be weakest at times when
demands for such support are likely to be highest, for example, during an eco-
nomic recession. Nonetheless, the growing unmet need for health insurance in
recent years has catalyzed reform efforts in many states (IOM, 2003a).

Many states designate their counties as the providers of last resort for the
underserved and uninsured (IOM, 2003a). Across the nation, a handful of counties
has experimented with innovative ways to improve access to care using insurance
or an approach that resembles health insurance to reduce the impact of uninsurance
on their communities. The Committee looked at the experiences of three urban
counties that have led reform, Alameda County (CA), Hillsborough County (FL),
and San Diego (CA). These counties have reformed the organization, financing,
and delivery of local health services, combining outreach and enrollment activities

4In 1983, Hawaii received an exemption from ERISA, under the condition that the provisions of
the state’s employer mandate not be updated.
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with new sources of revenue to support coverage. Serious financial constraints
limit the scope and effectiveness of these programs and keep them from fully
reaching their goals.

Despite gradual expansions of public programs at the federal, state, and local
levels and isolated efforts around the country to move toward the goal of universal
coverage, the lack of political consensus has prevented a substantial reduction in
uninsurance in the United States. Laudable efforts have been hindered by a lack of
resources. The state and county programs described here are noteworthy but
atypical; individual state and local efforts to extend health insurance will not
achieve universal coverage nationally. In some states the size of the uninsured
population is overwhelming and many states lack the resources to extend coverage
substantially. The circumscribed nature of past and present initiatives suggests that
attempts to provide universal coverage without a substantial infusion of new
federal funds are unrealistic. Recognition of the need to treat the elimination of
uninsurance as a national responsibility, as well as a state and local one, is essential
to comprehensive reform of coverage.

Conclusion: The persistence of uninsurance in the United States
requires a national and coherent strategy aimed at covering the
entire population. Federal leadership and federal dollars are neces-
sary to eliminate uninsurance, although not necessarily federal ad-
ministration or a uniform approach throughout the country. Uni-
versal health insurance coverage will only be achieved when the
principle of universality is embodied in federal public policy.

A VISION OF UNIVERSAL COVERAGE

The Committee’s previous reports detailed the negative effects on individu-
als’ health, family stability, community health care institutions and access of resi-
dents, and the national economy associated with the existence of a large uninsured
population. This report reviews a century of efforts aimed at reducing or eliminat-
ing uninsurance. This report also examines various approaches to providing health
insurance because the Committee believes extending insurance coverage is a
worthwhile and feasible endeavor. Imagine what the country would be like if
everyone had coverage—people would be financially able to have a health prob-
lem checked, to seek preventive and primary care promptly, and to receive neces-
sary, appropriate, and effective health services. Hospitals would be able to provide
care without jeopardizing their operating budget and all families would have
security in knowing that they had some protection against the prospect of medical
bills undermining their financial stability or creditworthiness. The Committee
believes that this picture could become reality and that it is an image worth
pursuing because the costs of uninsurance to all of us—financial, societal, and in
terms of health—are so great. The benefits of appropriate and timely health care
are potentially even greater and can help motivate attaining this vision.
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VISION STATEMENT

The Committee on the Consequences of Uninsurance envisions an
approach to health insurance that will promote better overall health
for individuals, families, communities, and the nation by providing
financial access for everyone to necessary, appropriate, and effective
health services.

PRINCIPLES TO GUIDE THE EXTENSION OF
COVERAGE

The evidence reviewed and developed by the Committee in its first five
reports contributes to this shared vision and the following five key principles. The
first principle is the most basic and yet most important. The remaining four
principles are not ranked by priority. Selected pieces of evidence are provided in
the following discussion of the principles. (See the Committee’s earlier reports,
Coverage Matters, Care Without Coverage, Health Insurance Is a Family Matter, A
Shared Destiny, and Hidden Costs, Value Lost, and Chapter 2 in the full report,
Insuring America’s Health, for more detailed discussions of the evidence.)

1. Health care coverage should be universal.
• Everyone living in the United States should be covered by health insur-

ance. Being uninsured can damage the health of individuals and families. Unin-
sured children and adults use medical and dental services less often than insured
people and are less likely to receive routine preventive care (Newacheck et al.,
1998b; McCormick et al., 2001; IOM, 2002b). They are also less likely to have a
regular source of care than are insured people (Zuvekas and Weinick, 1999;
Weinick et al., 2000). Insurance coverage is the best mechanism for gaining
financial access to services that may produce better health.

• Uninsured people are less likely to receive high-quality, professionally
recommended care and medications, particularly for preventive services and
chronic conditions (Beckles et al., 1998; Cooper-Patrick et al., 1999; Powell-
Griner et al., 1999; Ayanian et al., 2000; Breen et al., 2001; Goldman et al., 2001).

• Uninsured children risk abnormal long-term development if they do not
receive routine care; uninsured adults have worse outcomes for chronic conditions
such as diabetes, cardiovascular disease, end-stage renal disease, and HIV (Hadley,
2002; IOM, 2002a, b).

• Uninsured adults have a 25 percent greater mortality risk than do insured
adults, accounting for an estimated 18,000 excess deaths annually (Franks et al.,
1993a; Sorlie et al., 1994; IOM, 2002a).

2. Health care coverage should be continuous.
• Continuous coverage is more likely to lead to improved health outcomes;
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breaks in coverage result in diminished health status (Lurie et al., 1984, 1986;
Franks et al., 1993a; Sorlie et al., 1994; Baker et al., 2001).

• Achieving coverage well before the onset of an illness would likely lead to
a better health outcome because the chance of early detection would be enhanced
(Perkins et al., 2001).

• Interruptions in coverage interfere with therapeutic relationships, contrib-
ute to missed preventive services for children, and result in inadequate chronic
care (Rodewald et al., 1997; Beckles et al., 1998; Burstin et al., 1998; Daumit et
al., 1999, 2000; Hoffman et al., 2001).

3. Health care coverage should be affordable to individuals and
families.

• The high cost of health insurance is the main reason people give for being
uninsured (Hoffman and Schlobohm, 2000; IOM, 2001a). Nearly two-thirds of
people with no coverage have incomes that are less than 200 percent of the federal
poverty level (IOM, 2001a). Families in that income group have little leeway for
health expenditures, making some form of financial assistance necessary for ob-
taining coverage (IOM, 2002b).

• Among families with no members insured during the entire year and
incomes below the poverty level, more than a quarter paid out-of-pocket medical
expenses that were more than 5 percent of income (Taylor et al., 2001).

4. The health insurance strategy should be affordable and sustain-
able for society.

• The Committee acknowledges that any health insurance strategy will likely
face budgetary constraints on the benefits as well as on the administrative opera-
tions. Any major reform will need mechanisms to control the rate of growth in
health care spending. There is no analytically derivable dollar amount of what
society can afford; that will be determined through political and economic pro-
cesses.

• The Committee believes that everyone should contribute financially to the
national strategy through mechanisms such as taxes, premiums, and cost sharing
because all members of society can expect to benefit from universal health insur-
ance coverage.

• To help ensure affordability, the reform strategy should strive for efficiency
and simplicity.

5. Health insurance should enhance health and well-being by pro-
moting access to high-quality care that is effective, efficient, safe, timely,
patient-centered, and equitable.

• Insurance should be designed to enhance the quality of the health care
system as specified above and recommended by the IOM’s Committee on Quality
of Health Care in America (IOM, 2001b).
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• A benefit package that includes preventive and screening services, outpa-
tient prescription drugs, and specialty mental health care as well as outpatient and
hospital services would enhance receipt of appropriate care (Huttin et al., 2000;
IOM, 2002a).

• Variation in patient cost sharing could be used as an incentive for appropri-
ate service use because it can influence patient behavior (Newhouse and The
Insurance Experiment Group, 1993).

USING THE PRINCIPLES

The Committee’s research on the problems related to uninsurance demon-
strates conclusively that there are benefits for the nation and all its residents from
eliminating uninsurance and ensuring coverage for everyone. Based on a review of
past incremental and disjointed efforts to extend coverage, the limited progress
made, and the remaining 43 million uninsured,

The Committee concludes that health insurance coverage for every-
one in the United States requires major reform initiated as federal
policy.

Achieving universal coverage across the country will require at a minimum
federal policy direction and financial support. The new system would not neces-
sarily be controlled wholly at the federal level or operated solely through a gov-
ernment agency. The Committee presents the preceding set of principles to be
used in clarifying the public debate about approaches to extending coverage. The
principles provide objectives against which to measure various proposals. The
Committee does not endorse or reject any particular approach to solving the
problem of uninsurance, but recognizes that there are many pathways to achieving
its vision.

The Committee recommends that these principles be used to assess
the merits of current proposals and to design future strategies for
extending coverage to everyone.

To illustrate how the principles should be used to evaluate reform proposals,
the Committee sketches four prototypes for major reform in a simplified format so
that the main incentives are clear. It then assesses each prototype against each of
the principles, highlighting the model’s strengths and weaknesses. These models
all include aspects of strategies under discussion in the public debate but are not
detailed legislative proposals or specific strategies favored by particular politicians
or advocacy groups. Brief outlines of the prototypes (discussed fully in Chapter 5
of Insuring America’s Health) are as follows:

1. Major public program extension and new tax credit: No fundamental change in
private insurance, Medicaid and SCHIP merged and expanded, Medicare ex-
tended to 55 year olds, a tax credit for moderate income individuals.
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2. Employer mandate, premium subsidy, and individual mandate: Employers re-
quired to provide coverage and contribute to workers’ premiums, subsidy for
employers of low-wage workers, individuals required to accept employment-
based insurance or obtain it privately, merged public program for those not
covered at work.

3. Individual mandate and tax credit: Each person eligible for an advanceable,
refundable tax credit and required to obtain coverage in the private market,
Medicaid and SCHIP eliminated.

4. Single payer: Administered federally, everyone enrolled, single benefit pack-
age, global budget, no Medicaid, SCHIP, or Medicare.

Each model meets some principles better than others and each principle may
be more fully achieved by one prototype than another. For example, the principle
of universal coverage is more likely to be reached through any of the models with
mandates than by the first prototype, which is entirely voluntary. Prototype 1 was
included for completeness because it is an obvious approach currently under
public consideration, although it would not achieve universality. The single payer
model would most successfully eliminate gaps in coverage. The assessment of each
model is fully discussed in Chapter 5 and summarized in Table ES.1.

The affordability to individuals and families of each prototype would depend
on the size of the subsidies or tax credits and cost-sharing requirements, as well as
eligibility levels for the public programs. The affordability and sustainability for
society of each model would largely depend on the nature of cost controls in the
system, sources of revenues, the amount of cost sharing, and the comprehensive-
ness of the benefit packages. Strong cost and utilization controls could affect access
to services and health outcomes in ways yet to be determined. The Committee is
mindful that defining a minimum benefit package for the uninsured would likely
also affect some people who currently have a lesser insurance package, increasing
their benefits and resulting in additional costs and probably increased access to
services and drugs and improved health outcomes.

The potential of various models to enhance health through quality care would
depend on the design of the benefit packages, the strength of the public programs,
and effective consumer demand. There are some shortcomings of each model, but
each prototype could come closer to achieving the Committee’s vision and be
ameliorated with further refinement, and elements of different models could be
combined to promote particular principles. Most importantly, each prototype
could more nearly achieve each principle than does the current system.

NEXT STEPS

The Committee recognizes that it will take some time to develop, adopt, and
implement a program of universal coverage and that it will require additional
public resources to finance insurance. It will not be quick or easy to implement
the necessary reforms and it will be preferable to phase in the changes according to
a fixed schedule. Implementation should aim for a minimum number of transi-
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TABLE ES.1  Summary Assessment of Prototypes Based on Committee
Principles

Prototype 1

Major Public Program
Expansion and

Principles Status Quo Tax Credit

Coverage should be Not universal; Would not achieve universality
universal 43 million uninsured because voluntary, but would

reduce uninsured population

Coverage should be Not continuous; income, age, Family- and  job-related
continuous family, job, and health- gaps in coverage

related gaps in coverage

Coverage should be Private coverage unaffordable More affordable than current
affordable for individuals to many moderate- and system for those with low or
and families low-income persons moderate income

Strategy should be Not affordable or sustainable All participants contribute;
affordable and for society; uninsurance is aggregate expenditures not
sustainable for society growing; cost of poorer controlled; new public expenditures

health and shorter lives is for only the public program
$65–$130 billion; some expansion and tax credit;
participants contribute; no sustainability of public program
limit on aggregate health depends on revenue sources
expenditures or on tax and political support; size of
expenditures—spending is credit depends on political
higher than other countries; support
sustainability of current
public programs depends
on economy and political
support

Coverage should enhance Quality of care for the Opportunities to promote
health through high- population limited because quality improvements similar
quality care one in seven is uninsured to current system
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Prototype 2 Prototype 3 Prototype 4

Employer Mandate,
Premium Subsidy, and Individual Mandate
Individual Mandate and Tax Credit Single Payer

Coverage likely to be high; Depends on size of tax credit, Likely to achieve universal
depends on enforcement enforcement, and cost of coverage
of mandates individual insurance

Brief gaps related to life Minimal gaps Continuous until death or age
and job transitions 65

Yes for workers, assuming Subsidy based only on Minimal cost sharing, but could
adequate employer premium income and family size be problem for lowest income
assistance; public program leaves older, less healthy,
designed to be affordable for and those in expensive areas
all enrollees with less affordable coverage

All participants contribute; No limit on aggregate Nearly all participants
basic package less costly than health expenditures or on contribute;  aggregate
current employment coverage; tax expenditure, though expenditures controllable,
revenue from patients in federal costs relatively utilization not directly or
public program; sustainability predictable and controllable centrally controlled; high cost to
depends on revenue sources through size of credit; federal budget; administrative
for employers’ premium sustainable through federal savings; sustainability depends
assistance and public program income tax base; size of on revenue source and political

credit depends on political support
support

Could design quality incentives Similar incentives to current Potentially yes; depends on
in expanded public program private insurance system; proper design
and basic benefit package; consumer could choose
current employer incentives quality plans
for quality remain
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tional stages, each of which incorporates changes that are as coherent and simple as
possible. Despite a long history of failed attempts to achieve insurance for every-
one, the Committee believes that universal insurance coverage is an important and
achievable goal for the country. Instead of considering the status quo as everyone’s
second choice when consensus on an approach to universal coverage fails to
materialize, we should consider it the last choice. We cannot afford to ignore the
problem of uninsurance.

The Committee recommends that the President and Congress de-
velop a strategy to achieve universal insurance coverage and to
establish a firm and explicit schedule to reach this goal by 2010.

The Committee recommends that, until universal coverage takes
effect, the federal and state governments provide resources sufficient
for Medicaid and SCHIP to cover all persons currently eligible and
prevent the erosion of outreach efforts, eligibility, enrollment, and
coverage.

The Committee is concerned that the current and growing economic pres-
sures on state governments as well as at the federal level will have a negative
impact on public programs and erode current coverage, making future coverage
gains more difficult. Until everyone has financial access to health services through
insurance, it is necessary to sustain current public coverage programs. It is also
important to shore up the current capacity of health care institutions and providers
who take a major responsibility for caring for the uninsured. Continuing support
of service capacity, particularly in medically underserved areas, may be needed.

The Committee appreciates that making a national commitment to achieve
universal insurance coverage will require strong, bipartisan political support as well
as broad-based and deep public support. We all bear the costs of the current
nonsystem that leaves tens of millions without health coverage. Doing nothing
and maintaining the status quo with over 43 million uninsured Americans is
expensive. The nation suffers losses due to ill health, impaired development, early
deaths, and lost productivity. The lack of health insurance is a destabilizing factor
in families and for health care institutions that serve uninsured patients. In fact, the
presence of uninsurance creates insecurity for everyone, even those with health
insurance today, because losing that coverage tomorrow is so easy. Universal
insurance coverage will benefit all Americans, enhance the great promise of our
health care system, and reinforce our values as a democratic society. It is time for
our nation to extend coverage to everyone.
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The persistence of a large uninsured population in this country, regardless of
the prevailing economic conditions, is remarkable. In 2000, when this three-year
study of the consequences of uninsurance began, 39.4 million people under age 65
in the United States reported having no health insurance during the previous
year.1  The uninsured population had grown by more than 6 million during the
1990s, despite a decade of strong economic growth, when health care inflation
slowed and health spending flattened at just over 13 percent of the gross domestic
product (GDP) between 1992 and 2001.2  Federal and state budgets had experi-
enced surpluses, and states expanded their existing coverage programs and ex-
plored new opportunities to cover more of their uninsured populations. Yet at the
height of this prosperous period, 1998–2000, the number of uninsured dropped
by less than a million; see Figure 1.1. In 2000, the uninsured rate began to grow
once more. Despite fluctuations in economic and demographic trends, which can
affect the numbers and percentage of the population insured, a large uninsured
population has persisted over the past few decades.

1

Introduction

1The estimate of 39.4 million uninsured is based on the Census Bureau’s March Current Popula-
tion Survey (CPS) as are all annual estimates of the uninsured population of the United States
presented in this report, unless otherwise noted. See Chapter 2 and Appendix A for a more detailed
discussion of various measures of the uninsured rate and length of time people are uninsured, why
they are uninsured, and characteristics of the uninsured.

2Italicized technical terms are defined in the glossary (Appendix B).
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Now, the uninsured population continues to increase in number, and the
uninsured rate is expected to worsen in the continuing weak economy (Fronstin,
2002). Over 43 million people were reported uninsured in 2002, representing
17.2 percent of the population under the age of 65 (Mills and Bhandari, 2003).3

Unemployment is up now, state budgets are experiencing increased demands for
services, state revenues are less than had been anticipated, and many states have
significant budget shortfalls (National Governors Association, 2003; Rowland,
2003; U.S. Bureau of Labor Statistics, 2003a). The federal budget has returned to
a deficit position as well. Health costs and health insurance premiums are again
increasing faster than general inflation and more quickly than family and business
incomes (Heffler et al., 2003; U.S. Bureau of Labor Statistics, 2003b). Many states
are proposing or implementing cost containment measures for public coverage
programs, although few have yet to cut eligibility substantially or covered services
for their Medicaid and State Children’s Health Insurance Programs (SCHIP) and
some are pursuing significant extensions of coverage as a means to reduce uncom-
pensated care costs (Holahan et al., 2003d; Ross and Cox, 2003; Smith et al.,
2003).

The problem of uninsurance has been growing in urgency, not just because of
the economy and increasing numbers of uninsured Americans. Insurance is so
important now because the effectiveness of medical interventions, particularly
medical technologies and pharmaceuticals, continues to increase, improving health
and longevity (Cutler and Richardson, 1997; Murphy and Topel, 1999;
Heidenreich and McClellan, 2003). Without insurance, people have less access to
these new services and drugs. Thus, the gap between insured and uninsured
people widens and raises questions of equity. This disparity in accesss to health
care violates generally accepted American values of equal consideration and equal
opportunity (IOM, 2003b).

The failure of many attempts throughout the past century to extend health
insurance coverage to everyone is a notable feature of health care in the United
States. The lack of universal health insurance coverage places this nation along
with Mexico and Turkey as the only ones among the developed countries around
the globe with substantial uninsured populations (OECD, 2002). It is time to
rethink the nation’s approach to financing access to health care for its population.

PURPOSE OF THE PROJECT AND THIS REPORT

In 2000, the Institute of Medicine (IOM) formed the Committee on the
Consequences of Uninsurance to examine the evidence concerning the lack of
health insurance for those without coverage, for their families, for their commu-

3Unless otherwise stated, this report will focus on the population under age 65 because the federal
Medicare program provides nearly universal coverage for people at and above that age.
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nities, and for this country as a whole. Most often, an IOM study is self-contained
in a single report that lays out the evidence leading to the Committee’s findings
and conclusions and then proceeds to make recommendations. This project is
unusual in that it was designed to produce six reports during the course of the
three-year study that examine the issue of uninsurance critically and methodically
from several different perspectives. The first five reports present evidence, find-
ings, and conclusions on their given topics (see following descriptions of each). As
planned from the outset, the Committee has withheld most of its recommenda-
tions until it fully examined the issue. Therefore, this sixth and final report draws
on the findings of the previous five reports, as well as an examination of selected
historical efforts and federal, state, and local programs that were designed to
extend coverage. The Committee uses the term “extend coverage” to mean having more
people gain coverage who previously had had none and reducing the uninsured rate. That
extension of coverage could be achieved through either expansion of existing
insurance programs or creation of new mechanisms.

The findings from the six reports as a whole have convinced the Committee
that uninsurance is a critical problem for the United States that can and should be
eliminated. The Committee believes that leaving over 43 million Americans
uninsured is costly to the country and should no longer be tolerated.

The intent in this final report is to present principles based on the Committee’s
previous research, apply them to potential strategies to extend coverage and elimi-
nate uninsurance, and make a strong case for taking action now. Although the
report examines a wide range of approaches that have been proposed to extend
coverage, it does not recommend a particular proposal. Rather, it presents prin-
ciples and recommendations to guide the public, policy makers, and elected
officials in crafting effective and achievable solutions. This report also provides
examples of how to apply the principles to assess the strengths and weaknesses of
various strategies to extend coverage.

FINDINGS AND CONCLUSIONS FROM PREVIOUS
COMMITTEE REPORTS

The Committee’s first five reports identify the many consequences for the
country of maintaining such a large uninsured population:

• Coverage Matters: Insurance and Health Care (IOM, 2001a) provides an over-
view of how health insurance works in America, and describes the socioeconomic
and demographic characteristics of uninsured populations. It also sets out a con-
ceptual framework for thinking about uninsurance; this framework has guided the
analyses in all the following reports (see Figure 1.2 below).

• Care Without Coverage: Too Little, Too Late (IOM, 2002a) assesses the clin-
ical research concerning health consequences for uninsured adults, including over-
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all health status, the incidence of specific diseases, avoidable hospitalizations, the
quality of care received, preventable morbidity, and premature mortality.

• Health Insurance Is a Family Matter (IOM, 2002b) examines similar health
effects for children and pregnant women. In addition, it expands the focus beyond
the individual to include the effects of one or more uninsured family members on
others in the family, including those with insurance, and on the family as a unit.

• A Shared Destiny: Community Effects of Uninsurance (IOM, 2003a) looks at
wider “spillover” effects of uninsurance on the local community, insured as well as
uninsured residents, and specifically on its health care providers.

• Hidden Costs, Value Lost: Uninsurance in America (IOM, 2003b) details the
costs to the country of sustaining such a large uninsured population. Many of the
costs identified in the earlier reports are quantified. The costs of additional health
care services likely to be used by those who are now uninsured, if they were to
gain coverage, are also calculated.

The Committee concludes that allowing a sizable uninsured popula-
tion to persist has serious negative consequences for individuals,
families, communities, and the entire nation.

Collectively, these five reports show that current insurance mechanisms have
not eliminated the large, persistent uninsured population and indeed are not
structured to do so. The current system relies on an assortment of private and
public sources to provide coverage, each of which meets the needs of some
people, while leaving millions uncovered. Instead of approaching the problem in
tentative incremental steps, the Committee believes that citizens and policy mak-
ers should begin by setting as an explicit goal that the health insurance system
should include everyone, then determine the private and public policies and
actions necessary to achieve that end, and enact and implement those policies.

The Committee concludes that major, comprehensive reform of the
health insurance system, rather than expansion of the “safety net,” is
essential.

The “safety net” loosely refers to health care facilities and programs that
disproportionately serve needy and uninsured people. If financial access to health
care services were assured, people would be able to choose among providers in
their community and not be dependent upon safety-net institutions, as uninsured
people are now. Also, the availability of payments from insurers could strengthen
the financial stability of those providers and institutions, which are stressed by the
current economy and growing demands for services (IOM, 2003a; KCMU,
2003a). Safety-net services, institutions, and accommodating providers vary widely
from state to state and area to area, have ill-defined responsibilities, are inadequate
to meet current needs of the uninsured, and are unlikely to meet future needs
(Lewin and Altman, 2000; Hadley, 2002; IOM, 2003a).

Strengthening safety-net services would not be an adequate alternative to
expanding health insurance coverage. For example, federally supported primary
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care clinics, including community health centers, have a heavy case load of unin-
sured clients but serve only 6.5 to 10 percent of the total uninsured population.
Most uninsured people do not live near a center (Cunningham and Tu, 1997;
IOM, 2003a). Persons receiving primary care in such centers often have difficulty
obtaining specialty, diagnostic, and behavioral health services for which they are
referred (Gusmano et al., 2002). An analysis of 13 states shows that access for
uninsured lower income adults varies depending on local services capacity. How-
ever, even more striking in this analysis are the large gaps in access and use
between the insured and uninsured populations in each state, regardless of the
extent of local safety-net services (Holahan and Spillman, 2002). An analysis of
racial disparities in access to care, based on national data from the Community
Tracking Study (1996–1997 and 1998–1999), showed that lack of insurance is a
significant barrier to access and more important than the supply of medical provid-
ers and services in the community (Hargraves and Hadley, 2003). Thus, the
Committee has concentrated on insurance-based financing mechanisms, not nec-
essarily tied to one provider or facility, to facilitate access to care rather than on
programs that might increase the availability of certain services in selected geo-
graphic areas.

The Committee’s definitions of health insurance and uninsured status are
consistent with those adopted in its previous reports. Health insurance is defined
by the Committee as financial coverage for basic hospital and ambulatory care
services, whether provided through employment-based indemnity, service-ben-
efit, or managed care plans; individually purchased health insurance policies; pub-
lic programs such as Medicare (which covers virtually all persons 65 years of age
and older), Medicaid, and the SCHIP; or other state-sponsored coverage for
specified populations. Uninsured refers to persons without any form of public or
private coverage for hospital and outpatient care, for any given length of time. In
large part this operational definition reflects that used in virtually all studies that
attempt to discern and measure the impact of coverage status on health and other
individual and community outcomes. Although length of time without coverage
almost certainly will make a difference, the information typically available about
individual health insurance status (at baseline or inception of a study) tends to
obscure differences between insured and uninsured populations and thus likely
underestimates the negative effects of being uninsured.

Throughout its series of reports, the Committee has not attempted to address
the condition of underinsurance, by which is meant individuals or families whose
health insurance policy or benefits plan offers less than adequate coverage. The
problems faced by the underinsured are in some respects similar to those faced by
the uninsured, although they are generally less severe (IOM, 2002a, b). Unin-
surance and underinsurance involve some distinctly different policy issues and the
strategies for addressing them may differ. Throughout these reports, the Com-
mittee’s main focus has been on persons with no health insurance and thus no
assistance in paying for health care beyond what is available through charity and
safety-net arrangements.
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A COMPARISON OF THE UNITED STATES AND
OTHER DEVELOPED COUNTRIES

Having insurance improves access to health services, and access to health care
is associated with better health among the uninsured. (See Figure 1.2, the concep-
tual framework that has guided this project.) The health care provided in America’s
best medical centers is world renowned; many people come from abroad to
benefit from the high-quality care available in this country. Tens of millions of
Americans, however, are uninsured and do not receive the services they need
(IOM, 2002a, b).

In the United States, health insurance has evolved from a mechanism to
protect against only infrequent and serious health events and expenses to one that
also finances routine health care and encourages the use of preventive services
(IOM, 2001a). In addition to lowering financial barriers to care, health insurance
improves the receipt of appropriate care by facilitating the use of a regular source
of care or primary care provider. Coverage is an important determinant of obtain-
ing and maintaining an ongoing relationship with a health care provider (IOM,
2001a; Holahan and Spillman, 2002). Even if uninsured persons receive primary
care, referrals to specialists, ancillary diagnostic and treatment services, and medi-
cations are more difficult to obtain without coverage (Fairbrother et al., 2002).
Both continuity of care and continuity of insurance coverage are important;
breaks in coverage can disrupt care relationships to the detriment of high-quality
health care. Being uninsured for longer periods of time can be expected to have
larger negative effects on utilization of services (and consequently on health) than
being uninsured for shorter periods (IOM, 2002a). The 43 million Americans
who lack health insurance coverage for a year or more are more likely to suffer
worse health and die sooner than Americans with health insurance (IOM, 2002a,
b).

A comparison of the health care system in the United States and the average
health of the U.S. population with that found in other countries highlights the
reason why Americans should be dissatisfied with the status quo. Although the
health care system in this country has accomplished a great deal, it can do much
better in improving the quality of health services and the health of its population.
Lowering financial barriers to needed health services is one important improve-
ment to achieve this goal.

Table 1.1 includes health system and health status indicators of the United
States and several other developed, high-income countries.4  Several conclusions
can be drawn from this table and the comparative international literature re-
viewed:

1. The United States ranks the highest in health care spending per capita and as a
percentage of GDP. In 2000, the United States spent 13 percent of its GDP and

4Much of these comparative data are based on the total population, including persons over age 65.
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$4,631 per capita on health care (Table 1.1, columns 1 and 2) (OECD, 2002).
This spending far surpassed the next most expensive health care systems, those of
Switzerland (10.7 percent of GDP) and Germany (10.6 percent of GDP). The per
capita amount spent in the United States is more than twice that of most of the
other countries of similar economic standing. While the U.S. spends substantially
more than the other countries, its measures of use of services, such as physician
visits and hospital days per capita, are below the Organization for Economic
Cooperation and Development (OECD) median (Anderson et al., 2003). The
implication is that the prices of those services are higher in the U.S. (Anderson et
al., 2003).

2. The health care system in the United States is deemed to be the most responsive in
the world to nonhealth aspects of care, such as respect for the individual, protection
of confidentiality, opportunity to participate in choices of treatments and provid-
ers, provision of prompt attention, and clean surroundings (WHO, 2000).5 The
OECD, in a recent assessment of the performance of the U.S. health care system,
similarly found that it is very responsive to consumer preferences. For example,
there is virtually no waiting time for elective procedures in the United States,
unlike many OECD member countries and most Americans are highly satisfied
with the care they receive (Docteur et al., 2003).

3. Comparative international surveys document the high availability of medical tech-
nology in the United States and the fact that it is intensively used (Docteur et al., 2003).
For example, the United States was quicker to adopt and diffuse new technologies
involved with care of heart attack patients than most of the 17 other developed
countries studied (TECH Research Network, 2001). The number of coronary
angioplasties in the United States per 100,000 population is more than two times
that in Germany and even further ahead of Australia, Canada, New Zealand, and
England. While the rates are not adjusted for disease prevalence, the large differ-
ence in rates suggests different patterns of treatment and diffusion of new treat-
ments and technologies (Anderson et al., 2003). Compared with Australia, Canada,
France, Germany, Japan, New Zealand, and the United Kingdom, the United
States is second only to Japan in the availability of magnetic resonance imaging
units: 23.2 in Japan versus 8.1 units in the United States per one million popula-
tion. The United States has 14 computed tomography scanners per million per-
sons, compared with Japan (84), Australia (21), Germany (17), and the OECD
median (12) (Anderson et al., 2002).

4. Although the United States ranks highest in health care spending (in total and as a
percentage of GDP) and ranks high in the availability of medical technology, this spending
has not produced comparably high measures of health status. The health of Americans

5It should be noted that some of the World Health Organization rankings, while innovative, have
been controversial. For the responsiveness ranking, the data were gathered from nearly 2000 key
informants in 35 countries and the distribution of responsiveness for the remaining countries (156)
was estimated using indirect techniques (WHO, 2000; Musgrove, 2003).
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consistently ranks poorly relative to that of residents of other industrialized na-
tions. Certainly the health status of a population reflects more than just medical
care and the heterogeneity of the U.S. population distinguishes it from many other
developed countries. Nonetheless, international comparisons provide a useful per-
spective on our own society and indicate areas for improvement.

A comparison of 13 countries based on 16 health indicators conducted by
Barbara Starfield (2000) determined the United States ranked among the worst, on
average twelfth. The countries included in the study were, in order from the top
ranked (best health status) to the lowest, as follows: Japan, Sweden, Canada,
France, Australia, Spain, Finland, the Netherlands, United Kingdom, Denmark,
Belgium, United States, and Germany. The United States came in last for three
indicators (low birth weight; neonatal mortality and infant mortality overall; years
of potential life lost), even after excluding external causes such as motor vehicle
collisions and violence. Also, OECD comparisons ranked the United States
twenty-fifth in male life expectancy and nineteenth in female life expectancy out
of 29 developed countries.

Infant mortality rates and life expectancy, and also disability-adjusted life
expectancy (DALE), are among the most commonly used measures of population
health. They are widely considered valid indicators of the overall effectiveness of
the health care system, although many other factors also affect the health of a
population.6  As of 2000, the infant mortality rate in the United States was 6.9
infant deaths per 1,000 live births (OECD, 2002). Although this number repre-
sented a historic low for the United States, our infant mortality rate is nonetheless
the highest among the listed countries (see Table 1.1, column 3). Even if one
considers the U.S. infant mortality rate (5.7) for white infants only, whose mothers
generally have a higher social and economic status than nonwhite mothers, it is
still a higher rate than all the other countries. The 2000 infant mortality rate for
black infants in the United States (14.1 deaths per 1,000 live births) was more than
twice the white rate of 5.7 (National Center for Health Statistics, 2002).

Starfield found that, among the 13 countries she studied, the United States
came in eleventh for life expectancy of females at age 1 and twelfth for males at age
1. Table 1.1, (column 4), shows that the United States has a DALE of 70 years. Of
those countries listed in Table 1.1, only Denmark had a lower DALE, 69.4 years.

5. The United States is among the few industrialized nations in the world that
does not guarantee access to health care for its population (see Table 1.1, column 5).
Of 30 industrialized countries included in OECD health data, only Mexico and
Turkey have higher uninsured rates. Nearly all the OECD countries provide
public insurance for 99 to 100 percent of their population; Germany has substan-
tially higher coverage than the 92.2 percent publicly covered, when primary
private health insurance is included (OECD, 2002; personal communication,

6Disability-adjusted life expectancy is the number of healthy years of life that can be expected on
average in a given population (WHO, 2000).
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Jeremy Hurst, OECD, September 11, 2003). In contrast, only 86 percent of the
U.S. population had health insurance in 2000, 24 percent covered by public
programs (Mills, 2001).

The way that health care is organized and delivered in the United States and
the limited access of uninsured persons contribute to our country’s relatively low-
ranking health indicators, despite high levels of spending. The OECD assessment
of the United States concluded that “Incomplete insurance coverage and delayed
access to care adversely affect population health outcomes and possibly economic
performance” (Docteur et al., 2003, p.41). The IOM Committee on Assuring the
Health of the Public in the 21st Century also found that the health of the Ameri-
can population is compromised by the lack of insurance for so many (IOM,
2003c). These findings are clearly consistent with the findings of the first five
reports in this project on uninsurance. The large disparities in access to care and
health outcomes experienced between the insured and the 15 percent of the total
population that is uninsured in the United States may explain, in part, the low
national rankings despite high spending.

HEALTH CARE REFORM AND HEALTH
INSURANCE REFORM

This report distinguishes between the health care delivery system and the health
insurance system. The primary focus of this project is on health insurance.7  Reform
of the health care delivery system is beyond the scope of this Committee’s work,
although other IOM Committees have identified serious problems with the sys-
tem and made recommendations for reform. This report recognizes the work of
those IOM Committees and the problems they have identified, noting the inter-
relatedness of delivery system reform with strategies to reform health insurance
(Field et al, 1993; Edmunds and Coye, 1998; Smedley and Syme, 2000; IOM,
2001b, 2003c; Corrigan et al., 2003; Smedley et al., 2002). Box 1.1 presents some
findings from key IOM reports, listed chronologically by the date of their release.

Reform of the health care delivery system requires attention to issues such as
cost control mechanisms, quality improvement, health workforce training, medi-

7In this country, neither health care nor health insurance can be characterized as a system and the
Committee uses the word “system” with some hesitation. Our previous research makes it clear that
health insurance in this country more closely resembles a hodgepodge or a patchwork quilt than an
organized system. There are numerous ad hoc arrangements that vary from state to state, often leaving
big gaps in coverage. Public coverage programs are targeted to specific subsets of the population;
regulation of private insurance varies substantially by state and is constrained by federal and state laws;
private employment-based coverage depends on the types of businesses in the area as well as economic
conditions; and no single agency or person has responsibility for pulling together the pieces to ensure
coverage for the whole population. Nonetheless, for convenience this report will use the term “health
insurance system” when it refers broadly to the issues, players, and programs mentioned above that
relate to financial access to care.
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cal liability compensation systems, and implementation of information technology
systems to promote more effective care patterns and administrative procedures.
After careful examination, the IOM Committee on Quality of Health Care in
America concluded that “The American health care delivery system is in need of
fundamental change” and systemwide reform (IOM, 2001b). Changes in all these
areas could contribute to better and more efficient health care for all and to
improved opportunities for covering those without health insurance. The quality
and cost of health care certainly can be affected by the health insurance system,
and the reverse is also true. The Committee on the Consequences of Uninsurance,
however, did not undertake the scope of research necessary to recommend reform
of the entire care delivery system. It has focused on the effect of financial access to
that system through health insurance. This Committee urges that extension
of health coverage not be delayed until the whole health care delivery
system is reformed first, nor should the transformation of care delivery
be delayed until all Americans are insured. Reform of both the health care
delivery system and the insurance system should move ahead expeditiously and
consider the long-range goals of each as well as the overall evolution of health
care.

ORGANIZATION OF THIS REPORT

The next chapter of this report presents the key findings and conclusions from
all five of this Committee’s previous reports in a systematic way to show the basis
for its recommendations in this report. Because the earlier reports include all the
research supporting each finding, only the most relevant studies are cited in this
chapter.

The third chapter provides a historical overview of selected efforts during the
past century to provide comprehensive coverage to the whole population or to the
uninsured segment of it. It also examines several different approaches to extending
health insurance coverage that have been implemented over the past 15 years,
including examples from federal, state, and local programs in the public and
private sectors.

Chapter 4 presents the Committee’s guiding principles for reforming the
health insurance system. The Committee recognizes as important certain evi-
dence-based principles that describe characteristics of an effective health insurance
system, regardless of its particular structure. The principles can be used to examine
current proposals to extend health insurance coverage and to help develop new
approaches that would combine the best of existing ideas or break new ground.

In Chapter 5 the Committee sketches several prototypical approaches to
fundamental reform that vary quite dramatically in the means they propose to use
to move toward universal coverage. They are drawn from the broad range of
insurance extension options that have been put forth by various interest groups,
policy analysts, and political groups of all persuasions. The wide range of these
proposals demonstrates that there are potentially many pathways to achieving
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BOX 1.1
Other Institute of Medicine Reports

1. The Committee on Assessing Health Care Reform Proposals concluded in
Assessing Health Care Reform that improved access and health status required
more than just financial access. It should include:

• broad public health and health education initiatives;
• efforts to structure services, systems, and financing to more effectively

reach special populations;
• expanded access to primary and preventive services;
• clinical and health services research; and
• programs of quality assurance (Field et al., 1993).

2. The Committee on Children, Health Insurance, and Access to Care, in Ameri-
ca’s Children, evaluated evidence about the link between coverage and access to
health care for children, with particular attention to the availability of care for unin-
sured and underserved children. It concluded that all children should have health
insurance. In addition, it found a lack of affordable health insurance products that
address the specific needs of children, including those with chronic or special
needs, and it found that inadequate efforts for outreach and enrollment procedures
and insufficient coordination efforts of public programs hinder enrollment (Ed-
munds and Coye, 1998).
3. The Committee on Capitalizing on Social Science and Behavioral Research to
Improve the Public’s Health, in Promoting Health, focused on social and behavior-
al factors, such as smoking, diet, alcohol use, sedentary life style, and accidents,
which influence the health and disease of the American population. It recommend-
ed:

• a better balance between the clinical approach to disease and social and
behavioral determinants of disease, injury, and disability; and

• interventions that link multiple levels—individual, interpersonal, institutional,
community, and policy levels (Smedley and Syme, 2000).

4. The Committee on Quality of Health Care in America, in Crossing the Quality
Chasm, recommended:

• redesigning health care processes to establish continuous healing relation-
ships, evidence-based decision making, patient safety, the reduction of waste in
the health system, and cooperation among clinicians;

• building an information infrastructure to support care delivery; and

fundamental reform. To show how the principles can be used, they are applied to
the prototypes we present so that the strengths and limitations of each approach
are revealed.

In the sixth and last chapter, the Committee presents its recommendations
concerning health insurance. They are based on the findings in Chapter 3 con-
cerning coverage extensions and those enumerated in Chapter 2, and on the
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• structuring payment systems to promote quality care, which should be safe,
effective, patient-centered, timely, efficient, and equitable (IOM, 2001b).

5.   The Committee on Rapid Advance Demonstration Projects: Health Care Fi-
nance and Delivery Systems, in Fostering Rapid Advances in Health Care, high-
lighted problems of the health care delivery system for coverage of the uninsured,
chronic care, primary care, information and communications technology infrastruc-
ture, and medical liability that could be ameliorated by the establishment of multi-
ple demonstrations to test reform options. It included recommendations that the
federal government commit funds for 10 years for demonstrations in three to five
states to extend stable, affordable coverage through the use of tax credits, or
eligibility expansions of Medicaid and SCHIP, or a combination approach (Corri-
gan et al., 2003).

6.  The Committee on Understanding and Eliminating Racial and Ethnic Disparities
in Health Care, in Unequal Treatment, recommended a comprehensive, multilevel
strategy to eliminate disparities, including:

• strengthening of patient-provider relationships in publicly funded health
plans;

• using clinical, evidence-based guidelines to promote consistency and equi-
ty of care;

• providing economic incentives for physician practices to reduce communi-
cations barriers;

• using the payment systems to ensure an adequate supply of services to
minority patients; and

• employing multidisciplinary treatment and preventive care teams (Smedley
et al., 2002).

7. The Committee on Assuring the Health of the Public in the 21st Century, in The
Future of Public Health in the 21st Century, described numerous public health
problems, including:

• an inadequate public health infrastructure;
• lack of knowledge about the determinants of population health; and
• the mismatch between health care spending and health outcomes.

This Committee concluded that adequate population health cannot be achieved if
comprehensive and affordable health care is not available to everyone in the Unit-
ed States (IOM, 2003c).

findings and conclusions in the Committee’s previous five reports. The recom-
mendations also articulate fundamental shared values across the diverse Commit-
tee membership. The Committee’s intention is that this report, and indeed the
whole project, should both encourage and inform public debates about the unin-
sured and make those debates accessible to a wide range of Americans.
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Lessons from Previous Reports

In this chapter the Committee reviews findings from its five previous reports
that document the health and financial repercussions of being uninsured for indi-
viduals, families, communities, and the nation.1  The chapter is structured as a
series of questions whose answers are fundamental to understanding why it is
necessary to redesign our country’s overall approach to health insurance coverage.

• The first section examines the scope of uninsurance and current coverage
patterns by identifying how many people lack insurance, their basic economic and
demographic characteristics, the ways people obtain and lose coverage, current
barriers to coverage, and the potential for growth in the uninsured population in
the near future.

• The second section reports findings on how the lack of coverage affects
access to and timely use of appropriate health care services, and adverse health
outcomes for children and adults without health insurance.

• The third section reviews family and community effects of uninsurance:
financial repercussions for family budgets, the extent of uncompensated health
care, and potential impacts of large uninsured populations on community access to
care and on the economic and physical health of communities.

• The fourth section outlines available evidence and projections of the cur-
rent cost to the nation of uninsurance by looking at out-of-pocket expenditures of
families, the cost of uncompensated care, an estimate of the value of life and health

1This chapter summarizes material presented in earlier reports. Evidence cited in the Committee’s
previous reports is updated where newer data are available.
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lost due to uninsurance, and the potential for offsetting the cost of extended
coverage.2

• The fifth section of this chapter looks at how the structure of insurance can
affect health care usage and health outcomes, for example, how employment-
based insurance, differing eligibility rules for public coverage for persons within
the same family, and the cost and availability of individual health insurance policies
can result in coverage gaps.

• The chapter concludes with a statement of the Committee’s perspective
on health insurance in America.

UNDERSTANDING THE SCOPE OF
UNINSURANCE AND SOURCES OF COVERAGE

Americans are often unaware of the characteristics of people who lack health
insurance (IOM, 2001a). More than 80 percent of uninsured children and adults
under the age of 65 live in working families and about the same percentage are
U.S. citizens (Hoffman and Wang, 2003). People may lack coverage regardless of
age, education, or state of residence. Nearly two-thirds of all uninsured persons are
members of lower income families (earning less than 200 percent of the federal
poverty level, or FPL), however.

In this section the Committee reviews how many people are uninsured,
how coverage is gained or lost, and the pathways and barriers to health coverage.
Several alternative economic scenarios are also described, suggesting that without
a fundamental change in national policy, the uninsured population is projected to
continue growing.

How Many People Lack Health Insurance and Who Are They?

Estimates of the number of uninsured Americans depend on how uninsurance
is measured. Increasingly, the lack of health insurance is understood as a condition
for which virtually all Americans are to some extent at risk over the course of their
lives, particularly at transitional points such as the age of majority or the loss of
student status, rather than as a fixed characteristic of a well-defined segment of the
population. Not all people, however, are equally at risk of being uninsured nor are
all spells of uninsurance of equal length.

During 2002, the Current Population Survey (CPS), conducted annually by
the Census Bureau, showed that approximately 43.6 million people in the United
States reported being without health insurance coverage for the entire year (Mills
and Bhandari, 2003).3 Some analysts believe that the CPS estimate is closer to a

2Italicized terms are defined in the glossary (Appendix B).
3The Committee’s series of reports has relied on the CPS annual estimates of the number of

uninsured persons in the United States. See Appendix A for a discussion of the features and limitations
of various national surveys measuring insurance status.
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point-in-time count of uninsured Americans than it is of those uninsured for an
entire year. In 2000 the CPS added a verification question to improve the accu-
racy of its estimates, which reduced the estimate of the full-year uninsured popu-
lation, although the CPS still probably overestimates full-year uninsurance. The
CPS, however, provides the most consistent data on health insurance coverage
over time and is the most widely used source of information on coverage. The
Committee has used this historical series as its basic data set throughout the study
for these reasons.

Other data sets, the Survey of Income and Program Participation (SIPP) and
the Medical Expenditure Panel Survey (MEPS), provide more precise information
on length of time without coverage. An analysis of MEPS data found that one out
of every three Americans under age 65, 80.2 million people, lacked health insur-
ance for at least one month during a two-year period, while 23.5 million persons
under age 65 were uninsured throughout that period (1996-1997), and 31.6 million
were uninsured throughout 1996 (Short, 2001). A recent Congressional Budget
Office publication compared SIPP and MEPS, which reported 21 and 31 million
persons under age 65, respectively, who were uninsured for the entire year 1998
(CBO, 2003). The latest SIPP reports that, over the 48-month period calendar
years 1996 through 1999, the overall median spell without health insurance lasted
just under six months (Bhandari and Mills, 2003). Two separate analyses of MEPS
(using some combination of data for 1996, 1997, and 1998) found that the average
monthly count of uninsured persons for at least a one-year period is 45 million
(Short, 2001; Hadley and Holahan, 2003a). People with low family income tend
to remain uninsured for longer periods of time than those with incomes above the
poverty level (McBride, 1997).

Socioeconomic and demographic indicators help characterize those who
go without health insurance and identify who is most likely to go without insur-
ance. Full-time, full-year employment offers families the best chances of acquiring
and keeping health insurance, as does an annual income of greater than 200
percent of FPL.4  While white, non-Hispanic people make up about half of the
uninsured, minority group members have a higher risk of being uninsured. Afri-
can Americans are nearly twice as likely as non-Hispanic whites to be uninsured,
and Latinos are more than three times as likely as non-Hispanic whites to lack

4In 2003, 200 percent of FPL is $36,800 for a family of four (DHHS, 2003). (See Appendix A,
Table A.1.) In this report, family income levels are defined as follows:

• Low income: an annual income of less than 100 percent of FPL, which is established on a yearly
basis for different types of family groups that comprise a given household, for example, one adult, or
one adult and two children;

• Lower income: an annual income of less than 200 percent of FPL; and
• Moderate income: an annual income of between 200 and 400 percent of FPL for a given family

group.
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coverage. Although most uninsured persons under age 65 are U.S. citizens (79
percent), foreign-born, noncitizen residents are more likely than citizens to be
uninsured (Hoffman and Wang, 2003). The uninsured rate declines with the
length of time foreign-born persons are in the United States: 42 percent of
noncitizens living in the United States for more than 5 years are uninsured,
compared with 50 percent of noncitizens in the country for less than 5 years
(Hoffman and Wang, 2003).

How Do People Obtain and
Lose Health Insurance Coverage?

Most people choose to enroll in health insurance when it is offered on the
job, including lower income workers and young adults who work. About two-
thirds of Americans under age 65 are covered through employment-based plans
offered at either their job or that of a parent or spouse (Fronstin, 2002).5 Typically
employees and their employer share the cost of coverage. Nearly seven percent of
Americans under age 65, including some lower income people, purchase their
own individual or family policies from the private, nongroup insurance market.
About 15 percent are covered by public insurance (primarily Medicaid) (Fronstin,
2002). When parents are insured, whether they are in single- or two-parent
families, more than 95 percent of the time all of their children are also covered
(IOM, 2002b). Medicare covers nearly all individuals over age 65 (Mills and
Bhandari, 2003).

Despite the variety of paths to coverage (employment, public programs,
individual purchase), 17.2 percent of working-age Americans and children remain
uninsured (Mills and Bhandari, 2003). Roughly one-fourth of workers have not
been offered coverage by their employer, and half of these remain uninsured
(Custer and Ketsche, 2000b). Some with a workplace offer report that they cannot
afford the out-of-pocket or employee’s share of the premium. Insurance is becom-
ing increasingly expensive for employers of low-wage workers and those with
small firms to offer the benefit and for workers to accept coverage when it is offered
(Thorpe and Florence, 1999; Chernew et al., 2002; Kaiser/HRET, 2003). For a
cohort of adults between ages 21 and 60 that was followed for four years (1996–
2000), a job change or loss of a job was more often the reason for becoming
uninsured than was the loss of public coverage. Those experiencing an uninsured
spell were more likely than average to be young, African American or Latino,

5Some people report multiple sources of coverage, for example, they may have Medicaid for part of
a year and a workplace policy at another time. Therefore, adding together employment-based, indi-
vidual, and public insurance coverage rates yield more than the 83.5 percent of the U.S. population
with some form of coverage during the year.
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lower waged, less well educated (high school graduate or less), and from a lower
income household (Kuttner and McLaughlin, 2003). Federal reforms, such as the
Health Insurance Portability and Accountability Act of 1996, have established
limited rights to purchase individual plans for those formerly covered by employ-
ment-based insurance but do not regulate the size of the premium that might be
charged (Nichols and Blumberg, 1998; IOM, 2001a).

People can lose coverage when they change jobs or become unemployed,
when life circumstances shift, or when rising premiums make insurance
unaffordable (IOM, 2001a); see Figure 2.1. When a worker with employment-
based coverage reaches age 65, retires, and qualifies for Medicare, a younger
spouse may be left without coverage. When children turn 19 years old, generally
the age limit for coverage as a dependent, they must purchase a separate, individual
health insurance policy unless they are still in school or become uninsured. While
teenagers or those graduating from college may be ready to go to work, they are
less likely than their older coworkers to find jobs that include health benefits or to
earn enough to purchase insurance independently (Quinn et al., 2000; IOM,
2001a; Collins et al., 2003). Some young, healthy people may choose to take the
risk rather than buy coverage. Marriage is associated with job and career choices
that lead to an increased likelihood of having employment-based health insurance
for the whole family. Becoming separated, divorced, or widowed are other ex-
amples of life transitions that can increase the risk that family members will lose
their employment-based coverage.

How People Gain Coverage

• Get a job where insurance is offered and
premiums are affordable

• Purchase insurance on your own, if you
qualify and can afford the premiums

• Marry someone with insurance and if
family out-of-pocket premiums are
affordable

• Qualify for Medicaid, SCHIP, or
Medicare

How People Lose Coverage

• Lose a job where insurance was offered,
so employer no longer subsidizes
premiums

• Lose Medicaid or SCHIP eligibility once
you or your children grow up or if your
family’s income increases

• Lose your spouse due to separation,
divorce, or death

• Attain the age of 19 or graduate from
college and lose eligibility under
parents’ plan

• Your insurer goes out of business or
cancels its contract with you, or your
employer denies coverage to you

• Be priced out of the market when the
cost of premiums increases

FIGURE 2.1 Gaining and losing coverage.
SOURCE:  IOM, 2001a.
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What Are the Barriers to Insuring People
Under the Current System?

Health insurance eligibility, enrollment in a plan, and maintenance of enroll-
ment depend on many interdependent factors, including the local labor market
and health services, state regulatory and program policies, demographics, con-
sumer knowledge, and personal choices (see Figure 2.2). Health insurance may or
may not be available to an employer depending on its size and type of industry;
a firm may or may not offer a policy that its employees perceive to be affordable;
an individual applying for a nongroup policy may or may not be healthy enough
to qualify or be able to afford the risk-adjusted premium; and public programs
may have more or less restrictive eligibility standards. Every state and locality has
a particular configuration of characteristics, including its industrial base, regula-
tory environment, demographics, and public programs, that ultimately affects the
opportunities for coverage and results in more or fewer people having health
insurance.

Affordability of Premiums

As a group, those who lack health insurance most often share the perception
that coverage is unaffordable. This is not to say, however, that health insurance
becomes “affordable” across the board at a given premium cost or income level
(Bundorf and Pauly, 2002; Levy and DeLeire, 2002). Although two-thirds of all
people without coverage have incomes below 200 percent of FPL, some individu-
als and families with relatively low incomes do take up employer offers of cover-
age and some relatively high-income individuals and families forgo coverage
(IOM, 2001a; Bundorf and Pauly, 2002). Nonetheless, unaffordability is the top
reason uninsured adults give for why they are uninsured (Hoffman and Schlobohm,
2000), as well as the major reason employed persons turn down coverage when
their employer offers it (Cooper and Schone, 1997; Thorpe and Florence, 1999;
Cutler, 2002). Most uninsured families would not have sufficient funds in their
budget to purchase health insurance without a substantial premium subsidy (IOM,
2001a, 2002a).

The high cost of premiums is also the most common reason small firms give
for not offering health insurance (Kaiser/HRET, 2003). Small employers often
receive poorer benefits for premiums comparable to larger firms. Administrative
costs and expenses other than benefits are usually 10 percent of premiums for large
employers but 20 to 25 percent for small employers (GAO, 2001).

Medical Underwriting and Denial of Coverage

Medical underwriting practices applied to individual applicants for nongroup
coverage are necessarily sensitive to an applicant’s health status, age, family in-
come, and geographic area in order to protect the insurer from expected risks
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(Chollet and Kirk, 1998). Medical underwriting directly affects only those who
purchase health insurance in the individual market. Nonetheless it is a significant
barrier to coverage for some of the people most likely to benefit from coverage
because of their relatively high expected use. Medical underwriting is inevitable in
a competitive market with small and voluntary risk pools. Whereas young and
healthy people face below-average premium prices, an older person or someone in
poor health may face prohibitively high premiums. One study of eight nongroup
insurance markets found that persons with health problems were quoted a pre-
mium price nearly 40 percent higher than were otherwise comparable potential
buyers without health problems (Pollitz et al., 2001). In addition, most states allow
risk rating by age, making individual policies relatively expensive for older people
(Chollet and Kirk, 1998; Blue Cross Blue Shield Association, 2000). Still, because
older people highly value having health insurance, they are more likely to pur-
chase it in the nongroup or individual market than are younger adults. Some 29 states
have established high-risk pools for persons who are uninsurable in the individual
market because their poor health puts them at risk for incurring large health care
bills. However, there are often waiting lists or closed enrollments as well as high
premiums (GAO, 1996; Achman and Chollet, 2001).

Eligibility Restrictions for Public Programs

Public programs such as Medicaid and the State Children’s Health Insurance
Program (SCHIP) provide coverage for specific categories of the poor who tend
to be excluded from the employment-based approach to financing health services
delivery. The combination of strict eligibility requirements and complex enroll-
ment procedures often makes public coverage difficult to obtain and even more
difficult to maintain over time. Qualifying to participate in public programs in-
volves fulfilling requirements related to income and assets (so-called means test-
ing), being a member of a specific group that is eligible for benefits (e.g., pregnant
women, minor children, or disabled), and meeting immigration status and resi-
dency requirements. Eligibility requirements vary from state to state.

Medicaid and SCHIP eligibility and enrollment policies are also subject to
fluctuating fiscal conditions for the states that administer these programs, with
more expansive eligibility and outreach to potential participants in better eco-
nomic and fiscal times and cutbacks in eligibility and enrollment efforts during
periods of fiscal stress (Howell et al., 2002; Smith and Ellis, 2002; Nathanson and
Ku, 2003).

Is the Uninsured Population Growing?

Over the past 25 years, growth in the number of uninsured Americans has
exceeded the rate of growth in the population under 65 years, despite an increas-
ingly tight labor market that expanded employment-based coverage and yielded
tax revenues to expand public coverage programs (IOM, 2001a). With the current
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combination of higher unemployment, rapidly rising costs of health care and
insurance premiums, and state budget problems, absent major public policy re-
forms, the national uninsured rate will rise more rapidly in future years (Chernew
et al., 2002; Cutler, 2002).

Looking forward, one study of the impact of different economic scenarios
estimated that

• “Assuming continued economic growth and moderate health care cost
inflation, the number of uninsured Americans will rise to more than 48 million in
2009.

• In the event of a recession, the number who lack coverage will reach 61
million by 2009.

• Rapid economic growth, coupled with rapid health care cost inflation
such as characterized the 1980s, would lead to roughly 55 million uninsured in
2009” (Custer and Ketsche, 2000, p. 3).

Even without growth in the overall numbers, there is substantial variation in state
and local uninsured rates, median durations of uninsured spells of individuals, and
sizes and concentrations of uninsured groups within different populations (IOM,
2001a). This varied concentration of uninsured populations means that some
adverse effects of uninsurance can be more severe in certain communities than
would be expected from the national averaged data discussed in the section above.

ASSESSING THE EFFECTS OF HEALTH
INSURANCE ON HEALTH-RELATED OUTCOMES

Isolating and measuring the independent effect of having or lacking health
insurance is an analytic challenge because virtually all studies are observational and
many characteristics that vary with health insurance status, including income,
education, race and ethnicity, and health behaviors, also affect individual health
outcomes. Figure 2.3 outlines the mechanisms by which health insurance influ-
ences the amount and kind of health care received and a person’s health outcomes.
Coverage facilitates receipt of health care services that can improve personal
health.

Uninsured people are less likely to have any medical contact and on average
have fewer visits for care than people with either public or private coverage. Thus
opportunities for detecting the presence of an illness or forestalling the progression
of a chronic condition like diabetes are missed. Patients are also less likely to have
a regular source of care to coordinate their health care or to have high-quality,
evidence-based care. When the uninsured receive care in hospitals, their care
management, even for trauma or premature birth, differs from that of insured
patients, with uninsured patients receiving less intensive services (Hadley, 2002;
IOM, 2002b).

This section summarizes the Committee’s findings about the effect of health
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insurance on a spectrum of health-related outcomes. These findings were drawn
from methodologically sound research studies and natural experiments in which
states extended health care coverage.6

Does Lack of Insurance Impede Access to and
Use of Health Care?

Without coverage, the uninsured—whether children, pregnant women, or
other adults—receive fewer services than their insured counterparts or no care at
all (IOM, 2002a, b). They are less likely to have any physician visit within a year
or establish a “medical home” with a regular source of primary care. They receive,
on average, fewer preventive health services, less regular care for management of
chronic diseases, and poorer care in the hospital.

Lesser Use and Lack of Preventive Health Services for Children and
Adults

Uninsured children use medical and dental services less frequently and are less
likely to get their prescriptions filled than insured children, even after taking into
account differences in family income, race and ethnicity, and health status
(Newacheck et al., 1998b; McCormick et al., 2001; IOM, 2002b). They are less
likely to receive routine, preventive well-child checkups and immunizations. Half
of uninsured children have not had a doctor’s visit in the past year, more than
twice the rate of privately insured children (McCormick et al., 2001).

Adolescents as a group are particularly at risk of not having any physician visits
in the past year or a regular source of care. Their need for some kinds of health
care services, such as mental health screening and treatment for drinking and other
risky behaviors, increases in their late teenage years, yet 17 percent of adolescents
ages 15 to 17 are uninsured, the highest rate of all children (McCormick et al.,
2001). Over one-quarter (27.4 percent) of adolescents ages 10 to 18 in families
earning less than the federal poverty standard are uninsured (Newacheck et al.,
1999). Forty-four percent of young adults aged 19-29 are uninsured at least part of
the year. Though generally a healthy population, young adults are particularly
vulnerable to injuries, HIV, and pregnancy, but when uninsured their regular
access to the health system is disrupted (Collins et al., 2003).

Uninsured women receive fewer prenatal care services than their insured
counterparts and report greater difficulty in obtaining the care they believe they

6The Committee based its findings and conclusions on studies that adjusted for basic social, demo-
graphic, and health characteristics. In health outcomes studies, unless otherwise noted, health insur-
ance status was measured at baseline and does not reflect duration of coverage or period of uninsurance.
Appendix B in Care Without Coverage and Appendix C in Health Insurance Is a Family Matter summarize
the studies reviewed by the Committee.
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need. In 1996 and 1997, 15 percent of uninsured pregnant women had no prena-
tal visit compared with 4 percent of women with private or public coverage
(Bernstein, 1999). Other studies find large differences in use between privately
insured and uninsured women and smaller differences between uninsured and
publicly insured women (IOM, 2002b). Uninsured women in labor are less likely
to receive clinically indicated cesarean section deliveries for risks like breech
presentation, fetal distress, or failure of labor to progress than are similar women
who have coverage (Aron et al., 2000). Uninsured adults are also less likely to
receive preventive health services such as mammograms, clinical breast exams, Pap
tests, and colorectal screening (Powell-Griner et al., 1999; Ayanian et al., 2000;
Breen et al., 2001).

Less Access to a Regular Source of Care

Maintaining an ongoing relationship with a specific provider who keeps
records, manages care, and is available for consultation between visits is a key to
high-quality care (O’Connor et al., 1998; IOM, 2001b). When children or adults
have health insurance, they are more likely to have a regular provider who
watches out for their health. People with insurance are more likely to see the same
doctor at their usual source of care, and insurance status is the most important
factor in white-Hispanic health differences in access to care (Hargraves and Hadley,
2003). The likelihood that someone who is uninsured lacks a regular source of
care has increased substantially over the past several decades (Zuvekas and Weinick,
1999; Weinick et al., 2000). Even if people have health insurance that does not
cover preventive services, they are more likely to receive appropriate services than
are those without any form of health insurance, partly because they are more likely
to have a regular source of care (IOM, 2002a).

Uninsured children are more likely to obtain routine and sick care from
different sources, such as hospital clinics and health centers, than insured children,
who are more likely to be treated in the physician’s office (Holl et al., 1995).
Well-child care and a regular care provider are important for monitoring children’s
development and detecting potential problems early before they can cause long-
term health consequences. Children without insurance were more than three
times as likely as children with Medicaid coverage to have no regular source of
care (15 percent versus 5 percent), and uninsured adults were more than three
times as likely as either privately or publicly insured adults to lack a regular source
of care (35 percent versus 11 percent) (Haley and Zuckerman, 2000).

Uninsured children with special health needs are particularly disadvantaged
because they require considerably more than routine care. One out of every nine
children with special needs (roughly the same rate as among all children) remains
uninsured (Newacheck et al., 1998a). Uninsured children with special health
needs are less likely to have a usual source of care, less likely to have seen a doctor
in the previous year, and less likely to get needed medical, mental health, dental or
vision care, or prescriptions than are those with insurance.
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Identifying chronic conditions early and providing evidence-based, cost-ef-
fective interventions on an ongoing and coordinated basis can improve health
outcomes. Yet uninsured adults with chronic conditions are less likely to have a
usual source of care than a chronically ill person with coverage (Ayanian et al.,
2000; Fish-Parcham, 2001). Nineteen percent of uninsured adults with heart
disease and 13 percent with hypertension lack a usual source of care, compared
with 8 and 4 percent respectively of their insured counterparts (Fish-Parcham,
2001).

Differential Management in Hospital-Based Care

Uninsured patients who are hospitalized for any of a number of conditions are
more likely to receive fewer services and, when admitted, are more likely to
experience substandard care and resultant injury than are insured patients (Burstin
et al., 1992). Some of the differences in care and outcomes between insured and
uninsured hospital patients may stem from differences in the site of care. For
example, a study of maternity patients in San Francisco revealed that privately
insured women at a high risk of complications were much more likely to deliver
at a hospital with neonatal intensive care facilities than were uninsured women
(Phibbs et al., 1993). One statewide study found that uninsured sick newborns
average shorter hospital stays and receive fewer inpatient services even after con-
trolling for race, ethnicity, diagnoses, and hospital characteristics (Braveman et al.,
1991).

Uninsured adults can experience treatment differences as well. For example,
uninsured women with breast cancer are less likely than privately insured women
to receive breast-conserving surgery even when stage of diagnosis is taken into
account (Roetzheim et al., 2000a). Uninsured patients with acute myocardial
infarction who met expert panel criteria for revascularization were less likely to be
transferred to a hospital that performed this procedure: 91 percent of Medicare
patients, 82 percent of privately insured patients, 75 percent of Medicaid patients,
and just 53 percent of uninsured patients received this indicated surgery (Leape et
al., 1999).

Does Lack of Insurance Impede Access to High-Quality,
Evidence-Based Care?

The difference health insurance makes is not just in increasing utilization but
also in ensuring appropriate care. Although not all of the care that insured
populations use is necessary and appropriate (IOM, 2001b), overall, the care
received by those with coverage contributes to health outcomes better than those
experienced by otherwise comparable uninsured populations who on average
receive many fewer and less appropriate services. People without health insur-
ance are at a disadvantage in obtaining high-quality, evidence-based care recom-
mended by professional groups. When appropriate care is not obtained, patients’
health is placed at risk, conditions can become more severe, and the effects
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can linger. Increased severity frequently demands more intense treatment (e.g.,
hospitalization).

Less Likely to Receive Professionally Recommended Standard of Care

Uninsured adults are less likely than those with health insurance to receive
preventive and screening services at the frequencies recommended by the U.S.
Preventive Services Task Force (Powell-Griner et al., 1999; Ayanian et al., 2000;
Breen et al., 2001). Even after adjustments for age, race, education, and regular
source of care, uninsured adults are less likely to receive timely screening for
breast, cervical, or colorectal cancer. The positive effect of having insurance is
more evident with relatively costly preventive services such as mammograms than
with less expensive ones such as Pap smears, for example (Zambrana et al., 1999;
Cummings et al., 2000).

Uninsured adults living with chronic diseases are less likely to receive care for
chronic health conditions that meets professionally recommended standards than
are those who have health insurance. For example, uninsured adults with diabetes
are less likely to receive regular foot or dilated eye exams that are important in the
prevention of foot ulcers and blindness (Beckles et al., 1998). Uninsured patients
with end-stage renal disease began dialysis at a later stage of their disease and with
poorer clinical measures (e.g., more likely to be anemic) (Kausz et al., 2000).

Persons diagnosed with a mental illness who lack health insurance are less
likely to receive mental health services than are those with any health insurance
(Cooper-Patrick et al., 1999; McAlpine and Mechanic, 2000). Furthermore, hav-
ing health insurance that covers mental health services increases the likelihood that
the care received will be in accordance with professional practice guidelines (Wang
et al., 2000).

Less Likely to Receive Medications That Are the Standard of Treatment

Lack of insurance can interfere with access to appropriate medications for
controlling medical conditions. For example, uninsured adults with HIV infection
were less likely to receive the highly effective medications shown to improve
survival and that have become the standard of treatment (Carpenter et al., 1996,
1998; Goldman et al., 2001). Uninsured adults had less frequent monitoring of
blood pressure once they were diagnosed with hypertension and were less likely to
stay on recommended drug therapy than insured adults with hypertension (Huttin
et al., 2000; Fish-Parcham, 2001).

Receiving Care in Less Appropriate Settings

The lack of timely screening services and preventive care leads to poor health
outcomes because of delayed diagnoses and failure to control treatable conditions.
When they finally receive treatment, those without health insurance are more
likely to require more expensive services because of deteriorating health. For
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example, uninsured patients are more likely to develop severe uncontrolled hyper-
tension requiring emergency admission to the hospital than are insured patients
(Shea et al., 1992a, b).

Other conditions (e.g., asthma; ear, nose, and throat infections; pneumonia;
diabetes) also are best treated early; without timely outpatient care, unnecessary
hospitalizations occur. Expansion of SCHIP in Pennsylvania has shown that as
the portion of children receiving physician visits increased, emergency room
visits decreased (Lave et al., 1998). Expansion of Medicaid coverage also has been
shown to reduce potentially avoidable hospitalizations among children (Dafny
and Gruber, 2000).

What Are the Health Consequences for Individuals and
Their Families?

Ascertaining whether health insurance improves health outcomes is critical to
shaping public policy about health insurance and the financing of health care more
generally. Uninsured people are more likely to receive too little medical care and
to receive it too late, to be sicker, and to die sooner.

Direct measures of health outcomes include self-reported health status, mor-
tality, stage of disease at time of diagnosis, and physiologic measures (e.g., con-
trolled blood pressure in persons with hypertension). Research studies consistently
show that working-age Americans (those between 18 and 65) who do not have
health insurance have poorer health and die prematurely. For children, their
health is diminished and their long-term development is at risk when they are not
covered.

Diminished Health-Related Quality of Life

Adults in late middle age are more likely to experience declines in function
and health status if they lack or lose health insurance coverage (Baker et al., 2001).
Changes in health status might include worsening control of blood pressure,
decreased ability to walk or climb stairs, or decline of general self-perceived
wellness and functioning. The effect of being uninsured on self-reported health
measures is greater for lower income persons (Franks et al., 1993b). Another
example is the deterioration in health-related quality of life reported for uninsured
men with prostate cancer during treatment. They are more likely to have a
delayed diagnosis, unlike men with either public or private insurance (Roetzheim
et al., 1999; Penson et al., 2001).

Developmental Risks for Children

For children, using health care services routinely and appropriately is consid-
ered a positive health outcome in its own right because well-child care has been
demonstrated to be effective in enhancing longer term health and development.
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Health conditions that are readily treatable and that could affect a child’s long-
term development and life chances if untreated are more likely to go undetected
when children are not insured. Conditions such as asthma, iron deficiency anemia,
and middle-ear infections, if left untreated or improperly controlled, can affect
mental development and school performance, language development, and hearing
(IOM, 2002b). For example, there is an increased likelihood of mild or moderate
mental retardation associated with iron deficiency anemia; approximately 9 per-
cent of toddlers, 9 to 11 percent of adolescent girls, and 11 percent of women of
childbearing age are iron deficient (Looker et al., 1997). Although long-term
studies linking insurance status to these conditions and later life outcomes have not
been conducted, uninsured children are at greater risk of such undetected condi-
tions because of their lack of routine care.

Increased Risk for Adverse Events

For the five disease conditions that the Committee studied (diabetes, cardio-
vascular disease, end-stage renal disease, HIV infection, and mental illness), unin-
sured adults have consistently worse clinical outcomes than do insured patients.
For example, uncontrolled blood glucose levels, which put diabetics at increased
risk of hospitalization and additional complications (e.g., heart and kidney disease)
and disability (e.g., amputations and blindness), are more frequent for uninsured
adults (IOM, 2002a).

In addition, uninsured pregnant women are more likely to have adverse
maternal outcomes, such as pregnancy-related hypertension and placental
abruption, than privately insured women. Improved maternal outcomes, how-
ever, may require enhanced services such as counseling and other enabling services
in addition to health insurance (Weis, 1992; Haas et al., 1993; IOM, 2002b).

Decreased Life Expectancy for Newborns and Children

Uninsured newborns are more likely than insured newborns to have poorer
health outcomes such as low birthweight, which is a risk factor for developmental
problems. Uninsured babies are also more likely to die prematurely. Measures
across entire geographic populations, however, yield mixed evidence of improve-
ment in health outcomes as a result of increased health insurance rates (IOM,
2002b). State experiments in Washington and California have found better birth
outcomes in terms of birthweight and prematurity when additional services such
as targeted case management, psychosocial and nutritional counseling, and other
services were made available (Homan and Korenbrot, 1998; Salganicoff and Wyn,
1999). Insurance coverage as a result of Medicaid eligibility extensions in the
1980s and 1990s was associated with reductions in child mortality after the first
year of life (Currie and Gruber, 1996a). At the same time, insurance coverage
without enhanced prenatal services has not always yielded improvements in neo-
natal outcomes (Baldwin et al., 1998; Marquis and Long, 2002).
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Pediatric trauma patients with private insurance have less risk of in-hospital
mortality than the uninsured, even after adjusting for injury severity (Li and Davis,
2001). Uninsured children are estimated to be 40 percent less likely to receive
medical attention for serious injuries than insured children, regardless of their race
or ethnicity (Overpeck et al., 1997).

Decreased Life Expectancy Among Adults

The Committee has estimated that uninsured adults have age-specific mortal-
ity rates approximately 25 percent higher than those of privately insured adults,
based upon its extensive review of health outcomes studies and as estimated in
longitudinal studies of overall mortality that adjust for multiple sociodemographic
and health-related characteristics (Franks et al., 1993a; Sorlie et al., 1994; Hadley,
2002; IOM, 2002a). The Committee estimated that, for the year 2000, an esti-
mated 18,000 excess deaths among adults between ages 25 and 64 could be
attributed to lack of coverage (IOM, 2002a). The 18,000 excess deaths annually
associated with uninsurance are comparable in magnitude to the 17,500 estimated
deaths from diabetes and 19,000 deaths from cerebrovascular disease (stroke) in
2001 among the population under age 65. Also, there were 14,100 HIV deaths
and 19,700 homicides among the total population that year.

Uninsured people who have cancer, HIV, or cardiovascular disease or who
are victims of car crashes have worse mortality experience than do insured people
with these conditions. Uninsured cancer patients are more likely to die prema-
turely than persons with insurance largely because of delayed diagnosis. This
evidence comes from population-based research using area or statewide cancer
registries for breast, cervical, colorectal, and prostate cancer and melanoma (IOM,
2002a). For example, uninsured women with breast cancer have a risk of dying
that is between 30 and 50 percent higher than the risk for women with private
health insurance (Ayanian et al., 1993; Lee-Feldstein et al., 2000; Roetzheim et
al., 2000a), and uninsured patients with colorectal cancer are about 50 percent
more likely to die than are patients with private coverage, even when the cancer
is diagnosed at similar stages (Roetzheim et al., 2000b).

Uninsured adults are at greater risk of premature death, reflecting the fact that
they receive fewer screening services for serious illnesses such as cancer and less
intensive and effective treatment for acute conditions such as traumatic injury and
heart attacks. In one statewide study of hospitalized car crash victims, uninsured
patients were found to receive less care and had a 37 percent higher mortality rate
than did privately insured patients (Doyle, 2001). Having health insurance of any
kind has been found to reduce mortality in HIV-infected adults by 71 to 85
percent over a 6-month period, with the greater reduction found for a more
recent time period during which effective drug therapies were in more widespread
use (Goldman et al., 2001). Uninsured patients with acute cardiovascular disease
are less likely to be admitted to a hospital that performs angiography or
revascularization procedures, are less likely to receive these diagnostic and treat-
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ment procedures, and are more likely to die in the short term (IOM, 2002a).
Health insurance reduces the disparity in receipt of these services for women
relative to men and for members of racial and ethnic minority groups (Carlisle et
al., 1997; Daumit et al., 1999, 2000).

What Are the Health Effects of Discontinuous Coverage?

Health insurance is most likely to improve health outcomes if coverage is
continuous rather than intermittent and if it links people to appropriate health
care. Adults with intermittent or no health insurance coverage experience greater
declines in health status over time than do adults with continuous coverage. Being
uninsured for relatively short periods (1 to 4 years) appears to result in a decrease
in general health status (Lurie et al., 1984, 1986; Baker et al., 2001).

If Americans were to become insured on a continuous basis, their health
would be expected to improve. The survival benefits derived from insurance
coverage, however, can be achieved in full only when health insurance is acquired
well before the development of advanced disease. The problem of later diagnosis
and higher mortality among uninsured women with breast cancer, for example,
cannot be solved by insuring women once their disease is diagnosed (Perkins et al.,
2001).

Discontinuity affects access to health care and outcomes. For example, 25
percent of adults with diabetes went without a checkup within the past two years
when they were uninsured for a year or more, compared to 7 percent of diabetics
who were uninsured for less than a year and 5 percent of diabetics with health
insurance (Beckles et al., 1998; Ayanian et al., 2000). Lacking health insurance for
longer periods increases the risk of uncontrolled blood sugar levels in persons with
diabetes, which, over time, put them at risk for additional chronic disease and
disability. Similarly, discontinuity of insurance disrupts therapeutic relationships
for persons with hypertension and worsens blood pressure control (Carlisle et al.,
1997; Daumit et al., 1999, 2000).

Children with gaps in health insurance coverage have less access to health
services than do those with continuous coverage. For example, after expansion of
SCHIP in New York, immunization rates rose, with the greatest increase among
previously uninsured children and those who had a gap in coverage longer than six
months (Rodewald et al., 1997). The improved immunization rate followed the
shift in provision of immunizations from public health departments to health care
providers whose coordination of care for the children served as a medical home
for their patients.

Generally, patients with private insurance have the best outcomes, while the
uninsured have the highest proportion of late-stage diagnoses, with intermediate
outcomes for Medicaid enrollees. However, some studies find that Medicaid
enrollees’ outcomes are more comparable to the uninsured. The latter may stem in
part from the frequent transitions to uninsured status that many Medicaid enrollees
experience and the resulting interruptions likely to occur in the use of health
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services (Perkins et al., 2001; IOM, 2002a). Coverage is particularly episodic for
lower income women. Medicaid enrollment periods for single women tend to be
short and may depend on pregnancy status. More than half maintain enrollment
for less than a year, not quite one-third last more than two years, and just 15
percent remain enrolled for five years (Short and Freedman, 1998). These medical
consequences of coverage gaps will be discussed in the context of the structure of
health insurance later in this chapter.

FAMILY AND COMMUNITY EFFECTS OF
UNINSURANCE

Health insurance serves multiple constituencies and distinct purposes. For
individuals and families, insurance is one means to promote health and plan for, if
not prevent, exceptional health care costs. Providers of health care benefit from
insurance as a reliable source of payment. Employers offer health benefits to attract
workers and retain a satisfied and productive workforce. Communities benefit
from a healthier population and potentially more stable health care institutions.

Uninsurance can have effects that extend beyond uninsured persons and their
families to community health care institutions, providers, and even the insured
population. For example, a hospital outpatient department that serves an increas-
ing number of uninsured patients without commensurate increases in financial
support for uncompensated care may discontinue costly services, affecting access
for everyone in the community. Although study of community-level effects of
uninsurance is relatively recent, and the Committee has outlined additional needed
research in this area, the evidence that is available justifies the immediate adoption
of policies to address the lack of health insurance (IOM, 2003a).

What Are the Financial Repercussions of
Uninsurance for Families?

Families with at least one uninsured member are predominantly lower in-
come families. To be able to pay for rent, food, and other necessities, poor families
have to decide between paying insurance premiums or forgoing coverage and
paying out of pocket for health care services when necessary (Levy and DeLiere,
2002). Figure 2.4 shows how the cost of a full premium for an average employ-
ment-based benefit for family coverage compares with family income.

High Out-of-Pocket Expenses Despite Doing Without Care

Because of concerns about the associated costs, uninsured families are parsi-
monious in their use of health services. On average, families with some or all
members uninsured are more likely to report using no health services. Those that
use some services use fewer than do families with all members covered by private
insurance (IOM, 2002b). Thus, it is not surprising that they spend on average less
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24.6%

16.4%

100% FPL

($18,400)

200% FPL

($36,800)

300% FPL

($55,200)

Average Premium of Employment-based Coverage, 
If No Employer Subsidy ($9,068)

FIGURE 2.4 Share of a four-person family’s income compared to premium costs to
purchase family coverage in 2003.
SOURCES: Kaiser/HRET, 2003; DHHS, 2003.

on health care in absolute dollars. However, out-of-pocket health expenditures
are a higher portion of family income than they are in insured families. In families
with some members covered, out-of-pocket expenses relative to income still
exceed that of fully insured families.

Even in the healthiest of families, if one member has an accident or a costly
hospital stay, the resulting medical bills can affect the economic stability of the
whole family. Uninsured patients are likely to be charged more than those with
insurance because they do not have a large insurer to negotiate a discount (Miller,
2003). The cost to a patient of hospital admission in 1999 for simple pneumonia in
an adult might be $100 to $3,434 for a fee-for-service plan, but $9,812 for a person
with no insurance (IOM, 2001a). As the time without health insurance lengthens,
families continue to gamble with their financial security as well as their health.
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Even brief periods without coverage expose families to the financial risk of incur-
ring extraordinarily high medical expenses for an incident like a car crash or
treatment for cancer.

Potential for Bankruptcy

How do families cope with the burden of medical bills? Some families delay
payment and may be dunned by collections agents. Families with uninsured
members have fewer assets than do fully insured families and are less likely to have
the capacity to borrow to cover major unexpected health care costs. More than
half of all working-age adults uninsured currently or in the recent past reported
difficulties paying medical bills, compared with less than a quarter of insured adults
(Duchon et al., 2001). Of those with severe bill problems, two-thirds reported
borrowing from family or a friend and a quarter needed a loan or mortgage on
their home in order to pay (Duchon et al., 2001). Some families resort to declaring
bankruptcy and put their future credit rating in jeopardy. Medical bills are a factor
in nearly half of all bankruptcy filings, but it is not known whether bankruptcy is
more likely for uninsured families than for those with coverage (Jacoby et al.,
2000).

Who Pays for the Care of Uninsured Persons?

When a family is uninsured and cannot pay all its medical bills, the financial
burden falls on the providers of services and on the broader community, through
a variety of public and private mechanisms. Persons who are uninsured for the full
year pay 35 percent, on average, of the overall cost of medical services they receive
(Hadley and Holahan, 2003a; IOM, 2003a). The amount paid out of pocket varies
by type of service. For example, uninsured individuals pay for nearly all (88
percent) of their prescription medications but for only 7 percent on average of
hospital expenses they incur (AHRQ, 2001). Supports for care to uninsured
patients come from federal, state, and local programs and grants; from organized
philanthropy; and from the donated services and uncompensated care absorbed by
providers.

There is no uniform public responsibility to subsidize or pay for the care
delivered to uninsured persons. The public sector financed between 75 and 85
percent of $35 billion in uncompensated care estimated to have been rendered to
uninsured persons in 2001 (Hadley and Holahan, 2003a). The size of the lower
income population (families with incomes less than 200 percent of FPL) in an area
determines the relative need for public support for health care of all kinds (includ-
ing both insurance and direct services) (Holahan and Pohl, 2003). The financing
that exists is spread unevenly and varies by locality, not necessarily matching local
needs for care (IOM, 2003a). The financial and organizational relationships be-
tween safety net arrangements and mainstream health care imply that unreimbursed
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expenditures for health services delivered to uninsured persons are borne by both
public and private payers and by federal taxpayers as well as state and local ones.

Private payers (e.g., employers, insurers) and private-sector health care pro-
viders (e.g., nonprofit hospitals, physician practices) are widely assumed to cross-
subsidize the costs of care for uninsured patients. Over the past 25 years, public
policies to control health care costs and increasingly competitive health care
markets have constrained payment rates. As a result, opportunities for private
cross-subsidy of uncompensated care have eroded. The existence of such subsidies
is difficult to document. Most analysts believe the opportunities for such cost
shifting declined during the past decade (IOM, 2003a). Over the same period, the
proportion of physicians who provided charity care (whether to uninsured or in-
sured persons) declined, a decrease that is explained as a response to reduced
provider revenues (Reed et al., 2001; Cunningham et al., 1999).

Does the Size of the Uninsured Population Matter for Access
to Care in a Community?

The effects of uninsurance on communities have been felt most strongly in
communities with large or growing uninsured populations, particularly in central
urban neighborhoods and in rural areas, and in parts of the health care system such
as public hospitals that serve many uninsured persons (IOM, 2003a). Programs to
provide and pay for uninsured care are often stretched to their resource limits,
with existing dollars outstripped by the perceived health needs of the population
(Lewin and Altman, 2000; Felt-Lisk et al., 2001; IOM, 2003a). Health care
providers who treat a large number of uninsured patients are likely to accumulate
uncompensated costs that may impair their ability to continue delivering care. The
Committee’s exploratory analyses of uninsurance effects on the availability of
hospital services and hospital financial margins could not capture and do not reflect
differences in the strategic behavior of hospitals in response to uninsured popula-
tions, differences that affect the relative shares of uninsured patients at different
facilities in the same community. Not all hospitals, even those in communities
with high uninsurance rates, serve a high or growing number of uninsured pa-
tients, and hospitals that do serve large numbers have varied experiences, depend-
ing on corporate resources and the public supports and subsidies available to them
(Gaskin, 1999; Catholic Hospital Association, 2002).

A high uninsured rate in a community can result in reduced access to clinic-
based primary care, specialty health services, and hospital-based care, particularly
emergency medical services and trauma care (IOM, 2003a). It may also result in
reduced availability of other primary and preventive care services and the loss of
community health care providers, including the closure of hospitals. Access to
health services and consequent benefits may be compromised for others within the
community beyond those who lack coverage. Even for healthy community mem-
bers, having more advanced medical services and resources available has real value.
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Reduced Availability of Clinic-Based Primary Care Services

Serving a high or increasing number of uninsured persons reduces a commu-
nity health center’s capacity to provide ambulatory care to all of its clients, insured
as well as uninsured. The growing number of uninsured patients in community
health centers, public health clinics, and other safety-net facilities may be due to
referrals from other providers trying to reduce their uncompensated care burden
(Hawkins and Rosenbaum, 1998). Community clinics face financial pressures
with reduced income from Medicaid patients (especially due to managed care
contracting), reduced public subsidies, and an increased portion of their popula-
tion that is uninsured (Lewin and Altman, 2000). The loss of ambulatory care
clinic services is particularly damaging to vulnerable populations because these
clinics serve a higher proportion of low-income and minority group members
under age 65 and have safety-net missions (e.g., serving farmworkers, homeless
persons) and patients with specific high-risk diagnoses (e.g., tuberculosis, sub-
stance abuse). A longitudinal study of 588 community health centers between
1996 and 1999 found that reductions in the scope of services and capacity to
provide primary care were concentrated among health centers with a sizable
uninsured population or a recent rapid increase in the number of uninsured clients
that lessened the centers’ ability to provide primary care (McAlearney, 2002).

Reduced Availability of Hospital-Based Care

Many hospitals operate with financial constraints that leave little room for
cross-subsidizing the costs of uninsured patients. In urban areas the adverse finan-
cial effects on hospitals are more likely to have an impact on low-income residents
(insured and uninsured) who have few options for care other than their local
public or private safety-net hospitals. Inner city hospitals face pressure to cut their
costs by cutting services. As a result, hospitals in urban areas with high uninsured
rates have less total inpatient capacity, offer fewer services for vulnerable popula-
tions (such as AIDS care), and are less likely to offer trauma and burn care (Gaskin
and Needleman, 2003; IOM, 2003a). Hospitals in neighboring areas without so
many uninsured may continue to operate as usual (Draper et al., 2001a). In rural
areas, there is less opportunity to segment the market, and the adverse effects of
high uninsured rates on hospital operating margins are likely to affect the availabil-
ity of services for all community residents (Sutton et al., 2001). Hospitals in rural
areas with higher uninsured rates have fewer intensive care unit beds, offer fewer
psychiatric inpatient services, and are less likely to offer high-technology services
such as radiation therapy (IOM, 2003a; Needleman and Gaskin, 2003).

Emergency departments (EDs) and trauma centers are key examples of how
market pressures and public policies interact in ways that create incentives for
hospitals to reduce their exposure to financial losses associated with an “open
door” policy to serve all comers without regard to their ability to pay. Rising use
rates by the uninsured can worsen ED overcrowding and the financial status of ED
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operations. A recent survey of 1,501 hospitals finds that 62 percent report their
EDs to be at or over capacity, often due to the inability to move seriously ill or
injured patients into inpatient beds (Lewin Group, 2002). A survey of urban
hospitals by the General Accounting Office finds that many are ill equipped to
handle a large number of patients, such as the number who would be seen with a
bioterrorism incident (GAO, 2003). By limiting the number of inpatient beds
available, hospital administrators are better able to control admissions. When a
backup is severe, patients may be diverted to other facilities. In the mean time, the
ED is unavailable to the insured and uninsured alike. Members of medically
underserved groups are particularly likely to suffer reduced access because they
have fewer options to obtain primary care outside EDs (Felt-Lisk et al., 2001;
Weinick et al., 2002).

Financial stresses for hospitals have also increased the difficulty of recruiting
medical specialists to serve on on-call panels for emergency rooms as required
under the federal Emergency Medical Treatment and Labor Act (EMTALA). For
example, in Phoenix, AZ, which had a 17 percent uninsured rate in 2001, spe-
cialty physicians such as orthopedists and neurosurgeons ended their affiliations
with emergency departments because of the expected lack of compensation due to
the high number of uninsured patients (Draper et al., 2001b).

Similarly, a high proportion of uninsured patients places significant financial
stress on regional trauma centers. Trauma center patients are already more likely to
be uninsured than all hospital patients (Eastman et al., 1991). Hospitals may
decline to open a trauma center or may decide to close one in response to this
financial stress. The closure of a regional trauma center puts the health of everyone
in a community at risk, whether insured or uninsured.

Difficulty Obtaining Referrals for Specialty Health Services

Relatively high uninsured rates are also associated with the decreased ability
of primary care providers to obtain specialty referrals for patients who are mem-
bers of medically underserved groups. For example, insured and uninsured rural
residents already experience reduced access to specialty care. Increasing numbers
of uninsured patients prompt more providers to leave the community because
their practices are not financially viable (Ormond et al., 2000). A study of primary
care providers in 20 community health centers in 10 states revealed difficulties for
practitioners in high uninsured-rate areas in obtaining specialty referrals for all of
their patients, not just the uninsured (Fairbrother et al., 2002). Urban safety-net
hospitals and academic health centers also have been affected by increased num-
bers of uninsured patients. Under financial pressure, some facilities have cut out
specialty services with poor rates of reimbursement, such as burn units, pediatric
and neonatal intensive care units, and HIV/AIDS care (Gaskin, 1999; Common-
wealth Fund, 2001).
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Does the Size of the Uninsured Population Affect a
Community’s Economic and Fiscal Health?

Although it is clear that the economic vitality of a community affects insur-
ance coverage rates, the Committee also hypothesizes the converse—that health
insurance coverage rates can affect the economic fortunes of a community, prima-
rily through financial impacts on health services providers and institutions (IOM,
2003a). A high uninsured rate likely reflects fewer employers offering coverage
and a lower wage labor force. The tenuous financial viability of local health
providers due to uninsurance additionally affects both service delivery and jobs.
Each of these puts financial stress on communities that try to maintain services
through higher local prices for health care services and higher local taxes. Alter-
nately, cutting local support can result in more uninsured in the area and reduced
service availability for all community residents.

During economic downturns, when growth in uninsured populations in-
creases the demand for uncompensated care, state and local reductions in health
care spending may reduce the flow of federal dollars (such as Medicaid matching
funds) into a community. Local community institutions and programs tend to
serve as providers of last resort.

The dispersion and concentration of uninsured populations across regions,
states, counties, and cities and across urban, suburban, and rural areas vary widely
(IOM, 2003a, Appendix B). While the national average uninsured rate for Ameri-
cans under 65 years is 17.2 percent, the rates for the states range from 8.8 percent
in Minnesota to a high of 28.4 percent in Texas (Mills and Bhandari, 2003).
Within a single state there can be considerable variation. Among the 67 counties
in Florida, the uninsured rate varies from 12 percent to 30 percent uninsured, with
many counties significantly different from the state’s overall rate of 16.8 percent
(Lazarus et al., 2000).7  This variable concentration implies that the adverse effects
of uninsurance will be more or less severe locally than national or even state-level
uninsured rates would suggest.

Compared with the tax burden of federally or federal-and-state financed
health insurance (Medicare or Medicaid and SCHIP), the costs of uncompensated
care for those without coverage fall more heavily on local health care providers
and taxpayers (IOM, 2003a). Communities that are disproportionately affected by
uninsurance, for example, those with a preponderance of lower-wage and service-
sector jobs, likewise have a smaller tax base with which to address the health care
needs of uninsured residents. State-level efforts can make a significant difference in

7The estimates of uninsurance for Florida and its counties were devised using methods and sample
sizes different from the Census Bureau’s Current Population Survey, which is the basis for the
discussion of the range of uninsured rates among the states. Because of these differences, the estimates
given for Florida, and for Colorado and Minnesota in the example that follows, are not comparable to
CPS estimates. See Appendix B in A Shared Destiny for more details (IOM, 2003a).
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the rate of uninsurance. In two states with comparable portions of residents
lacking employment-based coverage (22 percent for Colorado and 18 percent for
Minnesota), the state of Minnesota enrolled 45 percent of persons without em-
ployment-based coverage in public insurance compared to Colorado, which en-
rolled 19 percent. As a result, the uninsured rate is 10 percent in Minnesota,
compared with 17 percent in Colorado (Holahan, 2002).

Does the Size of the Uninsured Population Affect the
Physical Health of a Community?

The sheer number of uninsured persons in an area adds to the community
burden of disease and disability because uninsured persons are more likely than
their privately insured counterparts to have poorer health, to be at greater risk for
some communicable diseases, and to draw on public health resources (IOM,
2003a).

Worse Health Status and More Preventable Hospitalizations

Geographic differences in self-reported health status among the states corre-
late with state uninsured rates (Holahan, 2002). For urban, suburban, and non-
metropolitan communities across the country, uninsured rates also correlate with
the health status reported by residents. Community uninsurance rates converge
with a number of other factors that affect access to care and health status, such as
the proportion of the population that is lower income and the proportion that
consists of racial and ethnic minorities (Shi, 2000, 2001; IOM, 2001a, 2002a).
Although these geographic disparities in health status are certainly not entirely
attributable to the lack of coverage, the uncompensated care demands on health
care providers and population health impacts are greater in communities with high
uninsured rates (IOM, 2003a).

Potentially avoidable hospitalizations (sometimes called ambulatory-care-sen-
sitive conditions) serve as an indicator of adequate access to primary and regular
care. Uninsured patients are more likely to experience avoidable hospitalizations
than are privately insured patients when measured as the proportion of all hospi-
talizations (Pappas et al., 1997). Hospitalization rates for potentially avoidable
hospitalizations are higher in communities that include greater proportions of
lower income and uninsured residents, indicating both access problems and greater
severity of illness (IOM, 2003a).

Increased Risk for Communicable Diseases

Areas with relatively high uninsured rates are likely to have a greater burden
of vaccine-preventable and communicable diseases and disability. For example,
underimmunization increases the vulnerability of entire communities to outbreaks
of diseases such as measles, pertussis (whooping cough), flu, pneumonia, and other
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diseases (IOM, 2000). Childhood and adult immunization levels are positively
correlated with having either public or private health insurance. When uninsured
children received coverage under SCHIP in New York state, statewide immuni-
zation rates for young children increased (Rodewald et al., 1997).

Increased Burden on Public Health Resources

Competing demands on state and local health departments as providers of last
resort and as guardians of public health can adversely affect their ability to perform
both functions adequately (GAO, 2003; IOM, 2003a,c). Public health functions
include disease and immunization surveillance, community-based health educa-
tion and behavioral interventions, emergency preparedness, and environmental
health. The need for population-based public health services is expected to be
greater now; at the same time there are growing demands on health departments
to provide or pay for safety-net services for the uninsured. A recent survey finds
that more than one-quarter of local health departments serve as the only safety-net
provider in their community (Keane et al., 2001). Budgets for population-based
public health activities that benefit all members of the community frequently are
squeezed by these demands.

CURRENT COSTS AND SOCIETAL COSTS
ATTRIBUTABLE TO UNINSURANCE

As a society, we directly invest in the health of those who have health
insurance through tax subsidies for private insurance and publicly sponsored cov-
erage. We also spend substantial public resources for direct health care services for
those who lack coverage, yet the uninsured continue to have worse health out-
comes. By estimating the health services costs now incurred by the tens of millions
of uninsured Americans and some of the incremental costs and benefits across
society of extending coverage, we provide an economic baseline against which
health insurance reform strategies can be measured.

What Are the Health Services Costs Now Borne by the
Uninsured Themselves?

As described earlier in the chapter, the uninsured use fewer health services yet
have higher average out-of-pocket health expenses as a proportion of family
income when they do use services. When uninsured people use health care
services, they are often charged substantially more than are insured patients, whose
insurance company has negotiated discounts (Lagnado, 2003). Among families
with no members insured during the entire year and incomes below the poverty
level, more than one in four had out-of-pocket expenses that exceeded 5 percent
of income in 1996 (Taylor et al., 2001b). Families with no insurance for any of its
members for the full year were nearly twice as likely to exceed the 5 percent
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threshold of out-of-pocket expenditures as were fully insured families in 1996
(Merlis, 2001; see Table 2.1). Paying medical bills can have profound, long-lasting
economic and social effects on uninsured families (IOM, 2002b).

If the uninsured were to gain coverage, the change in their out-of-pocket
costs would depend on both the scope of benefits and cost-sharing requirements.

What Are the Costs of Uncompensated Care
Used by the Uninsured?

The best estimate of the value of uncompensated health care services provided to
persons who lack health insurance for some or all of a year is roughly $35 billion
annually, about 2.8 percent of total national spending for personal health care
services (Hadley and Holahan, 2003b). This estimate includes the value of free
hospital, physician, and clinic services that the uninsured use annually, adjusted to
reflect spending in 2001.

About two-thirds of this uncompensated care ($23.6 billion) is public subsi-
dies to hospitals, paid through federal Medicaid and Medicare disproportionate share
hospital (DSH) adjustments and other financing mechanisms, state Medicaid DSH
payments, and other state and local appropriations for the support of hospital
services and operating costs. The public also supports a variety of governmental
grant and direct care programs such as Community Health Centers, National
Health Service Corps, Department of Veterans Affairs, and local health depart-
ments, amounting to about $7 billion annually. Donated physician time and

TABLE 2.1 Out-of-Pocket Expenses as Percentage of Family Income, by
Insurance Coverage and Duration, Non-Medicare Families, 1996a

Families Exceeding Threshold (percent)

5% or More 10% or More
of Income of Income

All members insured for entire year 8.8 3.0

Some members uninsured and/or some
period without health insurance 10.7 4.6

All members uninsured for entire year 15.4 8.0

All families 10.0 4.0

aThese out-of-pocket expenses cover medical services; they do not include insurance premiums.
SOURCE: Medical Expenditure Panel Survey 1996 data across families of all sizes in Merlis,
2001.
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services account for the remaining $5 billion of uncompensated care (Hadley and
Holahan, 2003b).

If the uninsured were to gain coverage, some of the current spending for their
health care would be redistributed among payers, for example, from physicians,
who now provide uncompensated care, to taxpayers. Hospital bad debt and char-
ity care caseloads would decline. As mentioned previously, the public sector
already finances between 75 and 85 percent of the uncompensated care burden for
uninsured individuals. Depending on the particular plan design, some of that
amount could be reallocated to health insurance.

What Is the Cost of the Worse Health and Shorter Lives of
Uninsured Americans?

In Hidden Costs, the Committee adapted an analytic strategy similar to that
used by government agencies to estimate the benefits of life-saving and health-
improving safety and environmental interventions in order to assess the economic
losses borne by uninsured individuals as a result of their poorer health outcomes
relative to those of insured counterparts. This analysis, commissioned by the
Committee from economist Elizabeth Vigdor, is the first modeling exercise of its
kind to evaluate the health benefits of coverage and is included in its entirety as
Appendix B of Hidden Costs (2003b). Vigdor assigned an economic value to health
by imputing a monetary value to a healthy life year and calculated the average
difference in the present value in money terms of expected years of life in particu-
lar states of health between otherwise similar insured and uninsured populations.
This difference constitutes an estimate of the economic value lost as a result of the
current level of uninsurance within the U.S. population. Conversely, it is an
estimate of the economic value of the better health outcomes that could be
realized if the entire population had continuous health insurance coverage.

Based on this analysis, the Committee estimates that, in the aggregate, the
diminished health and shorter life spans of Americans who lack health insurance
are worth between $65 and $130 billion for each year spent without health
insurance (IOM, 2003b). This estimate does not include spillover losses to families
and society as a whole of the poorer health of the uninsured population. It does
account for the value of those experiencing poorer health, including individual
losses in work effort and developmental losses due to poor health in children. If
the uninsured were to gain coverage comparable to that of the currently insured
population, this $65–$130 billion in “health capital” would be an economic benefit
rather than a cost.

The Committee’s calculation of the economic value of improved health
and longer life is likely an underestimate of the actual health benefits of continuous
health insurance, in part because it only includes the effects up to age 65. Addi-
tional positive effects on health and longevity after age 65 also would be likely if
health insurance were continuous before this age. In addition, there could be
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savings to the Medicare program. As it is now, there is likely to be pent-up
demand for services at age 65 among those previously uninsured (IOM, 2003b).

Are Additional Costs Associated with Uninsurance?

Although the Committee could not develop specific dollar estimates, other
public programs such as Social Security Disability Insurance and the criminal
justice system likely have higher budgetary costs than they would if the U.S.
population in its entirety had health insurance up to age 65 (IOM, 2003b).

Disability insurance claims could decrease with the health and functional
status improvements that health insurance accords. Increased productivity in the
workplace could also accompany increased population coverage rates. Studies
have shown that productivity is lost on the job when workers have particular
illnesses. Separate studies suggest that workers’ health status can improve as a result
of having coverage. However, the effects of coverage on workplace productivity
have not been studied systematically or in any controlled fashion.

As already discussed above, persons with either private or public insurance are
more likely than those without any coverage to receive appropriate treatment for
mental health problems. More than 3 million adults have serious mental illness that
can involve psychosis and aberrant behavior; 20 percent of these adults who do
not reside in institutions lack health insurance. Between 600,000 and 700,000
persons with severe mental illness are jailed each year. Access to effective treat-
ment prior to incarceration would be expected to reduce criminal justice ex-
penses. Ironically, once people with serious mental illness have contact with the
criminal justice system, they have an increased chance of obtaining access to
specialty mental health services (McAlpine and Mechanic, 2000).

What Would the Additional Services Cost That the Uninsured
Would Be Expected to Use if They Gained Coverage?

Closing the access gap for the uninsured would mean increased utilization of
services. As described earlier, the uninsured population is less likely to use any
kind of health service within a given year, and on average the uninsured person
uses one-half to two-thirds of the volume and value of services that the privately
insured person uses (IOM, 2003b). The Committee reviewed several sets of
estimates of the value of the additional health services that would be provided to
the uninsured once they became insured. Estimates of the additional costs of
health services that the population that now lacks insurance could be expected to
use if they gained coverage range from $34 billion to $69 billion a year in 2001
dollars. This range reflects the difference between the average per capita expendi-
ture within public insurance programs (primarily Medicaid) and that for popula-
tions with private health insurance (Hadley and Holahan, 2003a). This range of
estimated costs amounts to between 2.8 and 5.6 percent of national spending for
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personal health care services in 2001, equivalent to roughly half of the 8.7 percent
increase in personal health care spending between 2000 and 2001 (IOM, 2003b).

These estimates do not reflect the costs of any particular plan to provide health insurance
to the uninsured, nor do they include any costs of establishing a minimum benefit package
that would affect the currently insured population. The cost range of $34 billion to $69
billion, which encompasses the results of three independent analyses, assumes no
structural changes in the systems of health services delivery or finance, scope of
benefits, or provider payment from those that currently operate in the public and
private sectors (2003b). The defined benefit package for covering the uninsured
would influence the nature of benefits offered to the currently insured. If it were
a relatively generous package and there were no other structural changes, the costs
of additional services would be greater than the $69 billion because of greater use
by the currently insured as well as new utilization by the previously uninsured.
Ultimately, the full cost of any reform will depend on the specific features of the
approach taken, an estimate of which is beyond the scope of this report.

In its previous report, the Committee assessed the individual health and
longevity benefits of continuous health insurance coverage for the uninsured
population relative to the costs of providing this population with the kind and
amount of health care used by comparable insured populations (IOM, 2003b).
The Committee concluded that the economic value that would be gained in terms
of better health outcomes among those now uninsured would likely exceed the
incremental resource costs of providing the uninsured with the level of services
now used, on average, by demographically similar people with either public or
private coverage. In addition, the Committee’s estimate of providing this “in-
sured” level of health care services to those who now lack coverage compares
favorably with other societal investments in improving health and extending life
(IOM, 2003b).

EFFECTS OF THE STRUCTURE OF INSURANCE

The current amalgam of service arrangements and the mix of public and
private insurance sources were not designed as an integrated system; rather, they
have resulted from the aggregation, over time, of initiatives and developments in
both the private and public sectors. A variety of factors related to the terms and
structure of insurance affect eligibility for and affordability of insurance. Current
insurance mechanisms and programs do not match the needs of all persons over
time. Life-course and employment transitions, in particular, result in gaps in
coverage (Kuttner and McLaughlin, 2003).

Coverage Gaps Associated with Employment-Based Coverage

Nearly two-thirds of all firms offer health benefits to their employees
(66 percent), with offer rates ranging from 55 percent for small firms employing
3 to 9 workers to 98 percent for firms employing 200 or more workers



LESSONS FROM PREVIOUS REPORTS 61

(Kaiser/HRET, 2003). Most employees take up the offer of coverage or obtain
coverage through a family member’s workplace health insurance plan. The link
between health insurance and employment, however, creates many opportunities
for loss of coverage. Job loss and retirement increase the risk of losing coverage.
Work choices may be constrained for those with private coverage by the need to
obtain and maintain health benefits with the current job (sometimes referred to as
job lock). Even people who receive public insurance coverage may be limited in
their job choices because of means testing for public benefits (IOM, 2002b).

Many of the uninsured, however, are not eligible for the plan offered where
they work or work in settings that do not offer any plan. During the mid-1990s,
only 55 percent of workers who earned less than $7 per hour were offered
employment-based insurance compared with 96 percent of workers whose hourly
rate was above $15 per hour (Cooper and Schone, 1997). This can result in
inequities in coverage even if total family income is the same. A family having a
single wage earner with a salary of $50,000 is more likely to have access to health
insurance than is a family of two wage earners, each of whom earns an annual
salary of $25,000.8  So while working improves the chances of coverage, even
members of families with two full-time wage earners have an 8 percent chance of
being uninsured (Hoffman and Wang, 2003).

The prime economic force behind the declining portion of Americans cov-
ered by employment-based insurance is the gap between workers’ purchasing
power and increases in health services costs and costs of purchasing insurance
(Cooper and Schone, 1997; Holahan and Kim, 2000; Cutler, 2002). In constant
1998 dollars, the cost of employment-based insurance increased 260 percent be-
tween 1977 and 1998 and the employee’s share of insurance premiums increased
350 percent (Gabel, 1999). During the same period, median household incomes
increased in real terms by 17 percent (U.S. Census Bureau, 2000). Health care cost
increases exceeded growth in the general economy due to factors that included
technology changes and increased use of services per capita, including prescription
drugs (Glied, 2003). A recent econometric analysis by David Cutler (2002) con-
cluded that virtually all of the decline in employee take-up rates between 1988 and
2001 (for full-time male workers, from 94 to 90 percent take-up of offers of
coverage) could be attributed to increases in the employee share of premiums over
this period.

8The distinction between the income of a “health insurance unit,” i.e., family members who
qualify for coverage together, and that of a household is important to the interpretation of coverage
trends. For example, some have concluded that the increase of 1.4 million uninsured persons between
2000 and 2001 in the CPS represents an influx of middle-income persons, because about 800,000 of
them lived in households with yearly incomes of at least $75,000 (Mills, 2002). Analyzing these
estimates in terms of health insurance units, however, and accounting for changes in household
composition supports a different conclusion: an increasing number of people with lower incomes
joined households that earned over $75,000 annually, and almost all of the newly uninsured in 2001
(1.3 million people) were in families that earned less than twice the federal poverty level (Holahan, et
al., 2003b).
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Coverage Gaps Due to Differing Eligibility Rules for
Members of the Same Family

Achieving coverage of the entire family can prove difficult (IOM, 2002b).
Private insurers often restrict the definition of family to a traditional family struc-
ture. This mismatch between insurers’ eligibility criteria and a functional family
unit affects coverage. Most publicly financed health insurance programs are even
more restrictive because they provide coverage for individuals rather than for
families. Lower income parents are more likely to lack coverage than are their
children because public programs provide coverage for children up to higher
family income levels than they do for adults. Public programs also tend to have
more generous family income limits for younger children than older ones, with
the result that uninsurance rates are higher among older children (Hoffman and
Wang, 2003).

Furthermore, simplification of eligibility rules and enrollment processes can
reduce barriers to coverage. More than half of the 7.8 million children uninsured
in 2002 were eligible for Medicaid or SCHIP coverage (Kenney et al., 2003).
Parents’ decisions on whether, when, and from whom to seek care for their
children may be influenced by their own experiences with and knowledge of the
health system (IOM, 2002b). When states have expanded Medicaid programs
broadly to include low-income parents as well as their children, the enrollment of
eligible children has increased more than it has in states without the broader
parental coverage (Ku and Broaddus, 2000).

Gaps Because of the Cost of Coverage

The national average total annual premium for a family policy in an employ-
ment-based group exceeded $9,000 in 2003, with workers themselves picking up,
on average, 27 percent of the cost of family coverage (Kaiser/HRET, 2003). In
firms with at least 35 percent low-waged workers, employees pay a greater portion
of the premium, typically 36 percent of the premium—an extra $68 per month
compared with the national average (Kaiser/HRET, 2003). For a worker earning
$20,000 per year, roughly $10 per hour, the employee’s premium share for family
coverage would take more than 16 percent of his or her income before taxes.

When it is available, individual coverage is often a stop-gap measure for adult
children who lose their coverage as dependents before they can obtain job-based
coverage and for retirees under the age of 65 before they become eligible for
Medicare. A study comparing premiums for individual and group insurance plans
with comparable benefits (comprehensive, preferred provider organization) in 17
health insurance markets found that for young adults (27 years old), the median
premium for individually purchased (nongroup) coverage is roughly comparable
to the premium for group coverage, especially for men, but that the median
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premium for individually purchased coverage for 55-year-olds is more than twice
the premium for group coverage (Gabel et al., 2002).

Underwriting assumptions account for some of the differences in premiums
that employers and employees face (IOM, 2001a). The price of an insurance
premium that the insurer offers to a firm reflects a number of considerations,
including firm size, whether it is unionized, the employment sector, and any risk
or experience rating of the employees. Employers have sought ways to economize
by increasing employee premiums and cost sharing, dropping coverage for retirees,
and restricting benefit packages.

Gaps in Service Coverage and Their Effects

Lack of coverage affects the availability of care across the spectrum of preven-
tive health services, chronic disease care, medications, mental health, acute care,
emergency room treatment, and hospital care. When health insurance includes
preventive and screening services, prescription drugs, and mental health care as
well as acute and diagnostic care, it is more strongly associated with the receipt of
appropriate care than when insurance does not have these features (IOM, 2002a).

Generally, insurance benefits are less likely to include preventive and screen-
ing services than physician visits for acute care or diagnostic tests for symptomatic
conditions. A positive and statistically significant “dose-response” relationship has
been found between the extent of coverage for preventive services and their
receipt (Faulkner and Schauffler, 1997). Yet as long as people have some form of
health insurance, even if it does not cover preventive services, they are more likely
to receive appropriate services, partly because they are more likely to have a
regular source of care or a primary provider (IOM, 2002a).

Adults with mental health coverage are more likely to receive mental health
services from both general medical and specialty mental health providers and to
receive care consistent with clinical practice guidelines than are those without any
health insurance or with insurance that does not cover mental health conditions.
Receipt of appropriate care has been associated with improved functional out-
comes for depression and anxiety disorders (Sturm and Wells, 1995; Wang et al.,
2000). Studies also show that uninsured adults with severe mental illnesses receive
less appropriate care or medications and experience delays in receiving services
until they gain insurance coverage (Rabinowitz et al., 1998, 2001; McAlpine and
Mechanic, 2000).

Lack of insurance also can impede access to necessary prescription drugs. For
example, persons without health insurance have been shown to wait an average of
4 months longer than privately insured patients to receive newer drug therapies for
HIV (Shapiro et al., 1999). Only 43 percent of uninsured children have their
prescriptions filled compared with 61 percent of privately insured and 56 percent
of publicly insured children (McCormick et al., 2001).
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SUMMARY

Health insurance is one of the most common, flexible, and reliable means
used to gain access to health care. In the United States, health insurance is a
voluntary matter, yet some people do not have the choice of coverage and many
find it unaffordable. Because so many common events can precipitate the loss of
insurance, the chance of being uninsured over the course of a lifetime is substan-
tial. There is no guarantee for most people under the age of 65 that they will be
eligible for or able to afford to purchase or retain health insurance. Reviewing the
Committee’s work to date allows us to draw some general conclusions important
for designing effective strategies for extending coverage to everyone:

• Currently, health insurance coverage is not universal and it is not continu-
ous, resulting in gaps in coverage that put people’s health and finances at risk.
Although coverage is needed throughout the course of life, persons can become
uninsured regardless of age and family circumstances, with the notable exception
of Medicare for those over age 65.

• Efforts to fill coverage gaps need to be affordable to individuals, employers,
and the public budgets of government agencies that purchase insurance. Most
uninsured families would need a substantial premium subsidy in order to purchase
health insurance.

• Health insurance is important as a stable and efficiently targeted revenue
source for health care service providers. Local communities with disproportionate
populations without coverage are unable to shoulder the burden alone.

• Lack of coverage affects access to care across a spectrum of health care
services. A high uninsured rate in a community can also affect availability of
primary through tertiary care for both uninsured and insured community resi-
dents.

• Lack of coverage affects the amount and adequacy of care delivered and
ultimately health outcomes. Having coverage for preventive health services,
chronic disease care, medications, mental health, acute and diagnostic care, and
hospital care promotes improved access to these services and improved health
outcomes. Coverage increases the likelihood of receipt of cost-effective, evi-
dence-based services in the appropriate settings (e.g., avoiding expensive crisis care
for chronic conditions such as hypertension or asthma with regular use of appro-
priate ambulatory care). Increased coverage is especially likely to improve the
health of people who are in the poorest health and who are most disadvantaged in
terms of access to care and thus would likely reduce health disparities among racial
and ethnic groups. Broad-based health insurance strategies across the entire unin-
sured population would be more likely to produce the desired health benefits than
would “rescue” programs aimed only at the seriously ill or those continuing to
piece together categorical coverage.
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• Public dollars are not as well targeted to achieve improvements in health
across the population as they could be if everyone had insurance-based financing
for health care services.

• Current health insurance arrangements are complex and inefficient.
• When insurance becomes available, the uninsured will use more health

services. Their increased use would be a positive change; the services, quality, and
continuity of care that those without coverage do not get accounts for their poorer
health outcomes compared with otherwise similar insured persons.

• Federal or shared federal-state health insurance programs distribute the
burden of financing health care more broadly among taxpayers than the costs of
uncompensated care, which fall more heavily on local communities with concen-
trations of uninsured residents. Insurance-based financing could alleviate some of
the financial demands on communities disproportionately affected by uninsurance.
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3

Eliminating Uninsurance:
Lessons from the Past and
Present

Despite nearly a century of efforts and incremental reforms to extend cover-
age, the nation’s multiple sources of coverage leave 15 percent of the total popu-
lation uninsured. This chapter develops the historical context of national reform
efforts to reduce or eliminate uninsurance in the United States. It then looks at
relatively recent federal initiatives to broaden coverage substantially and extension
of coverage by some states and counties that have taken leadership roles. Past
efforts offer useful lessons for reforming health care financing today.

Federal, state, and county reforms have not eliminated uninsurance, although
some initiatives have improved access to health services or resulted in better health
outcomes for populations who had lacked coverage. Some reforms have affected
the basic structure of health care finance, while others have had a more limited
focus, building on existing public programs or private insurance. The Committee’s
principles for assessing coverage proposals derive from the historical record as well
as from its examination of the consequences of uninsurance.

NATIONAL EFFORTS TO BROADEN COVERAGE,
1916–1984

The lack of universal health insurance in the United States is in part a legacy
of early twentieth-century precedents in the organization and financing of health
services in the United States. It also reflects the absence of political leadership
strong, broad, and sustained enough to forge a consensus in favor of universal
coverage, despite public support, in the face of opposition from overlapping yet at
times incompatible economic interests forged within the constraints of American
political institutions and processes (Oberlander, 2003). Our government’s federal
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structure and the independence of the legislative and executive branches place a
relatively great burden on proponents of change.

Coverage reform first became a national issue in the early 1900s, when
relatively few people had health insurance and most health care was purchased out
of pocket or provided charitably. Over the next 70 years, a series of campaigns
attempted to bring about greater coverage nationally. Early campaigns to create
mandatory coverage were opposed by the medical profession, commercial insur-
ers, and the business community. From the 1930s through the 1970s, the House
Ways and Means Committee of the U.S. Congress determined the fate of most
federal legislation to extend coverage, and most proposed reforms were prevented
from coming before the full House for a vote.

In the context of the lack of federal legislation for more widespread public
coverage, consumer demand fueled the rapid growth of private-sector coverage,
starting in the mid-1930s. The nonprofit Blue Cross and Blue Shield plans, and
subsequent plans from commercial insurers, enrolled millions of subscribers and by
the early 1960s most Americans were insured through employment-based cover-
age. The enactment of the Medicare and Medicaid amendments to the Social
Security Act in 1965 filled some of the gaps left by the emerging employment-
based approach to financing care. Medicare extended coverage to most of the
population over age 65 as well as to smaller groups of eligible persons (the perma-
nently disabled). State implementation of the Medicaid program increased cover-
age significantly among categories of the low-income population. By the 1970s,
the growth in total health care spending facilitated by the creation of Medicare
made the issue of controlling health care spending and inflation central to universal
coverage reform proposals. The early 1980s marked a high point for coverage
levels nationally. Since that time, there has been a gradual increase in the number,
and in most years the proportion, of uninsured persons under age 65. See Box 3.1
for a timeline of these efforts.

The sections that follow briefly review this history in order to illustrate
important issues and basic tensions in the political sphere that have shaped more
recent reform efforts. It is organized roughly chronologically, with diversions from
the timeline to allow focus on specific topics.

Early Efforts: From Protecting the Income of Industrial
Workers to Social Insurance for Improving Access to Care

Social insurance programs in late nineteenth-century Europe (for example,
Germany, 1883) and Great Britain (1911) that included health insurance, and
experience with the limited prepaid medical services available to fraternal or
mutual benefit society members, spurred interest in universal coverage in the
United States (Numbers, 1978). Initial organized efforts to extend coverage broadly
occurred during the years around World War I (Starr, 1982). Early twentieth-
century America was in the throes of rapid industrial and urban growth, with a
booming population of low-income working families. With an eye toward allevi-
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1For example, former President Theodore Roosevelt made sickness insurance one of the planks in
his ultimately unsuccessful campaign against Woodrow Wilson in 1912 on the Progressive ticket
(Numbers, 1985).

BOX 3.1
Landmarks in the History of Coverage

1916–1920 American Association for Labor Legislation campaigns for publicly
administered, private-sector sickness insurance to protect the lost
income of workers and their families

1932 Committee on the Costs of Medical Care final report calls for group
organization and payment of health services on voluntary basis

1935 Social Security Act

1939 First of series of Wagner-Murray-Dingell bills in U.S. Congress that
propose universal health insurance as social insurance

1942 War Labor Board ruling permits employers to exclude employment-
based coverage from taxable income

1945 President Truman’s “Fair Deal” proposal includes publicly financed
and administered universal coverage

1948 U.S. Supreme Court ruling (Inland Steel) permits collective bar-
gaining for employment-based coverage

1960 Social Security Act Amendments including Kerr-Mills program cre-
ating federal grants to the states to finance health services for poor
persons at least 65 years of age (seniors)

1965 Social Security Act Amendments that create Medicare and Medic-
aid, nearly universal publicly and privately financed coverage for
seniors and federally guaranteed eligibility for public coverage for
specific categories of the poor

1971–1974 President Nixon and U.S. Congress introduce and debate propos-
als for universal coverage through a mix of public and private sourc-
es, fail to reach a vote in Congress

ating the economic burden of illness, a relatively small group of elite reformers,
organized as the American Association for Labor Legislation (AALL), campaigned
for mandatory workplace-based “sickness insurance.” Sickness insurance, often
called health insurance after the English precedent, was modeled after recently
created state workmen’s compensation programs (Numbers, 1978).1  It targeted
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industrial workers and their families and included a cash benefit to replace lost
income, access to free health care, and a death benefit; premiums would be paid by
employers, workers, and the state (Starr, 1982; Hoffman, 2001). The plan was not
universal, for it excluded most African Americans and other ethnic minorities by
not including agricultural, domestic, and temporary workers. In addition, it re-
stricted eligibility to employed men and women earning less than $1,200 annually
(low income but not poor), assuming that the poor could rely on charity and that
the middle class could afford to purchase their own care (Hoffman, 2001).

Between 1916 and 1920, the AALL’s model sickness insurance bill was de-

1974 Employee Retirement Income Security Act, prohibiting state regu-
lation of self-insured employer health plans.

1981 President Reagan’s proposals to turn Medicaid into block grants to
the states, in the Omnibus Budget Reconciliation Act of 1981

1984–1990 Expansions of Medicaid to pregnant women, infants, and children
at higher income levels and delinking from eligibility for (state) in-
come support

1985 Consolidated Omnibus Budget Reconciliation Act of 1985, with pro-
vision to improve continuity of employment-based coverage.

1993–1994 President Clinton’s Health Security Act proposal for universal cov-
erage through publicly administered, publicly and privately
financed regional purchasing alliances created and debated, fails
to reach a vote in Congress

1996 Federal welfare reform delinks Medicaid from income support pro-
grams, bars legal immigrants from Medicaid eligibility for first five
years of residency

1996 Health Insurance Portabilitiy and Accountability Act, with provisions
to improve continuity of coverage

1997 State Children’s Health Insurance Program, extending public insur-
ance eligibility to children in families earning between 100 and 200
percent of federal poverty level, expansions to their parents

2002 Trade Act, with provision for health insurance premium tax credit
for groups of workers displaced by international commerce and
retirees
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bated in a number of state legislatures in more urban and industrial parts of the
United States, most notably California and New York, with support from many
governors and state-level fact-finding commissions (Numbers, 1978; Hoffman,
2001). Ultimately, these bills were defeated. Key opponents included:

• the American Medical Association (AMA), an early supporter that became
an outspoken opponent as rank-and-file members (county medical societies),
gaining experience with contract practice under the new workmen’s compensa-
tion programs, grew concerned that insurance would interfere with the practice of
medicine and threaten the economic viability of solo practice;

• employers who did not welcome broadened financial responsibility for the
health of their workforce and who predicted higher costs passed along to consum-
ers and the loss of jobs;

• commercial insurers who stood to lose their lucrative business selling death
benefits (industrial insurance) to low-income workers and who were excluded
from the proposed state-level administration of sickness insurance; and

• organized labor, principally Samuel Gompers of the American Federation
of Labor, to whom mandatory coverage was a threat to the organizing ability of
unions (Numbers, 1978; Starr, 1982; Hoffman, 2001).

Proposals for state sickness insurance programs were abandoned by
1920, felled by the lack of political leadership, the difficulties of enacting
mandatory policies on a state-by-state basis, and the AALL’s inability to
build coalitions and fashion workable political compromises with the
economic interests that opposed its model for expanding health insur-
ance (Numbers, 1985). In addition, a harmful legacy of this first political
battle was the framing of mandated coverage as counter to American
values, with coverage proposals attacked in newspapers and speeches as
fundamentally Germanic, and, after the close of World War One and the
onset of the Red Scare, as expressions of Bolshevism (Hoffman, 2001).

Starting in the 1920s, demand for health care services by the middle class, fed
by the improved effectiveness of hospital-based care and the increasing risk of
high-cost medical expenses, reinvigorated public debate about extending coverage
(Starr, 1982; Stevens, 1989). Unlike the sickness insurance proposals of the 1910s,
the goals of reform were to increase utilization, and health care spending, by
making care and coverage more affordable to all Americans universally, not only
low-income workers and their dependents (Starr, 1982; Derickson, 2002).

During the 1930s and into the 1940s, proposals to extend public coverage
significantly took the form of social insurance for all Americans, resembling the
system of federal pensions created by the Social Security Act of 1935. Proposed
reforms drew on the work of an independent group of scholars and physicians, the
Committee on the Costs of Medical Care, that advocated both group practice and
financing for care, to rationalize health services delivery and make health care
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more affordable (Starr, 1982). Because much domestic policy making for the
nation now took place at the federal rather than the state level, health finance
reformers faced a number of new challenges, including the separation of powers
(so that Presidential support would not necessarily be matched by congressional
support); a lack of party discipline within the two houses of Congress; powerful
regional voting blocks and interest group lobbies; and the ideological constraints
of single-party reform efforts (Marmor, 1973; Maioni, 1998).

In the 1930s, organized labor supported a publicly mandated extension of
coverage, but the medical profession, insurance industry, and business interests
continued to resist such proposals. The AMA in particular was a strong political
presence in Washington, and its vigorous lobbying of Congress and the public in
favor of voluntary rather than mandatory coverage threatened the passage of New
Deal legislation, and the President’s bid for reelection. In response, President
Franklin Roosevelt’s Administration cut a provision for health insurance from
what became the Social Security Act of 1935 (Marmor, 1973; Starr, 1982; Maioni,
1998). In an effort to revive universal coverage proposals, which many perceived
as the “missing piece” of the New Deal, in 1939 reform-minded members of
Congress began introducing universal coverage bills each year (labeled Wagner-
Murray-Dingell bills, after their key sponsors) that framed coverage as a means to
lower financial barriers, made eligibility universal (not only for persons in the
Social Security system), and included grants-in-aid to the states to support indigent
care (Maioni, 1998). None of these bills was reported out of the Ways and Means
Committee, undone by the lack of leadership by President Roosevelt and the slim
voting majority of the Democrats in Congress that was insufficient to pass contro-
versial reform (Marmor, 1973; Maioni, 1998).

Universal coverage bills stalled in Congress, but consumer demand for health
insurance grew. While commercial insurers were slow to enter the market for
group policies organized through the workplace, nonprofit and independent orga-
nizations created prepayment plans for hospital services, indemnity and service
benefit plans for physician care, and sites for the direct delivery of services that
gave fundamental shape to the organization and financing of health services in
subsequent decades. The locally organized and directed Blue Cross hospitalization
plans and Blue Shield physician plans expanded rapidly from their origins in the
early 1930s to become the single largest source of coverage by the 1950s
(Cunningham and Cunningham, 1997). Community organizations such as Group
Health Cooperative of Puget Sound, consumer cooperatives and private clinics,
and health plans organized around industries, such as Kaiser Permanente, extended
both coverage and services (Somers and Somers, 1961; Starr, 1982). Enrollment of
workers and their dependents in private coverage soared: between 1940 and 1960,
the proportion of the general population with private coverage grew from 9.1
percent (about 12 million people) to 67.8 percent (about 122 million people)
(Etheredge, 1990; Bovbjerg et al., 1993). Offering health insurance as a benefit
was attractive to employers, given the exemption from federal taxes of the em-
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ployers’ contributions to health insurance premiums (codified in the Internal
Review Code of 1954) (Starr, 1982).2

Although private-sector coverage grew quickly, there was continued public
and legislative interest in universal health insurance. After World War II, the
federal government’s role in many aspects of health policy expanded, for example,
in the funding of biomedical research and hospital construction, but congressional
resistance, bolstered by the lobbying of reform opponents, blocked public man-
dates for coverage (Marmor, 1973; Fox, 1986). The first president to champion
universal coverage, Harry Truman revisited this issue in the late 1940s, fighting a
contentious political battle against the AMA, commercial insurers, and the busi-
ness community in a failed bid to convince the 80th and 81st Congresses to enact
Wagner-Murray-Dingell legislation (Starr, 1982).3  President Truman added the
key ingredient of political leadership but lacked sufficient votes in Congress, facing
a hostile reception in Congress from Southern Democrats committed to reversing
New Deal policies and opposed to his Administration’s civil rights policies (Poen,
1979; Maioni, 1998). The only public coverage to be expanded would be federal
grants-in-aid to the states to support indigent care, in the 1950 Amendments to
the Social Security Act (Stevens, 1989).

In the 1950s enrollment in commercial policies outgrew that of nonprofits
(Somers and Somers, 1961; Starr, 1982; Cunningham and Cunningham 1997).
One advantage that commercial insurers could offer purchasers of group policies
was a less expensive alternative to nonprofit “community rating” (where actuarial
risk was spread broadly through uniform premiums) in the form of “experience-
rating,” or charging premiums according to the claims experience of the employer’s
workforce. Experience rating made policies less expensive for healthier employee
groups and more expensive or unavailable for individuals, particularly ill or dis-
abled persons, who tried to purchase coverage outside the workplace (Starr, 1982).
The growing centrality of health insurance revenue to the fiscal health of the
health care system created interest on the part of providers (physicians, hospitals)
in seeing greater numbers of the general population covered by insurance, albeit
on a voluntary basis (IOM, 2003a). For persons without coverage, the price of
being uninsured was growing, as the increasingly widespread coverage fueled
higher costs for health care and doubled hospital prices during the 1950s (Starr,
1982).

Following the defeat of President Truman’s campaign for universal coverage

2In 1942, a War Labor Board ruling made health coverage an attractive fringe benefit for employ-
ers to offer workers, whose salaries were restricted due to wartime wage controls; between 1942 and
1945, there was more than a fourfold increase in group hospitalization enrollment (Starr, 1982). A
1948 U.S. Supreme Court decision allowed unions to collectively bargain for health insurance, and
enrollment jumped (Starr, 1982; Gabel, 1999).

3The Truman Administration’s proposal included medical and hospital benefits and federal grants-
in-aid to the states to finance premiums for the poor, with national administration and financing
through a 3 percent payroll tax split between firms and workers (Marmor, 1973).



LESSONS FROM THE PAST AND PRESENT 73

in the late 1940s, proposals to extend health insurance by means of public policies
focused on incremental change. In 1951, the handful of public officials who had
worked for universal coverage shifted tactics, proposing a new 60-day hospitaliza-
tion benefit for Social Security beneficiaries. This benefit would be funded off-
budget, using Social Security trust dollars to lessen the economic burden of health
services already used by the over-65 population (rather than to increase access to
care) who were less likely to carry private insurance (Maioni, 1998). Their pro-
posal aided the perception that the middle class (i.e., those who had paid Social
Security taxes) had earned such coverage. They sidestepped AMA criticism by not
including physician services (Marmor, 1973).4 The proposed reform brought out
traditional allies and opponents of mandatory coverage extensions, pitting the
AMA against organized labor (the AFL-CIO) (Starr, 1982). Annual hearings on
hospitalization proposals failed to advance reform, although the 1960 Kerr-Mills
Act amending Social Security did acknowledge the interest in financing care for
low-income seniors, increasing grants-in-aid to the states that raised sufficient
matching funds (Marmor, 1973).

An Incremental Compromise for Universal Coverage:
Medicare and Medicaid

In the late 1950s, the level of health insurance coverage was at an all-time
high, although only about 8 percent of the population had coverage that could be
called comprehensive (i.e., insurance that covered hospital stays and physician
services) (Somers and Somers, 1961). Employment-based coverage was becoming
the norm, with gaps of uninsured populations growing among those who did not
or could not receive an employer’s offer of group coverage.

A crescendo of political and legislative activity on hospital insurance in the
early 1960s led to the first significant extension of publicly mandated coverage
(Medicare and Medicaid) after the 1964 elections returned President Lyndon B.
Johnson to the White House and brought large Democratic majorities favoring
passage to Congress. In the years immediately before, President John F. Kennedy
had campaigned for a Social Security hospitalization benefit, a scaled-down ap-
proach compared with President Truman’s universal coverage proposals.

Despite annual hearings, the garnering of public support by the Administra-
tion, and the strategic building of votes on the Hill, House Ways and Means Chair
Wilbur Mills released a coverage bill only after legislative developments in 1964
and the elections threatened his continued leadership on health insurance (Marmor,
1973; Maioni, 1998). When the 89th Congress convened in 1965, Medicare was

4Proposals tied to the Social Security system were not for universal coverage; in 1952, only 7
million of the roughly 12.5 million persons over age 65 would have been covered by the proposed
reform (Marmor, 1973).
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at the top of the agenda and was signed into law later that year, together with
Medicaid, as amendments to the Social Security Act (Fox, 1986; Hacker, 1997).

Medicare and Medicaid passed because of the unique legislative alignments of
1965 and also because of Chairman Mills’ leadership in crafting a political com-
promise acceptable to interest groups, especially the AMA, which continued to
lobby against the Administration’s plans (Marmor, 1973; Maioni, 1998). He de-
scribed the amendments as a “three-layer cake” with something for everyone:

• Medicare—consisting of Part A, hospitalization, for which there is auto-
matic and permanent enrollment and financing through Social Security, and Part
B, coverage for physician visits, with voluntary one-time enrollment and a monthly
premium payment—provided nearly universal coverage for persons ages 65 and
older.5  Part A achieved the goal of social insurance advocates and the Johnson
Administration, while Part B accommodated the AMA’s objections to a manda-
tory program.

• Medicaid, the third layer of the cake, covers certain categories of low-
income persons and makes existing grants-in-aid to state programs more uniform
in terms of eligibility and benefits (Marmor, 1973).6  Medicaid addressed the
interest of the hospital industry in alleviating the burden of uncompensated care.

To win support for passage from provider groups, the new law essentially adopted
the reimbursement approaches of Blue Shield (for physicians) and Blue Cross (for
hospitals), including few limits on reimbursement for physicians, and added favor-
able provisions to pay hospitals for capital depreciation. However, these two
aspects of the 1965 statute laid the groundwork for significant growth in health
care inflation and spending (Starr, 1982).7

The Medicare and Medicaid Amendments represented a limited extension of
health insurance coverage. Medicare also augured for improved access to care for
African Americans, as certification for a hospital to participate in the program was
conditioned on its desegregated status (Reynolds, 1997). While social insurance
advocates saw the amendments as an opening wedge for future growth in coverage
levels, more pragmatic observers interpreted their design as a way to fend off

5Amendments have added Medicare coverage for persons certified to be permanently and totally
disabled and persons with end-stage renal disease (IOM, 2001a).

6Eligibility to enroll in Medicaid involves fulfilling requirements related to income and assets
(making it a so-called means-tested program) and being a member of a specific group or category that
is eligible for benefits, for example, a minor child. Those who meet economic and categorical criteria
must also meet immigration status and state residency requirements. Eligibility standards vary by state
and have changed from year to year, with general oversight provided by the federal government
(IOM, 2001a).

7The Hill Burton Act of 1946 substantially expanded hospital capacity across the nation in the years
before implementation of Medicare, contributing to the availability and utilization of health services
nationally.
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further broadening of the public mandate. For example, financing Medicare phy-
sician services with general tax revenues and beneficiary contributions, and using
Medicaid to fill coverage gaps for persons under age 65, extended coverage while
reinforcing existing approaches (i.e., voluntary coverage for the services most
often used, and means-testing for benefits for the poor) (Marmor, 1973).

Implementation of Medicare and Medicaid introduced tens of millions of
newly insured persons, and billions of new public dollars, into the health care
system. By 1970, 20.5 million people were enrolled in Medicare and 18 million
people in Medicaid (Bovbjerg et al., 1993). Between 1965 and 1975, annual
federal spending on health care jumped from less than $10 billion to more than
$40 billion (Hacker, 1997). There was a dramatic increase in utilization; within a
year of implementation, 20 percent of all persons 65 years and older had used
Medicare for hospital services and 12 million had used Part B coverage for physi-
cian services (Marmor, 1973). Nevertheless, gaps in coverage and financial protec-
tion remained. Medicaid covered only an estimated one-third of those considered
poor, and Medicare reimbursed less than half of seniors’ spending on health and
long-term care services (Starr, 1982).

Paying for Reform: Cost Containment Joins Access as a Focus
for Reform in the Years Since 1965

With federal taxes supporting coverage for a large segment of the population,
and with the country in an economic recession, the rapidly increasing costs of
health care to society overall and interest in improving the efficiency (including
financing) of the health care system motivated reform (Starr, 1982; Lewis, 1983;
Steinmo and Watts, 1995; Hacker, 1997). Public officials, insurers, and employers
were united in the widely shared belief that a poorly organized and inefficient
health care system fueled health care inflation and that universally mandated
coverage could bring cost savings (Starr, 1982).8 A combination of factors defeated
efforts to extend coverage further. Some were unique to the political circum-
stances of the day (i.e., the impeachment proceedings against President Nixon and
Wilbur Mills’ fall from power in 1974). Others, such as the inability to fashion a
workable consensus on a congressional bill and opposition from commercial insur-
ers and employers, were familiar from earlier efforts to achieve broad-based re-
forms. As analyst Stuart Altman has observed of the era, which leads up to the
present, many policy actors who previously opposed reform altogether have joined
the call for change, but they have often been unwilling to compromise their own
vision of reform and the absence of change has been the second-best or fallback
option (Kahn and Pollack, 2001).

During the early 1970s, members of Congress and the Nixon Administration

8Such interest in improving the design and efficiency of the health care system was reflected in the
Health Maintenance Organization Act of 1973, for example.
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generated a number of bills to extend coverage and constrain costs, either by filling
gaps in the existing mix of public and private coverage (the Nixon Administration’s
proposed employer mandate funded by a payroll tax, paired with expanded public
coverage and regulation of payment rates) or by replacing privately purchased
policies with a federally administered system under a national budget (e.g., Senator
Edward Kennedy’s Health Security Act of 1970) (Starr, 1982; Etheredge, 1990;
Hacker, 1997; Maioni, 1998). Despite the resistance of providers, employers
(especially small businesses), insurers, and the states to the regulatory aspects of
proposed reform, passage of a universal coverage bill came close in 1974 (Starr,
1982; Etheredge, 1990; Steinmo and Watts, 1995; Hacker, 1997). President
Nixon’s February message to Congress laid out a Comprehensive Health Insur-
ance Plan that combined Medicare, Medicaid, and an employer mandate (Davis,
2001). The lack of political leadership to forge a consensus on one of the many
proposed plans in Congress by the summer of 1974, however, combined with the
turmoil of President Nixon’s August resignation and the decision of organized
labor to withhold its support from reform until after the November elections,
resulted in the disintegration of what bipartisan agreement existed (Starr, 1982;
Maioni, 1998). After 1974, ongoing economic recession and price inflation, par-
ticularly in health care, sank any further serious debate about reforming health care
financing to extend coverage. Cost controls became the key emphasis during the
Ford and Carter Administrations.9

By the late 1970s, health insurance coverage reached its highest level yet; in
1980, roughly 15 percent of the general population under age 65 was uninsured,
about 29.6 million people (Bovbjerg et al., 1993). From 1970 to 1980, aggregate
spending on health care had continued to grow, from $69 billion to $230 billion
and from 7.2 percent to 9.4 percent of the gross domestic product (Starr, 1982).
For employers, health insurance premiums were becoming more expensive, lead-
ing them to increase deductibles, decrease dependent coverage, and, as the 1980s
wore on, turn to commercial managed care contracting to restrain health care cost
increases (Hacker, 1997). In an effort to restrain the continued growth of health
care spending under Medicare, federal officials replaced fee-for-service reimburse-
ment with capitation. During the 1980s, there would be incremental public
expansions, particularly through the Medicaid program, which will be discussed
later in this chapter. Absent major reforms of health care financing to extend
coverage in the future, the stage was set for the major increases in the number of
uninsured seen during the 1980s (Lewis, 1983; Hacker, 1997).

Interest in comprehensive national reform of health care financing surfaced
again in the early 1990s. Economic recession and continuing health care inflation
renewed interest among middle-class voters (Hacker, 1997). During President

9The Carter Administration did develop a universal coverage proposal, never introduced in Con-
gress, called the National Health Plan, which divided coverage between private sources (employer
mandate) and public sources (a federal program to replace Medicare and Medicaid and expand eligi-
bility to all lower income persons) (Congressional Quarterly, 1977; Davis, 2001).
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Clinton’s first term, his Administration convened a task force of hundreds of
experts to craft a legislative proposal for universal coverage (Hoffman, 2001). The
Clinton plan was built around an employer mandate, and within the confines of a
large federal deficit, with the federal government both restraining health care costs
and extending coverage through regional purchasing pools (Skocpol, 1996;
Hacker, 1997). Private managed care health plans would compete for contracts
with the regional pools, introducing the idea of managed competition (Enthoven,
1978a,b; Starr, 1992; Hacker, 1997). Although there is no single definitive expla-
nation for the failure to enact universal coverage in the mid-1990s, many analytic
interpretations stress the Administration’s difficulties in mobilizing public and
political support for the complex proposal, the uncertainties involved in the pro-
posed overhaul of the nation’s health care financing and delivery arrangements,
and the crystallization of Republican opposition to the Clinton proposal as con-
tributing to the defeat of the plan before it reached a vote in Congress (Skocpol,
1996; Hacker, 1997; Marmor and Barer, 1997). There was vigorous political
opposition of provider, insurer, and business community groups, many of whom
favored reform but perceived the terms of the Clinton proposal to be economi-
cally threatening. This opposition played out in media campaigns that lowered
public support for proposed reform.

Despite multiple reform campaigns over the past century, enduring
characteristics have shaped the current fragmented approach to financ-
ing health care services, including:

• the presence of well-organized and well-financed provider, in-
surer, and business groups with economic stakes potentially adversely
affected by proposed coverage expansions (although many have agreed
with the need for reform);

• the obstacles posed to comprehensive policy change by the Ameri-
can political process; and

• insufficient political leadership to fashion a workable consensus
and then shepherd that consensus through the legislative process.

In the wake of the failure to implement universal coverage, the federal, state, and
some local governments in recent years have experimented with incremental
coverage expansions with impacts much more modest than that of Medicare and
Medicaid in the 1960s. In the sections that follow, the Committee will first
explore federal expansions of Medicaid, the State Children’s Health Insurance
Program (SCHIP), and targeted federal programs related to employment-based
coverage. Following that is a discussion of five states (Hawaii, Massachusetts,
Minnesota, Oregon, and Tennessee) that have led the way in covering more
residents. Lastly, the experiences of three counties that have adopted innovative
approaches to extending coverage are discussed to illustrate local reform efforts
and their limits.
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FEDERAL INITIATIVES TO EXTEND COVERAGE
SINCE 1984

The level of employment-based coverage has a fundamental effect on
uninsurance. Public extensions of coverage at the federal, state, and local level, as
well as public policies affecting the availability of individually purchased (nongroup)
policies, have filled some of the gaps remaining from the employment-based
approach (IOM, 2001a). Almost two-thirds of those under age 65 obtain health
insurance through their workplace or that of a family member, with public pro-
grams covering an additional 15 percent and individually purchased policies al-
most 7 percent (Fronstin, 2002).

This section reviews major federal extensions of coverage since the mid-
1980s, both public (Medicaid expansions to cover pregnant women, infants, and
young children, and the State Children’s Health Insurance Program) and private
(federal regulation of the market for private insurance). None has approached even
the partial success of the initial Medicare and Medicaid programs in boosting
coverage in the general population. As Figure 3.1 depicts, there has been little
overall change in the proportions of privately and publicly insured persons and in
uninsured rate overall for the nation over the period from 1987 to 2002. Since the
early 1980s, the number of uninsured persons under age 65 has grown in step with
general population growth, while employment-based coverage has alternately
grown, declined (in the late 1980s and early 1990s), grown again through the late
1990s, and has declined once again since the turn of the century. Tempered by
public expansions of coverage, the uninsured rate as a result has varied within a
few percentage points, between 14.9 percent and 17.2 percent of the noninstitu-
tionalized population under age 65 (Levit et al., 1992; Fronstin, 2002; Mills and
Bhandari, 2003).

Federal extensions of public coverage since the mid-1980s have often fol-
lowed the lead of successful state insurance reforms, for example, in the case of
SCHIP and the regulation of private-sector plans through the Health Insurance
Portability and Accountability Act of 1996 (HIPAA) and the Consolidated Omni-
bus Budget Reconciliation Act of 1985 (COBRA). They have lowered uninsured
rates among lower income children (in households earning less than 200 percent
of poverty) and boosted the numbers of lower income persons with public cover-
age. At the same time, the proportion of adults with public coverage has declined,
reflecting shifts in the demographic composition of the general population as well
as public policy changes such as welfare reform. Concurrently with broadened
eligibility for public coverage, new federal statutes (i.e., COBRA, HIPAA, and
the Trade Act) have been enacted to protect and support the retention of work-
place health benefits. These have established important precedents in principle for
uninterrupted health insurance coverage but overall have had a limited impact on
uninsurance, for reasons to be discussed.

These extensions have succeeded in improving coverage among selected
groups when the programs receive adequate and stable public funding (particularly
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federal dollars), when they foster continuity of coverage within families or among
health plans, and when they make insurance coverage affordable both to individu-
als and families and to society over time. In addition to specific Committee
findings for each of the expansions, to be discussed, the Committee draws three
more general findings about federal initiatives.

Finding: Federal incremental reforms over the past 20 years have
made little progress in reducing overall uninsured rates nationally,
although public program expansions have improved coverage for
targeted, previously uninsured groups. Federal reforms of employ-
ment-based insurance have not included provisions for assuring
affordability and, thus, have had limited effect.

Finding: Extensions of program eligibility for one group of unin-
sured often affect the coverage status of other population groups
indirectly, for example, when SCHIP enrollment efforts identify
children who are eligible for but not enrolled in the Medicaid pro-
gram.

Finding: Public programs fall short of their coverage goals when not
all eligible persons enroll. When outreach and enrollment are made
a priority, coverage levels rise. Public coverage programs some-
times employ administrative barriers to enrollment to contend with
inadequate or unstable funding during periods of economic stress
within the state.

Medicaid Expansions for Pregnant Women, Infants, and
Children, 1984–1990

Finding: Incremental coverage extensions through Medicaid have
been less effective than initially anticipated. A sizable population is
eligible but not enrolled or does not maintain enrollment over time,
diminishing the effectiveness of the coverage.

When Medicaid was created in 1965, some envisioned that Medicaid and
Medicare together would fill the coverage gaps left by the employment-based
health insurance system (Marmor, 1973). However, with categorical structures of
eligibility tied to the rules of the cash assistance programs, the income eligibility
levels then in existence, and funding shortfalls, state Medicaid programs did not
cover all those with incomes too low to afford private health insurance coverage
(Starr, 1982; Stevens, 1989).10  Medicaid significantly raised the level of federal

10Most Medicaid enrollees have been low-income children and their mothers. A sizable group of
adults are eligible for but not enrolled in Medicaid, roughly 16 percent of the 19 million uninsured
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support for the states, with matching dollars pegged to per capita income in each
state, and made eligibility for public coverage an entitlement. Such entitlement
was limited to certain categories of persons (see Box 3.2 for current federal
eligibility requirements); then, as now, single, childless adults under age 65 often
are the group least eligible for Medicaid. The scope of each state’s program
dictates how far dollars go to pay for the federally mandated minimum benefits
package for Medicaid recipients.

Expansion of the Medicaid program was prompted by public concern about
the worsening health status of poor children, indicated by a reversal in the long-
term decline in infant mortality rates, and the diminishing percentage of low-
income children and mothers enrolled (due to more stringent eligibility standards
for welfare) (Schlesinger and Kronebusch, 1990). Between 1984 and 1990, the
Congress altered categorical eligibility requirements and gradually increased Med-
icaid income eligibility levels for pregnant women, infants, and children through
provisions in its annual spending bills; Box 3.3 summarizes the legislative provi-
sions. These changes delinked Medicaid coverage for pregnant women, infants,
and children from the requirement that they meet their state’s welfare eligibility
requirements, a process continued with welfare reform in 1996 (KCMU, 2002a).11

Some states folded these changes into Section 1115 Medicaid waivers granted
by the federal government for research and demonstration projects that are de-
signed to be cost neutral. These and other waivers from required minimum
benefits and restrictions on categories of eligibility allow states to offer coverage
more widely within the limits of their federal matching funds (Lambrew, 2001).
Under waivers, some states have reallocated Medicaid Disproportionate Share
Hospital (DSH) funds to expand eligibility (e.g., Tennessee), while others have
attempted to stretch Medicaid dollars by shifting portions of their Medicaid popu-
lation from fee-for-service to managed care contracting (e.g., Arizona, Maryland,
New York, and Rhode Island) or by dampening utilization by charging premiums

adults with incomes under twice the poverty level (Schneider, 2002). As of 2002, there were 47.2
million persons enrolled. More than half (51 percent) were children, about one-fifth (22 percent)
were nondisabled adults under age 65, 17 percent were certified as blind or disabled, and another 10
percent were low-income persons at least 65 years old (KCMU, 2003b). The bulk of Medicaid’s $212
billion spending goes for its blind and disabled recipients (44 percent of spending) and seniors (27
percent of spending). Children and nondisabled adults under age 65 together account for less than
one-third of program spending (29 percent), though they represent 73 percent of enrollees.

11Through section 1931, part of the Personal Responsibility and Work Opportunity Reconcilia-
tion Act of 1996, Medicaid eligibility for parents was broadened, delinking Medicaid enrollment from
welfare participation and basing minimum eligibility on a state’s welfare eligibility criteria as of July
1996, even if parents were not enrolled in welfare. It also permitted states to loosen income and asset
tests, as well as adjust these tests for inflation (so-called income and asset disregards) (Birnbaum, 2000;
Broaddus et al., 2002).
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BOX 3.2
Eligibility for Medicaid

The federal government requires that the following groups be entitled to enroll
in Medicaid:

• federal required minimum: children under age 6 and pregnant women
whose family income is below 133 percent of the federal poverty level (FPL)
($20,296 for a family of three in 2003);

• federal required minimum: children ages 6–18 with family incomes at or
below 100 percent of FPL ($15,260 for a family of three in 2003);

• no federal minimum: states set income standards for adults without chil-
dren; parents of children are categorically eligible if they meet income and asset
tests. On average, the states’ income eligibility level for parents is 41 percent of
FPL ($6,257 for a family of three in 2003), varying from a low of 21 percent ($3,205
for a family of three) in Alabama to a high of 275 percent ($41,965 for a family of
three) in Minnesota;

• Supplementary Security Income (SSI) recipients or those aged, blind, and
disabled individuals who qualify in states that apply more restrictive eligibility re-
quirements;

• recipients of adoption assistance and foster care who are under Title IV-E of
the Social Security Act;

• special protected groups (typically individuals who lose their cash assis-
tance from SSI due to earnings from work or increased Social Security benefits but
may keep Medicaid for a period of time); and

• qualified Medicare beneficiaries, specified low-income Medicare beneficia-
ries, and disabled-and-working individuals who previously qualified for Medicare
but lost their coverage because of their return to work.

and imposing cost sharing for new categories of enrollees (e.g., Arkansas, New
Mexico, and Oregon) (Mann, 2002; Schneider, 2002).12

Expanding Medicaid eligibility levels brought concern that increased enroll-
ment reflected the substitution of public insurance for employment-based cover-
age for workers and dependents at the lower end of the wage scale. Studies give a
wide range of estimates of the amount of substitution (often referred to as “crowd
out”), although none is fully comparable in terms of methods, data sources, or
criteria measured (Cutler and Gruber, 1997; Dubay, 1999; Alteras, 2001). Early
estimates of Medicaid substitution approaching 50 percent (Cutler and Gruber,
1996a, b) have since been reevaluated. Recent estimates have been as low as 4
percent, with upper bounds between 17 percent and 23 percent, depending on
how substitution is defined and measured (Cutler and Gruber, 1997; Alteras,
2001). This concern about substitution of Medicaid coverage for employment-

12In 1997, federal law was revised so that implementation of Medicaid mandatory managed care
contracting no longer required a Section 1115 waiver (Mann, 2002).
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sponsored health insurance, which influenced the design for SCHIP, will be
discussed.

Infant mortality rates improved in the latter half of the 1980s, reflecting the
development of neonatal intensive care units made possible by Medicaid financing
even before the eligibility expansions (Cutler and Gruber, 1996b; Howell, 2001).
One study estimates an 8.5 percent decrease in the infant mortality rate associated
with the 30 percentage point increase in Medicaid eligibility for women of repro-
ductive age (15 to 44 years old) between 1979 and 1992, with the expansions
targeted to women eligible for welfare having more of an effect on health (Currie
and Gruber, 1996b).

Millions of children and adults remain eligible for but not enrolled in Medic-
aid. Difficulties in enrolling and maintaining enrollment, confusion about eligibil-
ity, the decision by some who are eligible not to participate in public coverage,
and, in the case of children, the diminished likelihood of enrollment when their
parents are ineligible for the same program as their child, are uninsured or have
weak connections to the health care system, all contribute to low take-up rates for
Medicaid (IOM, 2002b; Schneider, 2002). Particularly for those at the upper end

In addition, federal law permits the states to extend eligibility beyond the min-
imum requirements listed. Most but not all state expansions may be supported by
federal matching funds. The most common optional expansions by the states in-
cluding eligibility for the following groups:

• infants up to age 1 and pregnant women not covered under the mandatory
rules whose family income is up to 185 percent of FPL;

• recipients of state supplementary income payments;
• certain aged, blind, or disabled adults who have incomes above those re-

quiring mandatory coverage but below the FPL;
• persons receiving care under home and community-based waivers;
• persons infected with tuberculosis (TB) who would be financially eligible for

Medicaid at the SSI income level (eligibility is only for TB-related ambulatory ser-
vices and for TB drugs);

• institutionalized individuals with income and resources below specified lim-
its;

• medically needy—persons who meet categorical requirements and have
significant health care expenses with incomes in excess of the mandatory or op-
tional levels;  these individuals may “spend down” to Medicaid eligibility by incur-
ring medical and/or remedial care expenses to offset their excess income, thus
reducing it to a level below the maximum income allowed by that state’s Medicaid
plan; and

• legal resident aliens and other qualified aliens who entered the United
States on or after August 22, 1996, made ineligible for Medicaid for five years
because of the 1996 welfare reform law.

SOURCES:  Broaddus et al., 2002; IOM, 2002b; KCMU, 2002b; DHHS, 2003.
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BOX 3.3
Medicaid Expansions, 1984–1990

• Deficit Reduction Act of 1984. Medicaid eligibility required for children
born after September 30, 1983, up to their fifth birthday, and for women either
pregnant for the first time or pregnant in an unemployed family with two parents, in
families eligible for Aid to Families with Dependent Children (AFDC) (welfare),
roughly 40 percent of the FPL. Required eligibility for one year for infants born to
Medicaid-eligible women.

• Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA).
Medicaid eligibility required for children up to age 5 in families eligible for AFDC
and for pregnant women in families both eligible for AFDC and with two parents
(no longer required to be unemployed).

• Omnibus Budget Reconciliation Act of 1986. Option to expand Medicaid
eligibility to pregnant women and children under age 5 in families earning no more
than 100 percent FPL. Note that at the time, eligibility for state welfare programs
averaged about 45 percent (KCMU, 2002a). Option to use presumptive and con-
tinuous eligibility to expand Medicaid to pregnant women.

• Omnibus Budget Reconciliation Act of 1987. Medicaid eligibility required
for children under age 8 in families eligible for AFDC on basis of income. Option to
expand Medicaid eligibility to pregnant women and infants in families earning no
more than 185 percent of FPL and children under age 8 in families earning no
more than 100 percent of FPL.

• Medicare Catastrophic Coverage Act of 1988. Medicaid eligibility re-
quired for pregnant women and infants in families earning less than 100 percent of
FPL, to be implemented over time. Although most provisions of the Act were re-
pealed in 1989, this provision remains in effect.

• Family Support Act of 1988. Option to expand Medicaid eligibility to preg-
nant women and children above required levels.

• Omnibus Budget Reconciliation Act of 1989. Medicaid eligibility required
for pregnant women and children under age 6 in families earning no more than 133
percent of FPL.

• Omnibus Budget Reconciliation Act of 1990. Medicaid eligibility required,
to be phased in by September 2002, for children ages 6 through 8 in families
earning up to 100 percent of FPL.

SOURCE: Mann et al., 2003.
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of the income eligibility scale, take-up rates for persons newly eligible under the
Medicaid expansions were relatively low (LoSasso and Buchmueller, 2002). The
Omnibus Budget Reconciliation Act of 1990 mandated that eligibility for chil-
dren through age 18 in families earning less than the federal poverty level (FPL) be
phased in by September 2002, so that most U.S.-born children in this category are
now eligible for public coverage.13  Yet the latest Census Bureau data indicate that
nearly a quarter of children in this income bracket remain uninsured; foreign-born
children who are ineligible for Medicaid comprise a part but not all of this
uninsured group (Ku and Blaney, 2000; IOM, 2001a; Fronstin, 2002).

The State Children’s Health Insurance Program and Medicaid,
1997–2002

Finding: SCHIP has extended coverage among children to a signifi-
cant degree and, to a much lesser extent to date, their parents.

Finding: The reduction in uninsurance achieved through SCHIP is
jeopardized by the program’s financing structure as a time-limited
program of grants-in-aid rather than an individual entitlement.

Despite the Medicaid expansions of the late 1980s, nearly 15 percent of
children under age 18 were uninsured in 1997 (Fronstin, 2000). Many of these
children were ineligible for Medicaid because their families earned too much for
them to qualify for Medicaid yet too little to afford private coverage. In addition,
welfare reform in 1996 had led many low-income children and their parents to
drop out of the Medicaid program because they did not realize that eligibility no
longer depended on being a welfare recipient (Mann et al., 2003). In 1997, with
a political consensus on the need for children to be insured, Congress enacted
SCHIP as part of the Balanced Budget Act.14

SCHIP created a new option for states to use matching funds from a capped,
ten-year grants-in-aid program providing roughly $40 billion to the states (fiscal
years 1998 through 2007). Funds are unevenly allocated over the decade, with a
“dip” in federal dollars scheduled for fiscal years 2003–2005 likely to result in
program cutbacks (Dubay et al., 2002b). Most states quickly established their own
SCHIP programs, structuring them as Medicaid expansions, as a new separate
program, or as a combination of the two. As of February 2003, 19 states have

13Since 1996, welfare and immigration reform legislation has barred legal immigrants who arrive
after August 1996 from eligibility for Medicaid, SCHIP, and other federal means-tested benefits
programs for their first five years in the United States, except for the financing of emergency care,
with exceptions made for specific categories of persons, including refugees (Rosenbaum, 2000). See
discussion in the Committee’s first report, Coverage Matters (IOM, 2001a).

14Title XXI of the Social Security Act.
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SCHIP programs separate from Medicaid, 21 states have expanded Medicaid as
their SCHIP program, and 16 states have combined a separate SCHIP with
expanded Medicaid (CMS, 2003b).15  See Box 3.4 for a description of SCHIP’s
key features.

The program was originally intended to reach 40 percent of children unin-
sured at the time, targeting children and families earning between 100 and 200
percent of poverty and allowing states to raise eligibility above 200 percent if their
existing Medicaid program already covered children at twice poverty (Wooldridge
et al., 2003). State SCHIP programs vary in their maximum income eligibility
thresholds and in eligibility levels for children at different ages; on average, the
proportion of children between 100 and 200 percent of poverty eligible for public
coverage rose from 22 percent to 82 percent (LoSasso and Buchmueller, 2002).

BOX 3.4
How the State Children’s Health Insurance Program (SCHIP)

Differs from Medicaid Programs

Eligibility

Medicaid creates an entitlement for those who meet the eligibility criteria and
SCHIP does not.1  This fundamental distinction between the two programs means
that states can reduce or eliminate their SCHIP programs at any time, jeopardizing
progress in reducing uninsurance (Rosenbaum and Smith, 2001). States using the
SCHIP approach can limit total enrollment even for those otherwise eligible for the
program. While Medicaid recipients may also have access to private coverage,
SCHIP enrollees must be eligible for no other type of public coverage and not be
covered under a private health plan. While Medicaid eligibility focuses on pregnant
women, infants, and younger children (children through age 18 are eligible if they
live in families earning less than poverty), SCHIP makes age breaks in eligibility
more uniform among the states and broadens eligibility up to twice the poverty
level for all children (Ullman and Hill, 2001; Dubay et al., 2002a). Under Medicaid
waivers, states have used SCHIP dollars that they are not using to cover eligible
children to raise eligibility levels for low-income parents, either directly or by means
of premium assistance to purchase employment-based coverage.2

Financing

Both programs are financed by federal matching grants to the states, but
SCHIP provides a more generous federal match, although it is coupled with a cap
on the total federal amount available to each state (Wooldridge et al., 2003). States
have access to their annual allotment over a three-year period, with unspent funds
being returned to the general pool of SCHIP dollars after that point and available to

15Note that the count includes the 50 states and the District of Columbia, plus 5 territories.
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During 2002, an estimated 5.3 million children were enrolled in SCHIP at one
time or another, about one-seventh as many as are enrolled in the Medicaid
program (CMS, 2003a; Wooldridge et al., 2003).

In the process of actively engaging in outreach to build and maintain SCHIP
enrollment, states have increased Medicaid enrollments (Dubay et al., 2002b;
Wooldridge et al., 2003). A study of SCHIP at 12 urban sites across the country
(representative and nonrandom sample) in 2000 and 2001 found that outreach
strategies allowed states to overcome their initial difficulties in reaching enroll-
ment targets and in some cases exceeding their goals for SCHIP, as well as raising
Medicaid enrollments (Felland and Benoit, 2001; Mann, 2002). The states stream-
lined applications and application processes, used materials translated into lan-
guages other than English, and involved local community-based groups and orga-
nizations (e.g., health clinics, schools, hospitals, employers) in outreach campaigns
tailored to reach groups with high uninsured rates (e.g., ethnic and racial minori-
ties, immigrants) (Felland and Benoit, 2001). A follow-up study of enrollment
between 1997 and 2001 observed a large increase during 2000–2001 and the

be allocated to states that have spent their entire allotment, unless restricted by
federal rules. Unlike Medicaid, where premiums and copayments for children are
prohibited, under SCHIP modest out-of-pocket expenditures are permitted within
federal constraints (e.g., copayments, premiums, enrollment fees, deductibles)
(Wooldridge et al., 2003).

Benefits

SCHIP programs created as part of an existing Medicaid program must offer
Medicaid’s comprehensive benefits package, while programs established sepa-
rately are held to a lower standard, with federal law establishing the minimum
benefits package required. However, most separate SCHIP programs include ben-
efits more generous than the federally required minimums, with one-third of these
programs offering the same benefits as Medicaid, and a national evaluation of
SCHIP finds a consensus among respondents that SCHIP benefits packages gen-
erally meet the needs of most children enrolled (Weil and Hill, 2003; Wooldridge et
al., 2003).

1Populations to whom states choose to extend Medicaid eligibility (so-called optional
groups,  rather than groups for whom the federal government mandates eligibility) may not be
entitled to coverage, which may be restricted or withdrawn by the state at any time.

2Eight states have received waivers to expand eligibility to low-income parents and 7 have
obtained waivers to use SCHIP funds for premium subsidies (Wooldridge et al., 2003). The
new Health Insurance Flexibility and Accountability waivers, a revamped version of the Sec-
tion 1115 waiver, are also being used by 4 states to expand eligibility to low-income parents
using SCHIP, starting in January 2001 (Schneider, 2002; Wooldridge et al., 2003).
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biggest increases in coverage in areas with the highest uninsured rates for children
(Cunningham et al., 2002).

As noted earlier, the design of SCHIP programs has reflected the concern that
public coverage not substitute for existing employment-based health insurance
(Lutzky and Hill, 2001). This concern is greater with SCHIP than with Medicaid
because SCHIP has higher income eligibility levels, and extensions to parents and
premium assistance for employment-based coverage are planned. Federal regula-
tions require that states explicitly attempt to minimize substitution, for example,
by requiring that enrollees be uninsured for a specified period of time before
enrolling, as do two-thirds of the states (Alteras, 2001; Lutzky and Hill, 2001).

Because of differences in how substitution is defined and in analytic methods,
no consensus exists about the extent of its impact. Some researchers conclude that
the lack of affordable private coverage for families earning less than 150 percent of
FPL makes substitution less of a concern. An interim evaluation of SCHIP in New
York finds that only 4 to 6 percent of children enrolled in Child Health Plus had
parents who reported dropping private coverage within the previous 6 months
(Lutzky and Hill, 2001; Wooldridge et al., 2003). Alternatively, two recent studies
of changes in coverage between 1997 and 2001 for children in families earning less
than twice the poverty level report estimated levels of substitution comparable to
early estimates under the Medicaid expansions of the late 1980s and early 1990s of
between 18 and 50 percent (Cunningham et al., 2002; LoSasso and Buchmueller,
2002).

A national interim evaluation of SCHIP notes its successes in

• extending broad and affordable coverage,
• providing greater access to health care for the millions of children newly

enrolled,
• securing ongoing federal financial support, and
• improving outreach and streamlining program administration compared

with Medicaid (Woodridge et al., 2003).

Between 1997 and 2001, the proportion of uninsured children in families
earning less than twice the poverty level declined nearly 4 percentage points, and
there was an even larger drop for children between 100 and 200 percent of
poverty (Cunningham et al., 2002). For children in families with income below
the poverty line, however, the uninsured rate increased during the 1990s (Holahan
et al., 2003a). For all children nationally between 1994 and 2000, there was a
decline in public coverage, from 18.5 percent to 16.4 percent, and it was growth
in employment-based coverage, reflecting economic prosperity and welfare re-
form, that lowered uninsured rates (Holahan et al., 2003a).

Despite outreach efforts and measures to simplify enrollment and reenroll-
ment, SCHIP resembles the Medicaid expansions that preceded it in that only
two-thirds of eligible children are enrolled (Dubay et al., 2002b). In 2002, there
were 7.8 million uninsured children, and more than 4 million of these were
eligible for but not enrolled in either Medicaid or SCHIP (Kenney et al., 2003).
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Federal Regulation of Private (Employment-Based) Coverage

Finding: Federal initiatives to regulate portability and renewability
of employment-based coverage have failed to reduce overall rates of
uninsurance significantly because they have been too narrowly tar-
geted and have not addressed the affordability of insurance premi-
ums.

Because most Americans receive their health insurance through their employ-
ers or as dependents on another’s employment-based policy, there has been much
interest in reducing uninsurance by extending such coverage, through insurance
market reforms or regulation of premiums, benefit packages, and eligibility. The
federal government influences the degree of private coverage generally through its
favorable tax treatment of premiums (the employer’s contribution is tax exempt
for both the employer and the employee). Although much of the authority to
regulate insurance products is reserved to the states, the U.S. Department of Labor
may regulate qualified employer benefit plans (including health insurance) under
the Employee Retirement Income Security Act of 1974 (ERISA).

ERISA, administered by the U.S. Department of Labor, constrains the ability
of states to regulate health care financing in the private sector. It was enacted as a
reform of private-sector employer benefit plans, including health insurance (But-
ler, 2002). Large multistate employers supported preemption of state laws to avoid
having to comply with often-conflicting state regulations (Fox and Schaefer,
1989). ERISA preempts the states from directly regulating health coverage plans
offered by private employers (“ERISA plans”), although states may regulate the
state-licensed commercial insurance products that some employers purchase on
behalf of their workers.16  The federal government, on the other hand, may
regulate employer health plans under ERISA, imposing standards for services,
benefits, and eligibility that can expand private coverage.

To date, federal regulation aimed at extending private coverage has func-
tioned through three statutes whose intentions are to improve the portability and
continuity of employment-based coverage. They include:

• the Consolidated Omnibus Budget Reconciliation Act of 1985 (CO-
BRA), which guarantees that workers (and their covered spouses and dependents)
enrolled in their employer’s group health insurance be permitted to continue
enrollment for up to 18 months after leaving their job (up to 36 months in special
cases) (Meyer and Stepnick, 2002);

• the Health Insurance Portability and Accountability Act of 1996 (HIPAA),
which guarantees that certain categories of workers, previously enrolled in quali-
fied employment-based health insurance, be allowed to purchase coverage after
they have exhausted their COBRA eligibility and restricts the imposition of

16The market of firms that insure their own health coverage risks is sizable; in 2003, nearly half of
workers with health insurance were in partially or fully self-funded plans (Kaiser/HRET, 2003).
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waiting periods for persons with preexisting conditions who switch health plans
(Meyer and Stepnick, 2002); and

• the Trade Act of 2002 (TA), which provides a fully refundable, advanceable
federal income tax credit for 65 percent of the cost of coverage for certain groups
of workers displaced by international commerce and retirees and establishes new
grants to the states to support administrative costs and state high-risk insurance
pools (Dorn, 2003). This provision extends subsidized eligibility for a relatively
small number of unemployed workers and their dependents, roughly 260,000
people (Dorn, 2003).

Because of federal preemption, state laws do not reach certain firms or types
of coverage. But many states have similar or stronger regulations that preceded
COBRA and HIPAA, such as guaranteed issue and renewal; COBRA-like provi-
sions for small firms (employers with fewer than 20 workers are exempt from
COBRA); restrictions on premiums; requirements that coverage be convertible to
a nongroup policy; and limitations on insurers’ use of preexisting conditions to
deny or restrict coverage (Nichols and Blumberg, 1998; Gruber, 2001; GAO,
2002).

All three federal laws attempt to preserve coverage for unemployed workers
and their families, particularly those unemployed temporarily. HIPAA also targets
anyone changing from one employment-based plan to another. One recent study
puts the number of unemployed at 8.3 million and those both unemployed and
uninsured at 3.9 million, with an additional 1.5 million persons per month losing
their jobs in 2003 (Etheredge and Dorn, 2003). Unemployed adults have an
uninsured rate threefold higher than the uninsured rate for adults in the general
population (Lambrew, 2001). About 58 percent of uninsured adults (point-in-
time estimate of coverage status) report having changed or lost jobs in the previous
year (Gruber, 2001).

Over the course of a year, workers earning less than twice the poverty level
and their dependents are both more likely to be uninsured and more likely to lose
what coverage they may have, whether private or public. They are more likely to
experience changes in family structure that affect eligibility, more likely to change
or lose jobs, less likely to be offered employment-based coverage when they are
employed, and more likely to find COBRA unaffordable (Ku and Ross, 2002).
Improving the level of coverage within this group would close a significant gap, as
more than 80 percent of the uninsured are members of working families and
nearly two-thirds are in families that earn less than 200 percent of FPL (IOM,
2001a). If all persons in households with incomes below twice the poverty line
were able to keep their private coverage continuously over one year, there would
be more than a 25 percent decrease in the number of uninsured adults and nearly
a 40 percent decrease in the number of uninsured children (Ku and Ross, 2002).
However, workers earning less than twice poverty are less likely to be eligible for
COBRA than are workers in higher income brackets, reflecting the fact that many
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lower income employees do not obtain coverage through their employers or work
for small firms (Doty and Schoen, 2001; Lambrew, 2001; Zuckerman et al., 2001).

There is little information with which to assess the success of COBRA and
HIPAA in improving coverage levels among the unemployed. The lack of regu-
lation to make premiums affordable to unemployed workers has seriously limited
their impact (GAO, 2002; Meyer and Stepnick, 2002; Pollitz et al., 2000). The
average premium bill under COBRA in 2002 is 102 percent of the full cost of
employment-based coverage, or $288 per month for an individual and $771
monthly for family coverage (Kaiser/HRET, 2003). While three out of four
workers are eligible for COBRA, only about 20 percent of those eligible take up
enrollment under COBRA (Lambrew, 2001). A survey of unemployment ben-
efits in six states finds that the monthly premium for coverage under COBRA
would consume much of, and in some cases the entire, unemployment benefit
(GAO, 2002). At the same time, in four of the six states, adults receiving unem-
ployment benefits had too high an income to qualify for public insurance, al-
though their dependent children might have been eligible (GAO, 2002). In 2000,
more than 50 percent of the children of unemployed adults obtained coverage
through Medicaid or SCHIP, compared with 9 percent of unemployed adults
(Lambrew, 2001). It remains to be seen whether the 65 percent subsidy given to
displaced workers under the TA’s authority will make premiums affordable enough
to increase insurance coverage among this group (Etheredge and Dorn, 2003).

STATE INITIATIVES TO EXTEND COVERAGE

In the 1990s, particularly in the years surrounding and following the failure of
the Clinton Administration’s proposed comprehensive health care reform, the
states took leadership in efforts to reduce uninsurance within their boundaries
(Oliver and Paul-Shaheen, 1997; Paul-Shaheen, 1998; Brown and Sparer, 2001;
Holahan and Pohl, 2003). This section describes a key constraint on state options,
the ERISA, and summarizes the experiences of five states—Hawaii, Massachu-
setts, Minnesota, Oregon, and Tennessee—that invested both funds and political
capital during the 1980s and 1990s in programs that markedly extended public
coverage and lowered their uninsured rates.17  While many more states have
established innovative coverage expansions in the 1980s and 1990s, the Commit-
tee has chosen to look briefly at five leading states whose efforts were both
intended to and did have a dramatic impact and whose experiences provide a

17Lower uninsured rates are primarily influenced by a state’s level of employment-based coverage
and also reflect economic characteristics of the state or region (including the propensity of employers
to offer coverage) and specific demographic and socioeconomic characteristics of their populations;
limited evidence allows for the sorting out of these different influences on coverage status of state
populations over time. See discussion in Appendix B of the Committee’s fourth report, A Shared
Destiny (IOM, 2003a).
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comparison of different paths to reform.18  These states have regulated private-
sector coverage (employment-based coverage and individually purchased cover-
age in the small and nongroup markets) and revamped public coverage (both
programs that receive federal matching funds and programs funded wholly by the
state and localities).

Fiscal pressures on state governments and a growing unmet need for health
services have catalyzed reform efforts to extend coverage. The need for states to
stay within fixed budgets that cannot have deficits, to convince legislators to
allocate new funds for public coverage, and to forestall the substitution of new
public coverage for existing private coverage have stemmed the early ambitions of
state programs to achieve universal coverage (Gold et al., 2001). In addition, state
government’s capacity to finance health care and coverage extensions tends to be
weakest at times when demands for such support are likely to be highest, for
example, during an economic recession (IOM, 2003a). Administrative barriers to
enrollment, including those that discourage crowd out, protect a state’s program
from running out of money. However, these provisions can defeat the purpose of
maximizing public coverage, for example, requiring that a child be uninsured for
six months before becoming eligible for SCHIP. When states do lower adminis-
trative barriers to enrollment, the response can be positive and rapid. Box 3.5
illustrates one example, that of New York’s Disaster Relief Medicaid program.

Starting in 2001, state efforts to extend coverage have been complicated by a
period of financial stress on state budgets that has intensified with the subsequent
economic downturn (Guyer, 2003; Jenny and Ferradino, 2003; McNichol, 2003).
For some states, including the ones to be discussed, economic pressures have
translated into cutbacks in Medicaid and other public coverage programs, with
cuts in eligibility for parents and other low-income adults, the trimming of ben-
efits, the addition of administrative procedures likely to slow or interrupt cover-
age, and greater cost-sharing (Fossett and Burke, 2003; Ross and Cox, 2003;
Smith et al., 2003).19  However, because state dollars spent on Medicaid and
SCHIP bring in federal matching funds, states have made efforts to maintain their
investment in public coverage (Howell et al., 2002; Boyd, 2003; Holahan et al.,
2003d). State budget cuts to programs that receive matching funds result not only

18It should be noted that the existing limits to reform have motivated recent planning activities to
guide new approaches that build on current programs. Starting in 1999, the federal Health Resources
and Services Administration’s State Planning Grant program has awarded three separate cycles of one-
year grants to fund data gathering about state uninsured problems and planning for reform of health
services organization, financing, and delivery to close the “gaps” left by existing public and private
coverage in the state (Sacks et al., 2002).

19Recent passage of the Jobs and Growth Tax Relief Reconciliation Act of 2003 is expected to
give states a new infusion of funds by temporarily raising the Federal Medical Assistance Percentage
(FMAP), or matching rate for the Medicaid programs, lessening the likelihood of further program cuts
(Ku, 2003).
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BOX 3.5
Administrative Simplification:

New York’s Disaster Relief Medicaid Program

When the twin towers of the World Trade Center collapsed on September 11,
2001, New York state lost its computer system for the Medicaid program. The
dramatic economic and public health effects of the terrorist attacks on local resi-
dents, particularly low-income persons who lost their jobs as a result, were ampli-
fied by the threatened loss of public health insurance coverage.

Within weeks, the state of New York obtained a waiver from the federal gov-
ernment for a four-month emergency expansion of full Medicaid benefits called the
Disaster Relief Medicaid program. Income eligibility levels were raised to the level
planned for the state’s Family Health Plus expansion (not yet implemented at the
time of the attacks), assets tests were removed, and emphasis was placed on
simplifying enrollment. Eligible persons could visit one of many outreach centers
located around the city, be assisted in filling out the one-page application, and
receive coverage immediately. Community-based groups and local philanthropies
were engaged to publicize the program and participate in the enrollment process.

Disaster Relief Medicaid succeeded dramatically in raising public coverage
levels locally. During the four-month period of enrollment, which ended on January
31, 2002, nearly 380,000 persons enrolled in Disaster Relief Medicaid, which is
approximately eight times the number that would have been predicted to have
enrolled during that time period in conventional Medicaid (Szalavitz, 2002).  After
the closing of the temporary program, the state began a more complicated process
of reenrolling some Disaster Relief Medicaid recipients in the conventional pro-
gram and dropping others from public coverage, returning to previous enrollment
protocols for Medicaid that present many administrative barriers (Adcox, 2002).

Vigorous, community-based outreach and a streamlined, simplified approach
to enrollment have been credited with Disaster Relief Medicaid’s success in enroll-
ing eligible persons where previously eligible persons encountered administrative
and other barriers to enrollment (Russakoff, 2001). Latino and Chinese-speaking
focus group participants in a recent study of the program cited their enthusiasm for
the program, which they often learned about through word of mouth from family
members, friends, and neighbors, and praised the relatively simple enrollment pro-
cess, especially in contrast with their experiences and perceptions about the Med-
icaid program (Perry, 2002). Respondents noted their difficulties in obtaining need-
ed care before enrolling in Disaster Relief Medicaid and reported increased
utilization of services, particularly to obtain prescription drugs, preventive and
screening services, and care for chronic conditions (Perry, 2002).

SOURCES: Russakoff, 2001; Adcox, 2002; Perry, 2002; Szalavitz, 2002; Doyle,
2003.

in lost coverage and access to care for formerly insured residents but also the loss
of federal funds.

Despite budget pressures, over the past year reform advocates in a number of
states, other than the five discussed below, have put together sweeping coverage
extensions that have garnered broad legislative support (Associated Press, 2003;
Orenstein and Fox, 2003). California, for example, has enacted a mandate, to be
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phased in over 4 years, that firms with 50 or more employees either offer coverage
or support a state pool that provides coverage (a “pay or play” statute)
(Freudenheim, 2003; Ingram et al., 2003; Rundle, 2003; Waldholz, 2003). If fully
funded, the legislation is anticipated to cut the number of uninsured by one
million persons. However, the law raises several ERISA issues and will likely be
challenged in court. A second example, the state of Maine’s recently enacted
Dirigo Health plan, is intended to bring about universal coverage for the state’s
roughly 180,000 uninsured persons by the year 2009, relying on a mix of public
and private coverage sources and financing by means of a premium tax levied on
employers as well as federal Medicaid dollars (Associated Press, 2003; Carrier,
2003; Haskell, 2003).

The States and the Employment Retirement Income Security
Act of 1974 (ERISA)

Finding: The federal Employee Retirement Income Security Act of
1974 (ERISA) constrains the ability of states to mandate employ-
ment-based coverage, one strategy to extend private coverage within
their boundaries.

Because most Americans receive their health insurance through their employ-
ers or as dependents on another’s employment-based policy, there has been much
interest in extending private-sector coverage, through insurance market reforms
or regulation of premiums, benefit packages, and eligibility. However, as discussed
earlier in the chapter, ERISA effectively precludes states from trying to expand
workplace coverage by directly regulating employers’ health plans (Butler, 2002).

ERISA does permit states to regulate the insurance companies and the com-
pany products that the state licenses, but not self-insured employer plans (Butler,
2000). The statute has implications for the options for extending coverage, either
publicly or privately. In the area of public financing, states can levy a tax on
employers and insurers to finance a public coverage program (i.e., through a
payroll, income, or other transaction tax), but the tax may not be imposed directly
on an employer’s health plan, and state assistance to help purchase employment-
based coverage for low-waged workers must depend on voluntary participation by
employers and cannot be mandated (Butler, 2000). Neither state nor federal
benefits mandates (which also apply to self-insured plans exempt from state regu-
lation under ERISA) appear to influence the decision of a firm to self-insure
(Jensen and Morrisey, forthcoming). Although court rulings since the mid-1990s
have given states more leeway to regulate in ways that may affect ERISA health
plans, ERISA remains a significant influence.

In the shadow of ERISA, the states have largely been limited in their ap-
proaches to extending coverage to regulating their small-group and nongroup
insurance markets and extending public coverage. The division of responsibilities
between the private and public sectors and, within the public sector, among
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federal, state, and local jurisdictions, has made it difficult for states to fund public
extensions for persons with incomes above the poverty level.20  As a result, across
the states discussed in this section, there is little variation in sources of coverage,
other than the percentage of employment-based coverage; see Figure 3.2.
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FIGURE 3.2 Coverage and uninsured rates and number of uninsured (in thousands) for
population under age 65 in selected states and national averages, 2002.
NOTE: Coverage reported as military (i.e., Tricare, CHAMPVA) is counted as employ-
ment-based. Precise estimates do not add to 100 percent due to rounding and because
respondents may report more than one source of coverage within a year.
SOURCE: U.S. Census Bureau, 2003d.

20See Gold et al. (2001) for a discussion of this “structural pluralism” and the inherent tensions and
ambiguities that this pluralism engenders.
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Five Leading States for Coverage Extensions

Finding: At the state level, significant reduction of uninsurance is
more likely with incrementalism that is integrated into a compre-
hensive reform strategy over time than it is with ad hoc or disjointed
changes implemented without a plan to achieve universal coverage.

Finding: Although some states have made significant progress in
reducing uninsurance, even the states that have led major coverage
reforms have large and persisting uninsured populations.

Finding: Despite the use of federal Medicaid waivers to leverage the
dollars spent by entirely state-funded public insurance programs,
states do not have the fiscal resources to implement fully their
existing public coverage programs. Reliance on income or sales
taxes to raise revenues makes the funding base for public coverage
programs unstable. States are further constrained from eliminating
uninsurance within their boundaries by categorical limits on eligibil-
ity for federally supported public coverage programs.

In the sections that follow, the Committee highlights the differing approaches
and experiences of five states that led reform in the 1990s. Since the mid-1980s,
each of these states has taken advantage of Medicaid Section 1115 waivers to
expand their programs beyond the mandatory populations and eligibility levels
established by the federal government. Hawaii, Massachusetts, Minnesota, and
Oregon folded in their own separate coverage programs for persons ineligible for
Medicaid. It is important to note, however, that Section 1115 waivers do not
bring new federal dollars into a state; all waivers are required to be cost neutral to
the federal government. Following Hawaii’s 1974 employer health coverage man-
date, in the early 1990s Massachusetts, Minnesota, and Oregon each enacted and
attempted to implement extensions of coverage geared toward universality, and
Tennessee made its goal to dramatically increase public coverage. The experiences
of each of these states points out the limits of reform without new federal funds.
Despite the fact that these states started with broad employment-based coverage
and public programs and have extended public coverage significantly, none has
achieved universal coverage within their state. The progress they have made is
now jeopardized by ongoing fiscal and economic difficulties facing states. Not-
withstanding the recent passage of legislation in Maine that would move the state
toward universal coverage, it is important to recognize that few states have taken
on significant extensions of public coverage. Most states have higher uninsured
rates than the states selected here for discussion and, thus, much further to go to
achieve universal coverage.
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Hawaii

Hawaii is home to nearly 1.2 million people of all ages, more than one-third
of whom live in households earning less than 200 percent of FPL (KCMU,
2003d). The state has attempted to boost health insurance coverage through its
employer mandate (the only one in the United States), called the Prepaid Health
Care Act of 1974 (PHCA), and through public coverage. PHCA was enacted
prior to ERISA and received an exemption from Congress in 1983 (The Hawaii
Uninsured Project Leadership Group, 2002). PHCA requires most employers
(with the exception of government) to offer coverage to employees working at
least part-time (19.5 hours per week on a continuing basis) and makes a premium
subsidy available to small firms (Law, 2000). Hawaii has addressed some of the
coverage gaps left by PHCA through public coverage. A Medicaid Section 1115
waiver awarded in 1994 created the Health QUEST program, a capitated Medic-
aid managed care strategy that combines Medicaid, SCHIP, and state-only cover-
age programs.

While Hawaii’s employer mandate has been interpreted as an important
precedent for other states and a positive step toward universal coverage within the
state, it is unclear how much implementation of PHCA has reduced uninsurance,
compared to other factors including a relatively lower rate of increase in health
care inflation, the particulars of the state’s market for insurance (i.e., existence of
modified community rating, small number of insurers), and health care utilization
patterns (Neubauer, 1993; GAO, 1994). An 8 percent drop in the number of
uninsured has been attributed to PHCA (about 8,000 newly insured persons),
with socioeconomic and demographic characteristics such as the overrepresentation
of Asian ethnic populations with higher-than-average coverage rates better ex-
plaining shifts in private coverage and the uninsured rate observed after enactment
of the employer mandate (Dick, 1994).

Even with its unique exemption from ERISA, serious constraints on Hawaii’s
employer mandate have kept it from reaching its full potential. Criticisms of
PHCA have focused on the state’s lack of enforcement or oversight of employer
compliance, the lack of a mandate that coverage be offered to a worker’s depen-
dents, and the fact that workers whose employers are excluded from the Act are
most likely to be uninsured (e.g., temporary, contract, and self-employed workers)
(Dick, 1994; Law, 2000); some of the difficulties with PHCA stem from the fact
that the one-time exemption granted from ERISA did not permit the state to
update or modernize its program once the exemption was granted, leading to
administrative inefficiencies and in some ways a mismatch between subsequent
needs and program capabilities. However, more than 90 percent of employers do
offer their workers the option of purchasing a health insurance plan that includes
dependents (The Hawaii Uninsured Project Leadership Group, 2002).

Because Hawaii’s ERISA exemption has preserved PHCA basically as it was
in 1974, the state’s ability to modernize the program has been hindered and it has
established other programs to cover the uninsured. Public coverage through
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Health QUEST extends eligibility to pregnant women at 185 percent of the
poverty line, children through 18 years at twice the poverty line, and other adults
who earn less than poverty (The Hawaii Uninsured Project Leadership Group,
2002). Two other public programs extend coverage to those who would likely be
uninsured otherwise: legal immigrant children ineligible for Medicaid and SCHIP
and short-term coverage to persons earning less than 300 percent of poverty who
no longer qualify for other public insurance (The Hawaii Uninsured Project
Leadership Group, 2002). Funds to support the QUEST programs come from
state general revenues, federal matching funds from Medicaid and SCHIP, and
enrollee premiums.

The most recent Census Bureau estimates put Hawaii’s uninsured rate for
persons under age 65 at 11.4 percent (2002), lower than the national average
though not the lowest in the nation, and about 121,000 people remain uninsured
(U.S. Census Bureau, 2003d).21  Of the state’s uninsured, most are adults under
age 65, although there are 24,000 uninsured children under age 18 (U.S. Census
Bureau, 2003d). Three-quarters of the uninsured are in households earning less
than twice the poverty line, for whom the uninsured rate is 22 percent (KCMU,
2003d).

Massachusetts

Nearly 6.3 million people of all ages live in Massachusetts, and almost a third
live in households earning less than twice the poverty line (KCMU, 2003e). The
state first moved toward universal coverage in the late 1980s and subsequently has
significantly extended public coverage. Legislation passed in 1988 promised uni-
versal coverage, expanding current programs, filling in selected gaps and integrat-
ing certain aspects of the programs, and including an employer “pay or play”
provision that was never implemented.22 Voters came close to passing a second
universal coverage referendum during 2000.  In 1997, Massachusetts implemented
a Section 1115 Medicaid waiver that broadened eligibility for existing public
coverage programs, created two new programs, and merged the entirety into a
unified MassHealth program (Bovbjerg and Ullman, 2002).

21The state’s annual telephone Health Survey provides a much smaller estimate of 5.5 percent
uninsured, or approximately 64,440 uninsured people, for the most recent year (2001) for which data
are available (State of Hawaii, 2002; The Hawaii Uninsured Project Leadership Group, 2002). The
state and Census Bureau estimates are not comparable, given differences in data collection, definitions
of coverage status, and methods. For the states discussed in this section, the estimated uninsured rate is
based on data from the Census Bureau’s March Current Population Survey.

22The term “pay or play” typically refers to a requirement that employers either offer a health
insurance plan to their workers and dependents or pay (often a payroll tax) into a public fund to
support health insurance coverage for uninsured employees and families.
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In the first two years of the waiver, there was a 14 percentage point increase
in public coverage and greater than a 7 percentage point drop in the uninsured
rate for low-income children; for low-income adults, there was an 8 percentage
point increase in public coverage and an 11 percentage point drop in the unin-
sured rate (Bovbjerg and Ullman, 2002). Three years into the waiver, enrollment
in public coverage had grown from about 700,000 to 926,000 (Bovbjerg and
Ullman, 2002).

MassHealth consists of two programs that offer eligibility to the disabled and
Medicare-eligible persons and four programs that extend coverage to the
noninstitutionalized, nondisabled population (Bovbjerg and Ullman, 2002). These
programs extend eligibility to

• pregnant women and infants in families earning up to twice the poverty
level;

• children up to 150 percent of FPL, and parents up to 133 percent of FPL
(Standard);

• unemployed low-income adults and their families earning up to four times
the poverty level (Basic);

• children in families earning between 150 and 200 percent of poverty,
adults earning up to 200 percent of poverty through an employer premium
subsidy, and persons living with HIV (but not with active AIDS) earning less than
200 percent of poverty (Family Assistance); and

• emergency services (through MassHealth Limited) for low-income per-
sons ineligible for other programs (e.g., undocumented immigrants) (Rosenbaum
et al., 2002).

MassHealth is funded by state revenues and from federal matching funds from
both Medicaid and SCHIP.

Massachusetts’ uninsured rate of 11.3 percent (2002) is lower than the na-
tional average for the population under age 65. Nonetheless, there are approxi-
mately 637,000 uninsured under age 65 in the state (U.S. Census Bureau, 2003d).
High levels of both employment-based and public coverage contribute to the
relatively low uninsured rate (Bovbjerg and Ullman, 2002). Six percent of the
state’s children under age 18 are uninsured (approximately 88,000 uninsured
children), and the rest of the uninsured are adults under age 65 (U.S. Census
Bureau, 2003d).

Minnesota

A total of about 4.9 million people live in Minnesota, and 22 percent of them
live in households that earn less than 200 percent of FPL (KCMU, 2003f). Min-
nesota has extended public coverage gradually, through a step-by-step or phased-
in incremental approach of filling in private coverage gaps using the availability of
federal matching funds through Medicaid to maximize the eligibility levels it can
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offer state residents (Chollet and Achman, 2003). In 1994, Minnesota inaugurated
its own public coverage program, MinnesotaCare, intended to achieve universal
coverage in ten years by expanding eligibility to all members of low- and moder-
ate-income families ineligible for Medicaid (Gold et al., 2001). A year later, the
state folded MinnesotaCare into a Section 1115 Medicaid waiver, together with
the state’s Medicaid program and other state-supported public coverage (Gold et
al., 2001).

Minnesota’s public coverage programs extend eligibility through a small group
purchasing pool for county, town, and school district employees and their families;
to childless adults earning less than 70 percent of FPL who are ineligible for
Medicaid (e.g., noncitizen immigrants, persons in mental institutions) (General
Assistance Medical Care); pregnant women and infants under two years at nearly
three times the poverty level, families with children earning less than 275 percent
of FPL, and childless adults earning less than 175 percent of FPL (Medical Assis-
tance, MinnesotaCare); and a high-risk pool (Chollet and Achman, 2003). Be-
cause the state’s public programs made children eligible well above 200 percent of
FPL before the enactment of SCHIP and SCHIP funds can be used only to extend
coverage to newly eligible populations, Minnesota’s SCHIP program covers only
a few hundred children (Chollet and Achman, 2003). Public coverage is financed
with a mix of federal, state, county, and private dollars, including enrollee premi-
ums and a tax on health care providers; about half of the state’s spending is
matched by federal dollars, for the most part Medicaid (Chollet and Achman,
2003). The state is at a relative disadvantage financially compared with other states
because it cannot reap the full benefit of new federal funds for SCHIP that are
matched at a higher rate than is Medicaid spending.

Changes in enrollment have reflected welfare reform and growth in earnings
among the poor, for example, a dip in public programs (Medical Assistance and
General Assistance Medical Care) after the delinking of welfare from Medicaid
(Chollet and Achman, 2003). Over the decade from 1991 to 2001, both of these
programs have declined somewhat in enrollment overall (although the numbers of
enrollees outside of the welfare system grew), while there has been steady growth
for MinnesotaCare (Chollet and Achman, 2003).

The state’s low uninsured rate of 8.8 percent (2002) for the population under
age 65 reflects high levels of both employment-based and public coverage (U.S.
Census Bureau, 2003d). In 2000, public programs enrolled nearly all uninsured
low-income persons under age 65 in the state (Chollet and Achman, 2003). Yet
there are still an estimated 397,000 uninsured persons under age 65 (U.S. Census
Bureau, 2003d). Most (325,000) are adults. About two-thirds of this uninsured
population (including 91 percent of uninsured children) are believed to be eligible
for but not enrolled in some type of coverage. If all eligible persons were enrolled,
the state’s uninsured rate, it is estimated, would stand at 2.7 percent (Chollet and
Achman, 2003).
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Oregon

There are approximately 3.4 million persons of all ages in Oregon, one-third
of whom live in households earning less than twice the poverty line (KCMU,
2003g). Since the 1980s, health reformers have attempted to implement universal
coverage in the state in coordinated phases. The most widely known of these
reforms is the Oregon Health Plan, enacted in 1994, which expanded Medicaid
(through a Section 1115 Medicaid waiver), imposed an employer mandate (never
implemented because the state did not receive the exemption it sought from
ERISA), provided a public subsidy for workers to purchase employment-based
coverage, and created a state high-risk pool (Gold et al., 2001). The Medicaid
expansion received national attention for its innovative benefits package (initially
intended to be applicable to the employer mandate and other parts of the Oregon
Health Plan), which ranked conditions by priority for coverage, given the budget-
ary constraints imposed by the Medicaid waiver obtained to implement the ex-
pansion (Conviser, n.d.; Skeels, 1994; Jacobs et al., 1999). Conditions for which
treatment would be covered under the expansion have been ranked in order of
priority (reflecting cost effectiveness, the number of people potentially affected,
and other factors) and funding decisions made on the basis of the prioritized list. A
series of working groups and meetings across the state engaged, and continue to
engage in, public and legislative discussion about the scope of health insurance
benefits.

Currently, the Oregon Health Plan extends Medicaid eligibility to pregnant
women and children under age 12 with incomes up to 170 percent of FPL and
other residents earning up to the poverty line (Gold et al., 2001). Through the
Family Health Insurance Assistance Program, subsidized coverage is available for
persons ineligible for Medicaid who earn up to 170 percent of FPL (Gold et al.,
2001).

The Health Plan is financed by cost savings achieved through mandatory
managed care participation by enrollees and state revenues including income taxes
and a sales tax on cigarettes, a funding base vulnerable to change with the changing
economic fortunes of the state. As a result, enrollment barriers have been raised to
slow growth of the public expansion, through income and assets tests and premi-
ums (Gold et al., 2001).

In 1993, before the Oregon Health Plan was implemented, the state’s unin-
sured rate was 14.7 percent, or about 453,000 persons under age 65 (Gold et al.,
2001). In the first year, there was an unanticipated groundswell of participation,
with approximately 100,000 persons newly enrolled (the initial goal was to extend
coverage to an additional 130,000 persons), of whom roughly 75,000 were new to
public coverage (Leichter, 1999; Gold et al., 2001). Since the first year, growth in
public coverage has been more modest, covering in total an estimated additional
130,000 low-income persons who would otherwise be uninsured (Leichter, 1999).
Four years into the Health Plan, roughly two-thirds of the 1993 low-income
uninsured population was enrolled (Gold et al., 2001).
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Current coverage gaps include uninsured adults earning more than 100 per-
cent of FPL, including those with incomes below 170 percent of FPL who, while
eligible for the public subsidy, either may not be able to enroll because of fiscal
limits on the coverage programs or may be unable to find affordable coverage
(Gold et al., 2001). The state’s uninsured rate of 16.5 percent (2002) for the
population under age 65 is barely lower than the national average, and an esti-
mated 511,000 persons under age 65 lack coverage (U.S. Census Bureau, 2003d).
More than eleven percent of the state’s children under age 18 are uninsured
(roughly 95,000 uninsured children) (U.S. Census Bureau, 2003d).

Tennessee

Tennessee is home to about 5.6 million people of all ages, nearly 40 percent
of whom live in households earning less than twice the poverty level (KCMU,
2003h). Although the state’s insurance expansion was not expected to bring about
universal coverage, it did broaden public coverage dramatically and significantly in
1994, through reform of its Medicaid program (Gold et al., 2001). A few years
earlier, Congress had restricted the use of provider taxes to raise state matching
funds for Medicaid, throwing Tennessee’s publicly financed health care into fiscal
crisis. State officials responded by obtaining a Section 1115 waiver that allowed
the state to extend public coverage to greater numbers of uninsured persons and
recapture federal Medicaid dollars that would no longer be available through the
DSH program. The waiver created a new program, TennCare, that implemented
mandatory managed care for all enrollees and doubled the number of enrollees
within its first year.

TennCare extends eligibility for coverage to 400 percent of FPL. However,
since January 1995, enrollment has been capped at 1.3 million persons because of
limited public dollars to support further enrollment. Although TennCare is funded
by federal, state, and local funds, including Medicaid DSH payments to hospitals
and annual insurer assessments, support has been insufficient to cover all who are
eligible to enroll and has also constrained provider reimbursements. One study
estimates that, during TennCare’s first five years, the federal and state governments
spent about $700 million less than would have been predicted for the Medicaid
program without the waiver. At the same time, TennCare’s expansion of eligibil-
ity cost approximately $3.8 billion more (net new costs of $3.1 billion) from all
payers than would have been predicted when anticipated changes in charity care,
patients’ cost sharing, and local government spending were considered (Conover
and Davies, 2000).

At present, no new eligible persons may enroll unless they are members of
groups required to be covered by Medicaid, dislocated workers, children in fami-
lies earning less than 200 percent of FPL, and children in families earning between
twice and four times the poverty limit who do not have access to employment-
based coverage (Conover and Davies, 2000; Gold et al., 2001). In the year before
TennCare (1993), Tennessee’s uninsured rate was 13.2 percent (about 673,000
persons under age 65) (Gold et al., 2001). In the first year after TennCare began,
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the state’s uninsured rate shrank by one-third to one-half, putting the state well
below the national average uninsured rate. Four years into the program, nearly
400,000 persons have left the ranks of the uninsured and enrolled (Gold et al.,
2001).

Currently about 12.0 percent (606,000 persons) of the state’s residents under
age 65 are uninsured (2002) (U.S. Census Bureau, 2003d). Most are adults, al-
though nearly one in six are children under age 18 (U.S. Census Bureau, 2003d).

LOCAL INITIATIVES TO EXTEND COVERAGE

In many states across the country, counties are the providers of last resort for
the underserved and uninsured (IOM, 2003a). Counties have responded to this
charge in a variety of ways. The three counties reviewed in this section are among
the few jurisdictions that have programs devoted explicitly to increasing the level
of insurance coverage significantly and reducing uninsurance. Each takes a differ-
ent approach, tailored to the characteristics of the local population, the resources
available to deliver and pay for care that would otherwise go uncompensated or
not be received at all, and local leadership. At each site, state or local conversion
foundations, created as part of changes in the ownership status of health plans or
hospitals, have contributed financing for coverage initiatives. From the following
discussion of local extensions, the Committee draws the following observation.

Finding: Extensions of public or private coverage at the county level
have focused on increasing coverage among targeted populations
rather than the entire uninsured population locally. Despite the
potential of local programs to address targeted gaps, the lack of a
reliable funding source limits their scope and effectiveness.

San Diego, CA

In 2001, there were nearly 365,000 uninsured children and adults under age
65 in San Diego County, or about 15.1 percent of the county’s 2.4 million
residents (Brown et al., 2002).23  There is a sizable coverage gap among low-
income workers. In 1997, two local organizations—the Sharp Health Plan (a
nonprofit insurer) and the Alliance Healthcare Foundation (a conversion founda-
tion)—created a small-scale demonstration program to reduce uninsured rates

23This is a point-in-time estimate (e.g., the survey respondent reported his or her coverage status at
the time of participation in the survey). Analysts evaluating the county’s uninsured problem devel-
oped a much higher estimate of the number of uninsured in the county, 537,000 persons, based on a
three-year moving average of national Census data (the March Current Population Survey 1998–
2000) that estimates uninsured status over a one-year period of time (the calendar year preceding the
year of the survey) rather than a point-in-time estimate (Kronick, 2002). This higher estimate of the
number of uninsured persons yields a higher county uninsured rate of 21.7 percent.
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among low-income workers by offering employer premium assistance to small
firms that do not offer employment-based coverage (Silow-Carroll et al., 2001).
The program, abbreviated FOCUS (for Financially Obtainable Coverage for Un-
insured San Diegans), targeted firms with 50 or fewer workers and formally began
in April 1999.

Firms are eligible to participate if they have not offered coverage in the
previous year, and they are given a two-year commitment of support (Silow-
Carroll et al., 2000). Employees may enroll if they work full-time, earn up to 300
percent of FPL, and have been uninsured for the past year, with the requirement
that all dependents be enrolled as well; however, dependents may also be eligible
for public coverage (Silow-Carroll et al., 2000). Both employers and employees
contribute to the premium, which is subsidized by private dollars from Sharp
Health and two foundations (the California Endowment and the California Health
Care Foundation) established when Blue Cross of California converted to for-
profit ownership status (personal communication, Jeffrey Lazenby, Sharp Health
Care, April 29, 2003). Providers are paid on a fee-for-service basis, and the benefit
package is comparable to that of other local commercial benefits, with copayments
but no deductibles (Silow-Carroll et al., 2001; personal communication, Jeffrey
Lazenby, Sharp Health Care, April 29, 2003).

Although outreach has been an important part of FOCUS and the business
community has offered much interest and support, enrollment has been limited by
the availability of funding. To date, FOCUS has obtained roughly $3 million in
private support (personal communication, Jeffrey Lazenby, Sharp Health Care,
April 29, 2003). The target population initially identified was the approximately
49,000 adult workers employed by firms that did not offer coverage and the initial
goal of FOCUS was to enroll 1,000 workers. As of mid-2000, nearly 2,000
workers and dependents were estimated to be enrolled, representing 232 busi-
nesses; participating employers are more likely than average to have uninsured
owners who are also more likely to be foreign born and to have a very low-waged
workforce (Kronick, 2002). An estimated 55,000 to 80,000 uninsured workers
and dependents would be eligible to enroll if the program were expanded (per-
sonal communication, Jeffrey Lazenby, Sharp Health Care, April 29, 2003). At
present, enrollment is closed to new firms but open to new employees and their
dependents that join firms already participating in FOCUS.

Alameda County, CA

About 1.3 million people live in Alameda County, situated in the Bay Area
and including the cities of Oakland, Berkeley, and Hayward. The county has an
uninsured rate of about 8.4 percent, or roughly 109,000 uninsured under age 65
(Brown et al., 2002).24  More than half of the uninsured adults are in the workforce,

24In 2000, the county supported its own survey of sources of coverage status over a 3-month
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with 28 percent earning less than the poverty level and another 37 percent earning
between 100 and 250 percent of FPL (Ponce et al., 2001). In 1996, the county
health department began a collaboration with local providers, screening low-
income people for Medi-Cal (the state’s Medicaid program) for enrollment in a
managed care plan (personal communication, Nina Maruyama, Alameda Alliance,
May 29, 2003). The program, known as the Alameda Alliance for Health, has
evolved into a private, nonprofit managed care health plan that receives a core of
public funding and builds programming around its private-sector and foundation
fundraising. Its goal has been to provide or coordinate seamless, continuous cov-
erage for all members of families earning up to 300 percent of FPL who are county
residents, considered as a unit rather than as individually eligible, regardless of
eligibility for other public programs or immigration status (Ibarra, 2002). The
Alliance’s strategy has been to gather stakeholders and to participate in coalitions
devoted to improving access to care.

Alliance coverage programs emphasize primary and preventive services while
offering a comprehensive benefit package. Care is provided by a network of
providers. Enrollees pay part of their premiums, with the Alliance supporting
premiums that are not covered through public programs such as Medi-Cal or
SCHIP. Copayments are tied to the type of service, with none for primary and
preventive services to encourage utilization and a copay for emergency depart-
ment visits to discourage nonurgent use. In addition, the Alliance takes a culturally
sensitive approach to outreach among the county’s diverse population, translating
materials into a number of languages and working with community-based groups.
More than half of the enrollees in its Family Care program are Spanish speaking
and 19 percent speak Cantonese.

The Alliance offers subsidized coverage to all members of families earning no
more than 300 percent of FPL (Medi-Cal, an SCHIP program called Healthy
Families, and Family Care) and unsubsidized coverage (through the First Care
program) for those with higher incomes (Ibarra, 2002). For Family Care, which
has nearly 5,200 enrollees, family members may qualify under different programs,
for example, Family Care program eligibility is extended to family members
(parents, siblings) of those who qualify for Medi-Cal or Healthy Families. As of
spring 2002, approximately 81,000 persons were enrolled through the Alliance,
most of whom (68,000) received coverage through Medi-Cal. In addition, the
Alliance Group Care program begun in 2002 offers subsidized coverage to full-
time home supportive services workers (about half of whom were previously
uninsured).

Financing comes from a combination of public and private sources. The

period, arriving at an estimate that roughly 16 percent of the county’s adults, or 140,000 persons,
were uninsured (Ponce et al., 2001). While this survey’s estimated uninsured rate is about double the
estimate given by a statewide survey that included a sample of county residents questioned about their
coverage status over the course of a year, both surveys arrive at estimated numbers of uninsured
persons that are surprisingly similar (Brown et al., 2002).
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nonprofit’s endowment is supported by grants from the California Endowment,
the California Health Care Foundation, and tobacco settlement dollars from the
county. Coverage programs have been added as new funding streams have be-
come available, for example, through the federal SCHIP program (1998).

Hillsborough County, FL

In 2000, roughly 40,000 of the county’s 1 million residents were uninsured
and living below the poverty line (personal communication, Toni Beddingfield,
Hillsborough Health Plan, April 30, 2003).25  Like other Florida counties,
Hillsborough (which includes the city of Tampa) serves as a provider or payer of
last resort for the county’s medically indigent population. In the early 1990s, rising
health care costs, especially uncompensated care costs at the county public hospital’s
emergency department, motivated county officials to devise a health care plan for
the portion of its uninsured population below the poverty line. The Hillsborough
Health Plan is intended to promote the use of primary and preventive services,
targeting low-income families and coordinating the provision of coverage with
other public services in the county (personal communication, Toni Beddingfield,
Hillsborough Health Plan, April 30, 2003).

Eligibility is restricted to persons earning no more than 100 percent of FPL;
for persons earning up to 125 percent of FPL, catastrophic coverage is available
with an income-based sliding scale premium (Hillsborough County, 2003). En-
rollees obtain care on a fee-for-service basis through one of four networks of
providers that have contracts with the county (personal communication, Toni
Beddingfield, Hillsborough Health Plan, April 30, 2003). Since its inception, the
plan has been supported by county revenues from property and a dedicated sales
tax, as well as premiums for the catastrophic care plan (Hillsborough County,
2003).

The county made a concerted outreach effort through its neighborhood
service centers and with assistance from local community-based groups, reaching
an initial enrollment of 15,000 out of the 40,000 eligible (personal communica-
tion, Toni Beddingfield, Hillsborough Health Plan, April 30, 2003). In 2002,
nearly 28,000 persons were enrolled in the Health Plan, divided between indi-
vidual members (61 percent) and families (39 percent) (personal communication,
Toni Beddingfield, Hillsborough Health Plan, April 30, 2003). In addition to
extending coverage, the Health Plan has been estimated to have saved more than
$11 million in hospital emergency department costs (personal communication,
Toni Beddingfield, Hillsborough Health Plan, April 30, 2003). Like many other
states and counties, however, Hillsborough has faced budget shortfalls over the
past few years that have led County Commissioners to make difficult decisions. In

25A state-level survey in 2000 estimated the county’s uninsured rate at 14 percent, with 117,000
uninsured persons under age 65 out of a general population of 839,000 (Lazarus et al., 2000).
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2003, cost-saving measures have been geared toward decreasing enrollment (by
requiring more frequent reenrollment).

SUMMARY

None of the reform campaigns or public initiatives discussed in this chapter
has achieved universal health insurance coverage. Economic and demographic
changes over time have influenced the level of private coverage (employment-
based coverage), with larger public insurance programs such as Medicaid and
SCHIP modestly lowering the proportion of uninsured persons by filling in some
of the many gaps in coverage created by the employment-based system. As illus-
trated in Figure 3.1, however, given the absence of major federal reform targeting
the general population since the mid-1960s, there has been little variation in the
sources of coverage and in the uninsured rate over the past 25 years.

Those pursuing extended coverage in recent years have grappled with con-
cerns and obstacles shared by reformers before them. During the era before Medi-
care and Medicaid, reformers sought health care financing arrangements that
would apply universally (covering all members of society), be affordable to those
seeking coverage, and be adequate in benefits to sustain health and well-being
(making accessible the demonstrated and perceived advantages of medical care).
The boom in private coverage between the mid-1930s and the 1960s, through
Blue Cross and Blue Shield and independent plans initially, then by commercial
insurers in the group market, made employment-based coverage the norm for
most Americans.

Implementation of Medicare and Medicaid in the 1960s filled in some of the
gaps left open by employment-based coverage, for persons aged 65 and over and
for categories of the poor and medically indigent. The two programs, which today
cover nearly a quarter of the U.S. population, grew to be much more expensive
than initially anticipated. After the federal government became a major insurer and
purchaser of health care, reform campaigns shifted their focus to controlling costs,
stressing the need for insurance schemes to be affordable to society, administra-
tively efficient, and transparent to political stakeholders. Over the decades, there
has been moderate public sympathy for the general idea of universal coverage, yet
no groundswell of public interest in a particular strategy to reach this goal (indeed,
polls report a drop in support for universal coverage when couched in terms of
specific provisions or financing requirements) (Marmor, 1973), and the spillover
effects of a large uninsured population on persons other than the uninsured them-
selves have gone largely unacknowledged by the public (IOM, 2003a).

Even though most uninsured persons are members of families with at least
one worker, government efforts to reduce uninsurance since Medicare and Med-
icaid continue to focus on public coverage to fill gaps. Since the mid-1980s, major
federal initiatives to extend both public and private coverage have lowered unin-
sured rates among children and raised the numbers with public coverage, although
the number of uninsured overall has continued to grow. Between 1984 and 1990,
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Congress gradually expanded Medicaid eligibility for pregnant women, infants,
and young children, delinking coverage from welfare eligibility. These Medicaid
expansions were followed in 1997 by the creation of SCHIP grants-in-aid to the
states. SCHIP appears to have reduced the number of uninsured children recently,
but millions of children remain uncovered, more than half of whom are eligible
(Broaddus and Ku, 2000; Dubay et al., 2002a,c; Kenney et al., 2003). Federal
initiatives to extend employment-based coverage have targeted improved port-
ability and continuity of coverage through the COBRA, HIPAA, and TA statutes,
yet the lack of authority or resources under COBRA and HIPAA to make
insurance premiums affordable has seriously limited their usefulness and impact.

With the exception of Tennessee, the states discussed in this chapter have
relied on relatively high levels of employment-based coverage, plus generous
public coverage for their low-income populations using Medicaid waivers and
additional state funds to keep uninsured rates below the national average. Con-
straints on federal dollars, for example, due to the budget-neutrality requirement
of Medicaid waivers, and the shortcomings of the federal matching formula
(FMAP) to compensate adequately for the effects of economic recessions, contrib-
ute to the difficulties experienced by the states in extending coverage (Corrigan et
al., 2003; IOM, 2003a). The federal ERISA also narrows state options to reform
their private insurance markets, through which most of their residents obtain
coverage. However, it is mainly the lack of sufficient or sufficiently stable public
dollars that has checked broad access reforms, despite the willingness, albeit lim-
ited, of taxpayers in these states and others to tax themselves in order to raise funds
to extend coverage, for example, through tobacco taxes (Marquis and Long, 1997;
IOM, 2003a). Hawaii’s inability to update provisions of its employer mandate to
meet newer needs for coverage and failure to enforce the mandate contribute to
an ongoing population of uninsured low-income workers, while limited resources
have constrained public programs intended to fill coverage gaps. The breadth of
Massachusetts’ reforms is comprehensive, yet implementation of its “pay or play”
law for employment-based coverage was delayed and eventually repealed due to
waning political support, limiting the state’s ability to boost private-sector cover-
age. Budget shortfalls have limited public coverage programs (MassHealth). In
Minnesota, the uninsured rate is nearly the lowest in the nation, but gaps in
coverage remain, jeopardizing its goal of universal coverage. The inability to
obtain an ERISA exemption kept Oregon from using its innovative Medicaid
expansion to broaden employment-based coverage in the state, and reliance on tax
revenues has left the Oregon Health Plan underfunded. Finally, Tennessee’s am-
bitious efforts to use existing Medicaid dollars and managed care contracting to
markedly extend the program to its uninsured population with low and moderate
incomes resulted in increased enrollment among the poorest segment of this group
in the first year, followed by closed enrollments to all but those required under law
to be covered. Localities, whose economic resources are more limited than those
of the states (which can cross-subsidize among communities), may come close to
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filling a particular local gap in coverage but remain even more constrained than are
the states by a lack of sustainable revenues for public coverage.

Despite gradual extensions of public programs at the federal, state, and local
levels and isolated efforts around the country to move toward the goal of universal
coverage, the lack of national political consensus has hindered a substantial reduc-
tion, if not elimination, of the problem of uninsurance in the United States.
Laudable state- and county-level efforts to extend coverage have been constrained
by a lack of resources. The circumscribed nature of these past and present initia-
tives suggests that attempts to provide universal coverage through state or local
efforts without a substantial infusion of additional federal funds, and federal lead-
ership, are unrealistic.

Conclusion: The persistence of uninsurance in the United States
requires a national and coherent strategy aimed at covering the
entire population. Federal leadership and federal dollars are neces-
sary to eliminate uninsurance, although not necessarily federal ad-
ministration or a uniform approach throughout the country. Uni-
versal health insurance coverage will only be achieved when the
principle of universality is embodied in federal public policy.

In the chapters that follow, the Committee builds on this base of knowledge
about past and present efforts to reduce uninsurance to formulate its set of prin-
ciples to guide a universal approach to insuring all Americans. These principles
will be used to assess comprehensive models that describe “pure” or ideal ap-
proaches to universal coverage (for example, an employer mandate) in order to
reach conclusions and recommendations about how the United States can defi-
nitely and successfully eliminate uninsurance among its population.
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4

Principles to Guide the
Extension of Coverage

The Committee believes the United States should not be bound by the
limited successes and considerable difficulties encountered in past attempts to
significantly extend health insurance coverage. The problems caused by
uninsurance are too serious to be left unsolved. The overview of the Committee’s
previous reports and findings clearly shows that uninsured people have poorer
health and die prematurely, compared with their insured counterparts. Having an
uninsured family member can destabilize the whole family financially and threaten
its well-being. Communities and their health care providers are threatened, too,
when faced with large numbers of residents who do not have the financial means
to pay for the care they use or need but go without. Also, the economic costs to
society are large.

In Chapter 2 the Committee presents the key findings and evidence of its first
five reports. That and Chapter 3, with its historical review of efforts to extend
coverage and discussion of more recent federal and state efforts, provide the
foundation for the principles in Chapter 4. The earlier chapters describe and
analyze the evidence on uninsurance and previous attempts to reduce it. The
principles in this chapter rely on that evidence without repeating it here.

Clearly, many more than 43 million people experience periods without cov-
erage. There is constant movement into and out of insurance that results from the
current collection of insurance mechanisms and their lack of coordination. Any
solution that brings coverage to those without insurance cannot simply plug the
gaps in the current “non-system.” At a minimum, it must reform many aspects of
current health finance and will, inevitably, touch on aspects of health care delivery
as well. Optimally, reforms to increase coverage will improve both health insur-
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ance mechanisms and health care delivery. The first five reports of the Committee
point to the need for a coordinated system of coverage mechanisms.

In this chapter, the Committee prescribes its vision for reform and a set of
principles to guide efforts to expand coverage to those without health insurance
that are derived from its work in this and its previous reports. Each principle
relates to problems the Committee identified in the current non-system of financ-
ing care and outlines key aspects or criteria for our approach to health insurance in
the future. Taken together, the principles provide a standard against which options
to expand coverage should be measured.

The IOM standards require a conservative approach in assessing available
evidence and using it as a basis for policy recommendations. Because this study has
focused primarily on the effects of uninsurance, it does not have sufficient evi-
dence to address all aspects of extending coverage and does not attempt to set
specific criteria for all elements of financial access reform. For example, designing
effective cost containment mechanisms is critical. Controlling costs would benefit
efforts to expand coverage by making it more affordable. The Committee also
recognizes the need for reform of the health care delivery system, as discussed in
Chapter 1, but does not prescribe principles or criteria for all important changes.

The key goals of health care are to promote better health and well-being
among individuals and to reduce the burden of disease of the populace. Based on
the evidence reviewed and documented in previous reports, we posit a vision of
health insurance for the country that is essential for achieving these goals.

VISION STATEMENT

The Committee on the Consequences of Uninsurance envisions an
approach to health insurance coverage that will promote better
overall health for individuals, families, communities, and the nation
by providing financial access for everyone to necessary, appropriate,
and effective health services.

Although insurance coverage is critical, it is not the only element of any plan
to improve access to health care nationally. However, the independent and direct
effect of health insurance coverage on access to health services has been docu-
mented in the Committee’s previous reports. Insurance remains the key to open-
ing the door to needed services.

The Committee on the Consequences of Uninsurance has formulated five
principles to guide the creation of an insurance system that will help achieve its
vision. These principles are intended to:

• consolidate all the Committee’s evidence, findings, and conclusions into
clear, simple statements;

• provide useful guidelines for policy makers and the public as they assess
various proposals for extending health care coverage; and
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• describe the characteristics of a better insurance system toward which we
should aim.

The principles are based primarily on the Committee’s first five reports; some
are supported by additional research presented in this report. The statement of
each principle below is followed by a brief description and rationale. The first
principle is the most important and basic. Each principle is a necessary component
for reform. The remaining principles are not ranked by priority. The Committee
recognizes that any particular strategy to achieve universal coverage will entail
choices to balance among these principles and choices to balance goals even
within a single principle. The principles are purposely presented at a general level
because the balancing of choices and the specific operational definitions of the
principles will be created through the political process.

PRINCIPLES

1. Health care coverage should be universal.
Coverage for individuals is important. The health, social, and economic costs

borne by the uninsured, others living in the same communities, and the nation as
a result of widespread uninsurance lead the Committee to conclude that everyone
should be covered by health insurance.

The Committee has documented the adverse impacts of being uninsured on
the health and economic well-being of uninsured persons and their family mem-
bers. Uninsured persons are less likely to get the timely and appropriate health care
that they need. Compared with insured persons, the uninsured are sicker and die
sooner.

The Committee finds that the adverse health and financial effects of
uninsurance on individuals and families can affect others in the communities in
which they live, and that the financial burden of uninsurance is spread broadly, if
unequally, across all American taxpayers. The quantifiable economic losses associ-
ated with being uninsured are substantial.

“Universal” means “everyone.” Everyone living in the United States should
have health insurance. The Committee’s analysis of the extensive body of litera-
ture concerning access to health services and health outcomes provides no evi-
dence to support the notion that coverage should be limited based on citizenship
or immigration status.

There are several reasons why it is advantageous to have universal coverage
include everyone in the community. Newcomers (immigrants) are substantially
more likely to be uninsured than are U.S.-born citizens (Hoffman and Wang,
2003). Because newcomer (immigrant) populations are often concentrated in
particular communities and geographic areas, their uninsured status can have a
more severe impact on health service providers there, particularly on emergency
departments, than might be expected from national averaged data (Associated
Press, 2001; Taylor, 2001; Gribbin, 2002; MGT of America, 2002). Also, com-
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munities with disproportionate levels of uninsurance have an added burden of
disease and disability because uninsured people are likely to have poorer access to
preventive care and worse health as a result. Vaccine-preventable and communi-
cable conditions are of particular concern because they may affect many others
regardless of insurance status if undetected and untreated (IOM, 2003a,c).

At the family level, U.S-born children of newcomer parents may be eligible
for coverage, but if their parents are ineligible, the children as well as the parents
are less likely to use health care (IOM, 2002b). At the individual level, many
newcomers are working, productive, taxpaying members of their communities. It
is only equitable that they also participate in the universal coverage strategy.

2. Health care coverage should be continuous.
There should be no breaks in insurance coverage or periods without coverage

because even healthy people can experience injuries or other unexpected health
events that necessitate the use of health services. In addition, continuity of cover-
age promotes continuity of care, which improves quality (Weinick et al., 2000;
Hargraves and Hadley, 2003). Having a regular provider of care, particularly for
primary care and care of chronic conditions, is a generally recognized predictor of
high-quality care and is also made more likely by continuous coverage. The
Committee’s first three reports describe how easy it is to lose insurance coverage,
as well as the frequency and negative effects of discontinuities in coverage for
individuals and families. About 80 million people were without health insurance
for at least a month during a recent two-year period (Short, 2001). Uninsured
spells can lead to poorer health, greater risk of premature death, and exposure to
significant financial risk.

Employees and their families risk discontinuities because of a lack of effective
portability of coverage when their job or work status or family relationships
change. Much discontinuity in public coverage results from changes in personal
circumstances as well as administrative difficulties related to enrollment and
reenrollment. Some State Children’s Health Insurance Program (SCHIP) require-
ments include having a prior period without coverage before becoming eligible to
enroll. To achieve universal coverage, strategies to increase outreach and simplify
enrollment and reenrollment will be necessary.

3. Health care coverage should be affordable to individuals and
families.

By “affordable,” the Committee means that no one should be expected to
make contributions to their health care coverage that are so costly that they cannot
pay for the other basic necessities of life or afford to access health services. Because
patient cost sharing at the point of service can deter use, no one should face a level
of cost sharing so high that it would interfere with obtaining timely, necessary
health services (Newhouse and The Insurance Experiment Group, 1993; IOM,
2002b). Criteria for affordability must be linked to income. For example, Con-
gress determined that families eligible for SCHIP should not have to pay more
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than 5 percent of their income on medical costs, including premiums, copayments,
and deductibles (KCMU, 2002b).

The Committee finds that the main reason most people are uninsured is that
they perceive insurance to be unaffordable, regardless of whether the employer
makes a contribution or insurance is available through the individual (nongroup)
market. Uninsurance among families is strongly associated with relatively low
income. Lower income families do not have much leeway in their family budgets
to pay for insurance coverage and health services. Many experience hardships
covering their food and housing costs, and low-wage workers are less likely to be
offered health insurance on the job (IOM, 2001a, 2002b; Long, 2003). For ex-
ample, without an employer’s contribution, a family insurance policy comparable
to the average employment-based coverage would require an expenditure of
roughly 25 percent of pretax family income for a family at 200 percent of the
federal poverty level (approximately $36,800 annually for a family of four).

Although some individuals and families with low incomes manage to pur-
chase health insurance, the overwhelming majority would need a substantial em-
ployer contribution, government subsidy, or tax incentive to purchase private
insurance or would need access to a nearly free public program.

As a matter of equity as well as affordability, people who are at risk of using or
needing substantially more health care services than average should not have to
bear the full burden of an extremely high out-of-pocket premium to cover those
extra costs; the risks should be spread broadly. More than half the states have
recognized this issue of equity and affordability and created high-risk pools as an
alternative to community rating. The limited number of high-risk individuals in the
pools and the level of premiums offered them in the individual insurance market
indicate an affordability problem only partially ameliorated by the existing pools
and more than 20 states lack even that mechanism (U.S. General Accounting
Office, 1996; Achman and Chollet, 2001).

4. The health insurance strategy should be affordable and sustainable
for society.

There is no analytically derivable figure of what is affordable to society. While
people in Finland, for example, might be happy and healthy with total health
spending at 6.6 percent of gross domestic product, it does not mean that the 14
percent that the United States spends is too high or that more would be
unaffordable. Affordability will be determined through the political process and
economic decisions made by individuals, families, and employers, depending on
the coverage approach. The total costs of the benefit packages, subsidies, and
administrative structures needed to support the health insurance approach should
be affordable to society as a whole.

The sustainability of a given coverage strategy will depend, to a large extent,
on the inflation rates for health care and health insurance and the ability to keep
spending under control. During the past two years, high rates of increase in the
cost of health insurance have contributed to employers shifting costs to employees,
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employees dropping coverage that became too expensive, and states struggling to
maintain enrollment, service, and payment levels in the face of rapidly increasing
health budgets. A major reform to produce universal, continuous insurance cover-
age will need mechanisms to control inflation and utilization.

Sustainability also depends on a stable revenue source. The discussion of
various federal and state expansions of coverage in Chapter 3 highlights the
necessity of having sufficient and stable revenue to fund the expansion of coverage
that can withstand economic downswings. This issue is a serious problem cur-
rently in states such as Massachusetts, Tennessee, and Oregon, not just historically.
With increasing pressures on state budgets, many states are proposing, and some
are implementing cutbacks in eligibility and benefits. The revenue issue is beyond
this Committee’s charge and further discussion of it is limited.

The Committee has reported previously the range and substantial amount of
spending related to uninsurance, particularly by the public sector, and the dangers
posed to the health care system by instability in public and private funding streams.
Financing for the national health insurance strategy should be sustainable eco-
nomically and politically in order to avoid the risk of coverage gaps and cutbacks
in benefits.

Any new approach to health insurance should strive for cost effectiveness. To
promote affordability and sustainability, the benefit package should encourage the
use of cost-effective services and products through mechanisms such as variable
patient cost-sharing and provider payment levels. Services proven ineffective
should not be covered.

Because of the costliness of health care and because all members of society can
expect to benefit from health insurance coverage, all persons should contribute
affordable amounts through taxes, copayments, deductibles and premiums.

A new approach to health insurance should also strive for simplicity and
administrative efficiency. In its previous reports, the Committee has found that the
complexities of the current health insurance system make it difficult for people to
use the system appropriately and obtain needed care. Some aspects of the current
arrangements such as complex eligibility rules, underwriting, billing procedures,
and regulatory requirements impede efficient administration. A new, simplified
insurance strategy creates opportunities for efficiency and cost saving while main-
taining the necessary administrative structure and control.

5. Health insurance should enhance health and well-being by promot-
ing access to high-quality care that is effective, efficient, safe, timely,
patient-centered, and equitable.

The Committee endorses the recommendations of the Committee on Qual-
ity of Health Care in America that care and the health delivery system be designed
to enhance the six aims for care mentioned above: care that is high-quality,
effective, efficient, safe, timely, patient-centered, and equitable (Kohn et al., 1999;
IOM, 2001b; Corrigan et al., 2003). To the extent that care is delivered more
efficiently and effectively, the financing for it will become more affordable and
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sustainable for society. Payers, insurers, and those covered all have an interest in
purchasing quality care, and the design of reforms in the insurance system should
consider the impact on safety and quality of care. To the extent that reform of the
insurance system affects health care delivery, it should promote those aims.

The best clinically relevant research evidence should play a role both in
defining the features of benefit packages and in the daily delivery of care. Al-
though definitive medical evidence and practice guidelines are not available for all
services generally covered by insurance, they should be used when available.

The Committee has found that benefit packages that include preventive and
screening services, outpatient prescription drugs, and specialty mental health treat-
ment in addition to outpatient medical and hospital care are more likely to
facilitate the receipt of appropriate care and better health than insurance that does
not include these features (IOM, 2002a). The elements of the benefit packages
should be updated as new clinical evidence becomes available.

Each of the five principles described represents an objective or goal for a more
rational and effective health insurance system. Maximizing each of the principles
concurrently may be difficult because of limited resources and political realities.
For example, creating coverage with an adequate benefit package that is readily
affordable to all individuals and families, yet affordable to society, will be difficult.
Also, increasing the effectiveness of care will not necessarily improve its efficiency
or make it more patient-centered. The degree to which the various goals are
achieved will depend largely on the values placed on them by the public and the
trade-offs made politically.

The Committee’s role is not to determine the particular balance of these
principles, endorse an existing proposal, or design a blueprint. The balance among
principles should be determined through the political process. We present these
principles to contribute to the public debate about insurance, enable informed
choices about policy alternatives, and promote major reform. We note that some
organizations concerned with uninsurance have developed principles for expand-
ing coverage, many of which are similar to those of this Committee. Other
organizations have gone beyond a statement of principles to design their own
proposals to expand coverage.1  The Committee recommends that the public and
policy makers use the Committee’s evidence-based principles to assess current
insurance arrangements, evaluate options to extend health coverage, and, most
importantly, overcome the present political stalemate to achieve coverage reform.

1The Healthcare Leadership Council, American Public Health Association, American College of
Physicians–American Society of Internal Medicine, Association of Academic Health Centers, AARP,
and Rekindling Reform Steering Group have each promulgated a set of principles to guide health
insurance reform policies. The American Medical Association, American Nurses Association, and
Service Employees International Union have each developed or endorsed specific proposals to achieve
health insurance reforms, and other organizations and stakeholder groups such as the American Hospi-
tal Association, Catholic Hospital Association, and U.S. Chamber of Commerce endorse general
strategies to extending health insurance coverage. See http://coveringtheuninsured.org/partners for
further information on the policy positions of 17 organizations that support coverage extension.
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The next chapter examines various prototypes of insurance systems that could
achieve the Committee’s vision of health insurance that will promote better
overall health for individuals, families, communities, and the nation by
providing financial access for everyone to necessary, appropriate, and
effective health services. It will assess each model against the principles pre-
sented in this chapter.
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5

Prototypes to
Extend Coverage:
Descriptions and Assessments

The problem of uninsurance has many potential solutions. Over the past
decade, researchers, policy makers, advocacy organizations, special interest groups,
and elected officials have all devoted considerable effort to developing proposals to
ameliorate the situation. Proposals to extend coverage come from many different
points along the political spectrum. Although few people openly oppose letting
individuals have access to health care, opinions differ on how federal and state law,
regulations, and public funds should be used and whether the goal of universal
coverage justifies their use. Therefore, it is important to consider how successfully
alternative solutions might fulfill the Committee’s principles.

This chapter describes and examines four basic strategies to eliminate
uninsurance. The purpose of this chapter is twofold:

• to highlight the range of options that have been proposed by focusing on
four prototypical models that illustrate approaches under public discussion, and

• to demonstrate how the Committee’s principles can be used to assess
various options and thus promote a more informed public debate about solutions
to the problem of uninsurance.

Each of the four prototypes satisfies the principles better than does
the status quo. Each model does so through different mechanisms and realizes
each principle to a different degree. The Committee does not recommend one
approach over another. Rather, the analysis highlights aspects of each strategy that
need further attention to correct a potential problem. Indeed, because the Com-
mittee chose to analyze very basic, simplified models in order to illustrate more
clearly their inherent incentives, the prototypes lack some of the detailed refine-
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ments that have been proposed in the literature (Meyer and Wicks, 2001; Meyer
and Wicks, 2002). If any particular approach is pursued, one will find many
adjustments and corrective mechanisms available for developing a realistic and
worthwhile strategy. The Committee cautions, however, that the pursuit of a
“perfect strategy” could be an endless process and delay action unnecessarily. The
Committee also notes that the four prototypes selected here do not include all
possible approaches to achieving universal coverage and are meant to be illustra-
tive of the variety of available mechanisms.

First, this chapter briefly examines selected design issues that must be ad-
dressed in the development of most proposals. The next section explains the
Committee’s rationale for the selection and development of these specific proto-
types. The third section includes a brief description of each prototype. The fourth
section assesses each prototype against the Committee’s principles. The chapter
concludes with a brief summary.

DESIGN ISSUES

Before addressing the specific models, this chapter identifies five issues or
design choices to be made that affect many, if not all, of the prototypes. Aspects of
the five issues are interrelated, but the issues will be discussed individually:

• voluntarism versus mandates and taxes,
• phasing in of target populations,
• substitution of new programs for current coverage and maintenance of

effort,
• public and private responsibilities and functions for different levels of

government, and
• risk selection and insurance pools.

This list is not exhaustive; the chapter does not attempt to cover all design
issues that policy makers will encounter in crafting a reform proposal. These issues
are raised explicitly now to acknowledge them and to identify implications of a
particular design, not to recommend which choice should be made.

Voluntarism Versus Mandates and Taxes

The choice between policies that rely on voluntary action versus those that
mandate a specific course of action is key. Most coverage extension proposals
incorporate both voluntary and mandatory elements, but the balance or general
level of compulsion varies significantly among strategies. Should certain players,
such as employers, be required to provide insurance? Should anyone be forced to
accept insurance? Can financial incentives alone induce voluntary universal take-
up of an insurance option? If incentives can induce voluntary take-up, how much
of an incentive would be necessary?
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To cover the uninsured population, additional resources inevitably will be
needed, almost certainly raised by taxes. The amount of money to be raised, saved
through greater efficiencies or shifted from other uses, will affect the level, type,
and sources of financing. These would likely vary among the models and would
affect the political acceptability of any approach as well as its equity. New revenues
are a necessary aspect of any universal coverage strategy. Based on estimates
reviewed in Hidden Costs, Value Lost, we know that services that uninsured indi-
viduals use in a year cost approximately $99 billion (2001) and that additional
health services for uninsured people would cost between $34 billion and $69
billion (in 2001 dollars) if they use the same amount and type of services as those
who have coverage under the current system (IOM, 2003b). The program or
budgetary cost of any fully implemented strategy would likely be somewhat more
than the marginal economic cost of additional services, primarily due to shifts in
the distribution of health care payments on behalf of both currently uninsured and
currently insured people. These program costs would vary depending on the
model and the richness of the benefit package implemented. Also, there would be
costs related to additional utilization by some currently insured people if the
defined benefit package for the uninsured were more generous than what they had
and their benefits were raised to that level as a result.

Even if a successful extension of coverage were implemented, including
effective utilization and cost controls, it is unlikely that a sufficient amount of the
savings could be shifted to cover all the additional people because of likely resis-
tance of existing stakeholders, discussed in Chapter 3. Also, the increased use of
services by the previously uninsured would require some additional funds. Financ-
ing mechanisms, however, were not within the Committee’s scope of research
and will not be examined in detail in the discussion of these prototypes.

Equally important to the amount of new revenue is the issue of who bears the
burden of providing this revenue—the broad social and economic impact as well
as effects on individuals, families, and businesses. Significant redistribution of the
benefits and burdens of coverage is virtually certain, and the distributional impacts
will vary depending on the strategy implemented. In part these redistributive
effects depend on whether revenue streams that currently support health services
for the uninsured and insurance for the covered population are maintained or not.
Such policy choices will be critical in the political debate.

The degree of compulsion (in addition to the newly required contributions)
inherent in a proposal to extend coverage would affect both its political accept-
ability and its subsequent implementation and outcome, including how closely the
model approaches universal coverage. Some mandates or constraints are unavoid-
able if universal coverage is to be achieved. A completely voluntary system is
unlikely to achieve universal coverage, but the Committee acknowledges that
trade-offs among the principles during the design of a coverage strategy could
result in a reform that would not maximize the goal of universality. To assess the
achievement of particular objectives, the Committee considers the balance of
voluntary and mandatory action and its impact on various actors in the process.
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Phasing In of Target Populations

Many of the recent extensions of coverage and current proposals target a
specific population, such as workers losing their jobs as a result of international
trade and retirees of certain firms that have failed to provide promised benefits
(Trade Act of 2002, signed into law as P.L. 107–210), those leaving a job that
offers benefits (Consolidated Omnibus Budget Reconcilation Act of 1985
[COBRA]), or children in families with low income (Medicaid and the State
Children’s Health Insurance Program [SCHIP]). The Committee defines its tar-
get population as all residents in the United States. Some proposals aspire to
universal coverage but plan a phase-in over time, guided by priority populations
to be covered. Defining the target population for an extension or a phasing-in
strategy requires an early decision because it affects many other choices about
mechanisms for extension. For example, if the first priority is to be the lower
income, near-elderly population without coverage, lowering the age of eligibility
for Medicare is an obvious mechanism.

The definition of a target population can require trade-offs between equity
and program costs. For example, targeting the whole population within a specific
low-income range for a new, publicly subsidized program or, alternatively, de-
signing the program to attract only those who are currently uninsured within that
income level would require different funding levels. If the former approach is
taken, some people will undoubtedly drop their current private coverage. Every-
one at a given income level will be treated equitably, but the cost of covering a
given number of previously uninsured individuals will be greater than under the
latter approach. This issue is also discussed in the next section.

Substitution of New Programs for Current Coverage and
Maintenance of Effort

The issues of substituting subsidized or public coverage for existing, private
insurance (crowd-out) and requiring employers or governments to maintain their
current investments in health insurance (maintenance of effort) both relate to the
preservation of funding streams that are currently being used for health coverage.
Any new coverage program will alter, to some extent, current incentives for and
behaviors of employers, employees, and various levels of government. The con-
sideration of changed costs to various stakeholders is important in designing a new
program because it is difficult both to change the flow of funds and to capture
existing revenue flows through maintenance of effort provisions. The redistribu-
tive effects of any health insurance reform proposal will be greater if existing
health care revenue is not captured or maintenance of effort not required.

The extent to which current financing streams are preserved or there are shifts
in the sources of funding are key factors for evaluating reform proposals. To
minimize the amount of new public funds that would be needed to cover the
uninsured, some proposals for extension explicitly include mechanisms to discour-
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age people from dropping private coverage they currently have in favor of enroll-
ing in a new public program that presumably would be of lower cost to the
individual. Other reform proposals explicitly intend to substitute the new program
for existing ones. Although substitution of the new program may be desirable on
its own merits, capturing the current funding streams reduces the need for new
revenues.

Public and Private Responsibilities and Functions for
Different Levels of Government

There are three basic questions concerning government responsibilities for
major health insurance reform:

• How much responsibility should rest in the private sector and how much
with government?

• Which levels of government (federal, state, or local) should be responsible
for which specific operational functions?

• Which level(s) of government should take responsibility for financing, and
who pays?

Answers to these questions would likely reflect a person’s political assumptions and
convictions, affecting both the scale of the whole proposal and whether it relies
mainly on voluntary, private-sector efforts or public programs and policies.

Currently all three levels of government have responsibilities for providing
coverage or care to the uninsured. The federal government acts as financier,
providing a foundation of tax-based resources and setting minimum standards for
eligibility and benefits for public coverage; the states share fiscal responsibility with
the federal government, administering coverage programs (including making deci-
sions about eligibility and benefit packages) and leading in innovative reforms; and
localities directly support the delivery of health services (Holahan et al., 2003c;
IOM, 2003a). Drawbacks of the present distribution of duties include inequitable
variation in coverage from state to state, the relatively large fiscal burdens on the
states for public coverage programs, and the fact that nearly one-sixth of the
population is uninsured, with many of those persons eligible but not enrolled in
public insurance (Weil and Hill, 2003).

The configuration of roles and responsibilities for health under the country’s
federal structure would likely change under any major reform proposal. One level
of government or another might be more suited to specific functions, such as
enrollment and its enforcement, regulation of insurance options, or selection of
participating plans or providers. Responsibility for financing a reform proposal
should relate to the fiscal capacity of each level of government. Areas of great need
(with a high uninsured rate or large numbers of uninsured people) tend to have
less ability to raise resources (Marquis and Long, 1997; IOM, 2003a). There could
also be a mismatch of resources and need during weak economic periods, depend-



PROTOTYPES TO EXTEND COVERAGE 123

ing on what taxes are used. Financing considerations include decisions about the
particular tax and source of revenue for the reform and which level(s) of govern-
ment should collect the tax. How to collect the needed revenues, who should
ultimately bear the burden, and how subsidies should be provided to those eligible
for assistance are all design questions to be resolved politically (Wicks, 2003a).

How a reform strategy responds to the three questions posed at the beginning
of this section will influence, to some extent, any redistribution of costs and
payments. Some governments might benefit and others would not, likewise for
tax payers. Also, to the extent the reform creates cost savings or at least reductions
in the rate of growth of current health spending in order to fund the new coverage
extension, there could be a significant redistribution of dollars. Given the natural
inclination of all stakeholders to oppose reductions in their revenues and increases
in their taxes, it is not realistic to expect that all current spending on uninsured
people could be shifted into a new system. Nor is it likely that sufficiently strong
mechanisms to control costs could be designed and imposed that would fully fund
an extension to universal coverage. How much new revenue would be required
for that extension of coverage would depend on the nature of the new strategy as
well as on its ability to redistribute existing resources and contain utilization and
costs.

Risk Selection and Insurance Pools

Insurance is based on risk sharing. A fundamental reality of health insurance is
that the premiums of enrollees who turn out to be healthier than average subsidize
the costs of care of those who turn out to be less healthy in any given year.
Although a small percentage of the population (10 percent) generates a high
percentage of total health costs (70 percent), just who will fall within that high-risk
group cannot be predicted with any precision, and they are not necessarily the
same people from year to year (Berk and Monheit, 2001).

Private insurance plans, with premiums based on the shared experience of a
particular group of insured individuals, have a strong incentive to select the
healthiest people they can attract so they can keep their costs (and premiums) low
enough to attract more (low-cost) enrollees. Likewise, employers and individual
policy holders have a similar incentive to participate in the healthiest and lowest
cost risk pools.1  These incentives are especially pronounced in the current small-
group and individual insurance markets.

As a result of these incentives, older people, those in worse health, or those
expected to have high health costs must often pay significantly higher premiums

1These insurance risk pools are distinct from purchasing pools, which permit small firms, associa-
tions, and individuals to join together to increase their purchasing power and potentially benefit from
economies of scale.
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for coverage. Some high-risk people are denied coverage and many cannot afford
plans that are available. This is to be expected in a competitive insurance market
and is necessary for insurance companies to be able to reimburse the higher level
of bills generated by heavy users of services. Various regulatory and insurance
mechanisms, such as community rating, high-risk pools, and guaranteed issue, have been
used to help protect high-risk individuals from exceedingly high premiums. These
approaches to spreading risk inevitably raise the premium for others in the pool,
such as young, healthy men, or require implicit or explicit subsidies to maintain
benefits. The size and heterogeneity of the risk pools, and whether the individual
has the option to select a risk pool in any proposed reform, affects the long-term
viability of the plan and the affordability of coverage for individuals and their
families.

This discussion of design issues is far from exhaustive, but it indicates some of
the choices to be considered in the preparation of a workable solution for extend-
ing coverage. Devising a strategy for increasing insurance coverage is technically
complex. Technical issues often have political implications. Recognizing these
preliminary and fundamental choices among reform options and engaging them
early on should foster a more open political debate and ideally speed a political
consensus on a particular strategy.

SELECTION OF PROTOTYPES

The Committee focuses primarily on proposals and strategies that eliminate
uninsurance through major, comprehensive health insurance reform, rather than more
limited proposals based on a discrete change to an existing program or a policy
targeting a subset of the population. We recognize that the first prototype, which
resembles many of the proposals currently under public discussion, is closer to an
incremental approach than to comprehensive reform and would not achieve uni-
versal coverage, but it is included for the sake of completeness. Although reform
around the margins may be helpful to specific subpopulations, it has proven
inadequate in achieving the broader goal of universal coverage. Despite all the
implemented extensions discussed in Chapter 3, the uninsured rate has remained
high and is increasing.

We believe health insurance coverage for the entire population is of funda-
mental importance and value. Achieving it requires systemic reform. Even if small,
piecemeal changes in insurance continue, they will not produce universal cover-
age in the foreseeable future. Universal coverage will require mandates, a signifi-
cant change from current, voluntary arrangements. Major reform will take time to
achieve, even recognizing that it is not necessary to design every fine detail prior
to beginning. Modifications and refinements can be introduced during implemen-
tation. Garnering support for a comprehensive strategy and its implementation
will also take time. Therefore, members of the public and policy makers should
begin now to plan for major reform to achieve universal coverage.
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Only a goal as important as achieving universal coverage that is equitable and
efficient is sufficient to motivate and justify major systemic reforms. Even small
changes can be costly, disruptive, and take time to implement (Marmor and Barer,
1997). The Committee did not presume to judge the political feasibility of various
approaches. The historical record reviewed in Chapter 3, however, has convinced
us that limited approaches, while perhaps more feasible to enact in the short term
than major changes, are not necessarily better if they do not lead in the desired
direction for future changes (Weil, 2001a). If the small changes do not lead to a
more equitable and efficient insurance system in the long run, time and resources
could be lost.

In the next section, the Committee examines four major insurance reform
strategies and measures them against the recommended principles. Because these
prototypes have not been implemented, there are no evaluations or hard data with
which to assess the impact they might have. The Committee recognizes that
federal policy makers and politicians face similar information gaps and uncertain-
ties as they weigh alternative approaches.

The range of models draws on the breadth and variety of political viewpoints
to create clear, coherent prototypes. They are arranged in order from the least
disruptive strategy with the least change from the status quo to the prototype
requiring the most change. Brief descriptions of the essential structure of each
model are included. Some embellishing elements are included in the prototypes to
describe a potentially workable model but are not necessarily inherent to a specific
prototype. The four models were selected based on the following criteria:

• Aspects of the prototype are described in some detail in currently acces-
sible literature.

• The prototypes represent general categories of approaches and techniques
for extending coverage.

• They promise substantial increases in coverage, approaching universal.

The elements of each prototype were selected from commonly described
strategies and seem inherent to the basic model. For example, although a single-
payer model could have a more or less comprehensive benefit package or could
have multiple benefit packages, we selected a single, comprehensive package for
discussion purposes, because that is how the model is most often characterized. At
a minimum, a benefit package in any of the models would include hospitalization
and outpatient medical services.

Specifying a minimum benefit package for coverage of the uninsured would
likely mean that people currently underinsured (with less than the specified mini-
mum benefits) would need to be brought up to the defined benefit level to avoid
inequities. Raising some currently insured people to the minimum benefit level
would create additional costs. Improved health access and outcomes for the
underinsured would also be anticipated.

In the assessment section that follows these descriptions, each of the



126 INSURING AMERICA’S HEALTH

Committee’s guiding principles will be discussed separately in relation to the basic
incentives and effects of the models. The Committee does not attempt to estimate
specific budgetary and private costs of the prototypes; much more detailed as-
sumptions would be necessary to model the costs of each approach. The incre-
mental economic costs of providing the uninsured with the kind and amount of
health services used by similar people with either public or private coverage
amount to between $34 and $69 billion a year in 2001 dollars. As previously
mentioned, this estimate of incremental service expenditures does not assume any
structural changes in the health system or reflect any particular model for extend-
ing coverage. Depending on the prototype and the scope and structure of the
benefit package, the incidence and distribution of program costs would vary.
Likewise, the health benefits of a particular prototype would vary depending on
how fully covered the population would be and how comprehensive its benefit
package.

In both the descriptions and assessments, the prototypes will be compared to
the status quo. A summary table, describing the models, is included at the end of
the descriptions (see Table 5.1) and a summary table of the Committee’s assess-
ment follows that discussion (Table 5.2). Each table includes a column for the
status quo for ease of comparisons. The status quo is not presented separately in the
discussions or intended as a prototype, merely as a point of reference. The current
situation regarding health insurance coverage and finances is amply assessed in the
Committee’s previous five books and summarized in Chapter 2 of this report.

DESCRIPTION OF PROTOTYPES FOR
EXTENDING COVERAGE

Prototype 1: Major Public Program Extension and New Tax
Credit

This approach would make no fundamental changes in the current structure
of private insurance. Some public programs would be merged and all expanded
dramatically. A new federal tax credit (usable only for health insurance) would be
provided to moderate-income individuals to enable them to purchase private
coverage. The intent, ultimately, would be to make coverage available to every-
one.2

Employers’ Role: There would be no mandate on the employer. Firms would
be free to offer or continue to provide coverage (or not) to employees and their
families. Current federal tax incentives for employers and their workers would
remain.

2Aspects of this prototype have been discussed in the following articles: Loprest and Uccello
(1997); Davis et al. (2000); Hacker (2001); Short et al. (2001); Johnson et al. (2002); Morone (2002);
and Davis and Schoen (2003). References for tax credits are mentioned under Prototype 3.
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Individuals’ Role: Workers and their dependents would be free to acquire
insurance from their employer, if offered, or from the individual market (without
the tax incentive), but they would not be required to obtain coverage. Individuals
with family income above the eligibility limit of the public program, but below
the level at which private insurance becomes affordable, would receive a subsidy
in the form of a federal tax credit, if they chose to purchase insurance. The tax
credit would be both refundable, meaning those with income sufficiently low that
they would owe no tax would receive the credit as a refund, and advanceable, so
that people would receive the credit upon purchase of a policy rather than after
the end of the tax year. The tax credit would be used to purchase acceptable
employment-based or other group coverage or a policy from the individual
(nongroup) market. The tax credit would be sufficiently large for those with
incomes just above the eligibility limit for public coverage and would phase out to
zero at the point where family income would make coverage affordable without
assistance.

Public Programs: Medicaid (except for the long-term care benefit) and SCHIP
would be merged into a new single program run and funded jointly by the federal
government and the states. It would offer comprehensive benefits, similar to those
currently offered, with minimal cost sharing. Individuals up to a certain income
level for a given family size would be eligible without regard to family structure or
employment status. The eligibility age for Medicare would be extended down-
ward so that individuals could enroll at age 55 with the payment of a special
premium.

Federal and State Insurance Regulation: The federal government would
establish an actuarial value or a package of services commensurate with the amount
of the tax credit. It would be the insurers’ responsibility to sell actuarial equivalents
or plans superior to the federally defined package. The state would certify whether
specific policies met the federal standards. The benefits would likely be less than
comprehensive, limited by the size of the tax credit. However, the credit could be
used for other, more comprehensive policies that would be available to purchasers
paying additional premiums. Except for insurance offered for purchase through a
tax credit, there would be no required change in the benefit structures of insur-
ance offered or in public regulation of it. Hence, affinity groups and other risk-
pooling mechanisms would be available in states where they are currently permit-
ted.

Design Alternative: The new tax credit could be made available to low-income
families, giving them the option of enrolling in public coverage or purchasing
private coverage on their own with the subsidy. This model could also be com-
bined with a subsidy for employers of low-wage workers in the form of tax credits,
based on payroll or other business taxes, to encourage them to offer coverage to
their employees.
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Prototype 2: Employer Mandate, Premium Subsidy, and
Individual Mandate

The current amalgam of employment-based insurance and public coverage
would form the foundation of this model. The main change from the current
system would be mandates requiring all employers to provide coverage for their
workers and requiring all workers to take that coverage. Because employers of
low-wage workers are less likely to offer coverage and low-wage workers are less
likely to take up offered coverage (Kaiser/HRET, 2003), this prototype includes
a premium subsidy for employers of low-wage workers to keep the insurance offer
affordable to their workers. Subsidized enrollment in private coverage through a
purchasing pool or enrollment in a combined Medicaid/SCHIP public program
would be required of those who do not obtain coverage elsewhere.3

Employer Mandate and Subsidy: Employers would be required to provide
coverage and finance a portion of health benefits for workers and their families,
including, at a minimum, a federally defined benefit package. The package would
be defined either by specific services or given an actuarial value, likely following
the scope of current employment-based coverage, which is generally comprehen-
sive. Firms would have to finance a substantial portion of the premium expense for
all employees who worked more than some predetermined amount of time per
week and their dependents. A protocol would be established to assign coverage
responsibility to one employer for employees in families with more than one
worker. Small employers and the self-employed would also need to meet these
requirements and offer coverage. Because many small employers have low-wage
workers, they would be eligible for a premium subsidy. The current tax provision
that excludes the employer’s share of the insurance premium from the employee’s
taxable income would remain, as would the employers’ tax deduction and the
deduction for the self-employed.

An additional federal premium subsidy would be provided to employers,
including those self-employed, based on the firm’s average wages in order to make
coverage (premium and other cost sharing) more affordable for even low-wage
workers. States would assist in the formation of large purchasing pools, particularly
for small employers, the self-employed, other employers not already providing
coverage, and those individuals not able to obtain health insurance through their
employer.

3Various aspects of this model are presented in the following articles: Krueger and Reinhardt
(1994); McArdle (1994); Steuerle (1994); U.S. Government Accounting Office (2000); Curtis et al.
(2001); Feder et al. (2001); Wicks (2003b).
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Individual Mandate and Subsidy: Individuals eligible for coverage at work
would be required to enroll themselves and their families unless they showed
evidence that they had obtained coverage from another source. The premium
subsidy to the employer would be designed to make the offered coverage afford-
able for the employee. People who did not obtain coverage elsewhere would be
required to enroll in a public program or purchase coverage from a large purchas-
ing pool. Income-related subsidies would be made available to these individuals
and their families not receiving employment-based insurance.

Public Programs: Medicaid, except for the long-term care benefit, and SCHIP
would be combined into one public program (federal, state, or jointly run) that
offered a basic benefit package for all those not in the workforce or insured
through a working family member. There would be in effect a larger subsidy in
the form of more comprehensive Medicaid-style benefits and more limited cost
sharing for those with lower incomes. The public program could have a mecha-
nism to pick up temporarily unemployed workers and those workers on a part-
time schedule, including those self-employed and working only part-time, who
did not reach the minimum hours for employment coverage. Workers who lost
their jobs or were otherwise temporarily unemployed would enroll in the public
program unless they preferred purchasing private coverage through a large pool.
Lack of employment-based insurance or nonparticipation in the workforce (for
the hours required for coverage) would be the only requirements for eligibility.
The public program would require premiums from those of moderate income or
higher and some cost sharing from all at the point of service. There would also be
a public (federal and state) role in enforcing the mandates, regulating the insurance
options, and organizing the large purchasing pools. This prototype would not
change Medicare.

Design Alternative: The employers’ mandate could be converted to a “pay or
play” requirement. Employers that preferred not to provide coverage might choose
to pay a payroll tax instead. Their employees would then be required to obtain
coverage through the public program supported in part by that payroll tax.

Prototype 3: Individual Mandate and Tax Credit

Individuals would be responsible for providing health insurance for them-
selves and their families under this prototype. They would receive a subsidy in the
form of an income-related, refundable, and advanceable federal tax credit for
purchasing health insurance and they would be able to choose from a range of
plans.4

4Tax credits have been discussed widely, including the following articles: Pauly and Herring
(2001); Blumberg (2001); Butler (2001); Gabel et al. (2002); Hadley and Reschovsky (2002); Curtis
and Neuschler (2002); Pauly and Nichols (2002).
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Individual Mandate: Individuals would be required to purchase a policy with at
least a basic benefit package that met federal standards to cover themselves and
their dependents. Individuals would be allowed to purchase insurance from a
variety of sources: through their employer, if offered; on their own in the indi-
vidual market; or through a group purchasing vehicle created and maintained by
the states or other organizations. There would be a mechanism, perhaps linked to
federal income tax returns, to certify that the individual and dependents had
purchased an acceptable policy. This insurance approach would eliminate the
exemption of the premium for employment-based coverage from taxable income.

Individual Subsidy: The subsidy would go to the individual or family, based on
income and family size. It would be progressive, phasing out above some reason-
able income level. The subsidy would be made in the form of a refundable,
advanceable federal income tax credit that could be used only for purchase of
accredited insurance coverage. The insurance could be purchased through an
employer or other group or a policy on the individual, nongroup market.

Federal and State Insurance Regulation: A federal agency, probably the
Internal Revenue Service, which is separate and distinct from the regulation of
health insurance, would administer the tax credit much as in Prototype 1. The
regulation of insurance would remain at the state level, and each state would
require the guaranteed issue (i.e., without regard to health status) of at least one
basic and one comprehensive plan and at least one medical savings account along
with a catastrophic coverage package. The state would also certify which plans
meet federal standards. Groups of all kinds—employers, state sponsored, unions,
and private associations—would be allowed to offer insurance and guidance in
the purchase of acceptable plans. States would have the option to create large
purchasing pools to assist small employers and individual purchasers, based on
federal standards supporting the viability of purchasing pools. Employers could
continue to offer coverage and could subsidize the premium. Although their
premium contributions would remain a business expense for the employer, any
premium contribution from the employer would be treated as taxable income to
the employee.

Public Programs: The federal government would design and operate a program
to provide the income-related tax credit to assist individuals in the purchase of
insurance. Medicaid (except for the long-term care benefit) and SCHIP would be
eliminated. Present enrollees of those programs and other low-income individuals
would receive a tax credit of a larger size, designed to enable them to select and
purchase a more comprehensive benefit package than that mandated for all, in-
cluding reduced copayments and medical support services such as those covered
by Medicaid. The more comprehensive benefit package would cover the broad
range of services currently provided in the Medicaid program. Medicare as cur-
rently constituted would remain intact in this prototype.
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Design Alternative: There would be an expanded state role to regulate the
small-group and individual (nongroup) insurance market based on federal stan-
dards that would define a level of uniformity across states. For example, in addition
to guaranteed issue, the state could require that all plans limit preexisting condition
exclusions, adjust risk pools, or offer reinsurance mechanisms to keep premiums
within certain affordable limits, and provide the option for people to use their tax
credit to purchase state employee benefits.5

Prototype 4: Single Payer

A single payer system would mandate coverage for every individual, provide
comprehensive benefits, be administered at the federal level of government, and
be funded by federal taxes.6

Payer: The federal government would operate a single payer system centrally and
make all payments to providers of services. A federal agency would administer the
program, setting policy and standards for participation by providers and provider
systems. The agency could contract with private organizations to review claims
and process payments, much as Medicare now does. This model would require
minimal determinations of eligibility and enrollment, and would standardize bill-
ing functions.

Benefit Package: The single benefit package would include all services generally
considered necessary. The services included in the benefit package would be
determined by the federal administrative agency, based on clinical evidence. There
might be a role for supplemental coverage, such as Medigap or policies to cover
nonessential services and amenities.7  The definition of the single payer model
requires comprehensive benefits so that it can achieve various efficiencies through
control over most of the spending. Minimal copayments would be due at the
point of service. No premiums would be required. Integrated delivery systems could
offer delivery system alternatives to standard fee-for-service care (nonintegrated care
delivery arrangements).8

5Through reinsurance the state would, in effect, accept part of the risk of losses underwritten by
private insurers in the state, enabling them to limit their premiums for higher risk individuals.

6Various aspects of single payer models have been discussed broadly, including in the following
articles: Beauchamp and Rouse (1990); Sheils et al. (1992); Gruber and Hanratty (1995); Norato
(1997); Chollet et al. (2002); Himmelstein and Woolhandler (2003).

7Supplemental coverage in the Medicare program (Medigap) is private health insurance designed to
cover expenses not paid by Medicare.

8Integrated delivery systems usually are interconnected, and cooperating organizations include hos-
pitals and physician groups which provide or arrange to provide a coordinated continuum of services
to a defined population and may be held both clinically and fiscally accountable for the health
outcomes of the population.
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Global Budget: A budget set to cover anticipated use by the whole population
would control aggregate health care spending for the country. It would be neces-
sary to design payment mechanisms appropriate for both the integrated delivery
systems and fee-for-service providers, taking into account possible differences in
levels of health status among the respective populations served. Payment rates
would be negotiated between the federal agency and providers of services, drugs,
supplies, and equipment, creating a system of administered prices for medical care.

Public Programs: With everyone enrolled in a single payer system with virtually
no financial barriers to care, the need for Medicaid and SCHIP for lower income
individuals and families would be obviated. Medicaid currently covers some non-
medical health and social services, such as case management during pregnancy and
transportation to care, to facilitate appropriate use of medical services by very low-
income people. Those services would continue to be offered by the state through
a different agency that would use another funding source. Thus, Medicaid and
SCHIP would be eliminated, except for a residual long-term care benefit. With a
single payer program of comprehensive public coverage for everyone up to age
65, it would be logical to incorporate the current Medicare program for the
elderly into the single payer system so that people would not be forced, at age 65,
into the currently more limited Medicare program. If Medicare were incorporated
into the single payer program, this prototype would cover the whole population,
including those over age 65.

Design Alternative: A single payer system could impose significant cost sharing
at the point of service rather than the minimal amounts of the original model. This
design alternative would likely generate greater demand for supplemental, wrap-
around health insurance to cover those copayments and additional desired services
beyond the comprehensive package. This demand could stimulate a larger market
for Medigap-like supplemental coverage if people chose to insure against the risk
of substantial cost sharing. Individuals and families of lower income would receive
a publicly provided supplemental insurance package with no premium so their
cost sharing would not increase.

See Table 5.1 for a summary description of each of the prototypes.

ASSESSMENT OF PROTOTYPES FOR EXTENDING
COVERAGE

The following assessments address various features of each prototype in terms
of the five basic principles for reform.9

9The principles are fully described in Chapter 4.
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Health Care Coverage Should Be Universal

Prototype 1: Major Public Program Extension and New Tax Credit

This health insurance strategy would not achieve universal or near universal
coverage because there are no mandates on employers to offer coverage or on
individuals to obtain it.  Based strictly on voluntary action, some people would
choose not to purchase insurance or decline to participate in a public program.
Such incremental approaches in the past have failed to achieve universality. Many
of the barriers that now leave millions of eligible people uninsured would prevail.
Nonetheless, the higher income levels covered by the public program, the ex-
tended eligibility for Medicare, and the larger tax incentives are likely to result in
substantially greater numbers of people covered.

Prototype 2: Employer Mandate, Premium Subsidy, and Individual
Mandate

Coverage under this prototype would be close to universal because all em-
ployers would be required to offer affordable insurance and individuals would be
required to have some form of coverage: through employment-based insurance
(their own or a family member’s), through a state-operated large purchasing pool,
or through the public program. An enforcement mechanism, perhaps through
current business tax filings, would be necessary to ensure that all employers com-
plied and offered coverage. To ensure that all individuals obtained coverage,
certification might be made on individual and family federal income tax returns.
Universality of coverage would depend on voluntary compliance and the effec-
tiveness of the mandates’ enforcement.

Prototype 3: Individual Mandate and Tax Credit

Coverage would be nearly universal. Because everyone would be required to
obtain coverage, the effectiveness of the mandate would depend on voluntary
compliance and enforcement. Consumer education and an adequately sized tax
credit relative to the cost of available, certified policies would help increase com-
pliance and minimize enforcement efforts.

Prototype 4: Single Payer

This prototype is designed to cover the entire population (or all those under
age 65). Coverage would be universal because this strategy would be mandatory.
It would require little enrollment data, no eligibility determinations, nor any
reenrollment procedures. No premium would be charged to enrollees so a finan-
cial deterrent to enrollment would be avoided. If individuals failed to enroll
initially, they would automatically be enrolled when they first sought service,
making enforcement of the individual mandate relatively simple.
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TABLE 5.1  Summary Description of Prototypes

Prototype 1

Major Public
Program
Extension and

Status Quo New Tax Credit

Subsidies Favorable federal tax Current federal tax treatment
treatment for employment- for employment-based coverage;
based coverage federal tax credit for moderate-

income people to purchase
employer’s plan or individual
insurance

Mandates None None

Government Congress sets mandatory and Federal agency implements tax
Roles optional eligibility for public credit

coverage and regulates em-
ployment-based coverage;
federal agencies define basic
Medicaid, SCHIP benefits
packages, and finance jointly
with states; joint regulation of
employment-based coverage;
states administer public
coverage (Medicaid, SCHIP)
and define optional eligibility,
offer state-funded coverage
programs, regulate small group
and nongroup insurance markets

Public Programs Federal and state funding of Medicaid and SCHIP combined
public coverage for seniors, and expanded, comprehensive
disabled, and categories of the benefits, minimal cost sharing;
poor: Medicare, Medicaid, Medicare expanded to 55-year-olds
SCHIP, and programs at the
state and local levels

Private Health Two-thirds of all insurance Current private group and
Insurance purchased through workplace, nongroup insurance markets

small proportion purchased in
small group and nongroup
markets
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Continued

Prototype 2 Prototype 3 Prototype 4

Employer Mandate, Individual
Premium Subsidy, and Mandate and
Individual Mandate Tax Credit Single Payer

Federal premium subsidy to Individual/family federal tax Federal funding of program
employers with low-wage credit based on family with minimal cost sharing
workforce, passed on to income and size; refundable,
employee in affordable advanceable
health benefit; current
federal tax treatment for
employment-based coverage

Employers must offer Individuals must purchase Individuals must enroll
qualified insurance to qualified coverage
workers; individuals must
obtain coverage from
employer, private market,
or public program

Public agency(ies) provides Federal agency defines basic Federal agency administers
subsidy for employers; benefit package and certifies program, global budget, and
defines basic benefit package; acceptable plans; another payments through contractors
enforces mandates; federal agency administers and private health plans
organizes purchasing pools and enforces tax credits;

state operates purchasing
pools

Medicaid and SCHIP Medicaid and SCHIP Medicaid and SCHIP
combined for all without eliminated; no change to eliminated; Medicare possibly
employment-based coverage; Medicare integrated
income-related premiums;
no change to Medicare

Offered through purchasing All insurance private, Supplemental policies optional
pools purchased individually, or for noncovered services and

through groups or state amenities
purchasing pools
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Health Care Coverage Should Be Continuous

Prototype 1: Major Public Program Extension and New Tax Credit

As is the case currently, there would be frequent gaps resulting from job- and
family-related transitions. In the absence of periods of guaranteed eligibility, gaps
in coverage would also be likely for families whose income fluctuates and is close
to the limit for the public program or the tax credit.

Prototype 2: Employer Mandate, Premium Subsidy, and Individual
Mandate

To avoid gaps in coverage similar to the current system, it would be necessary
to make provisions for smooth transitions of workers from one job to another and
in and out of the workforce. Some brief gaps in coverage would be likely given
the various potential family- and job-related transitions. Enrollment requirements
would need to be relatively simple to minimize those gaps. In addition, there
could be discontinuities of plan or provider coverage if an employer changed the
plan provided to its workers or as workers changed jobs.

Prototype 3: Individual Mandate and Tax Credit

Under this tax credit strategy, gaps in coverage relating to work or family
transitions would be virtually eliminated because the tax credit and mandate
would remain with the individual regardless of job, employment, and family

Benefit Package Mixed private benefits; Comprehensive public program;
mandatory basic packages for private benefits mixed as currently
Medicare and Medicaid
programs

Design Not applicable Tax credit for lower income
Alternative people with option to purchase

public or private coverage

TABLE 5.1  Continued

Prototype 1

Major Public
Program
Extension and

Status Quo New Tax Credit
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status. Gaps would be more likely to occur if individuals with incomes above the
tax credit limit failed to pay the premiums on time, if the credit were not assignable
to the insurer, or if the family income, size, or dependency changed, making the
credit insufficient to support the premium. Monitoring the mandate to prevent
gaps during the year might prove challenging after the initial purchase of coverage
if the enrollee decided to change plans or his or her economic circumstances
changed.

Prototype 4: Single Payer

Once people were enrolled in the single payer system, they would remain so
until death, or age 65 if Medicare continued to operate as a separate program.
Eligibility would be continuous, with no gaps. Because coverage is not employ-
ment based, portability through job changes or loss, or family transitions would not
be an issue. Family income changes would not trigger eligibility problems either
because the entitlement and mandate would reside with the individual and would
not be income related, as Medicaid and SCHIP programs are now.

Health Care Coverage Should Be Affordable to Individuals
and Families

Prototype 1: Major Public Program Extension and New Tax Credit

Coverage would become more affordable than currently for lower income
families that qualify for the expanded public program, for the near-elderly who

Mandatory basic package, Federally defined to Comprehensive
more comprehensive at reasonably fit amount of
employer’s option tax credit

“Pay or play” option Expanded state regulatory Considerable cost sharing at
permitted employers, payroll role over small group and point of service; could enlarge
tax for those not offering nongroup insurance market demand for private
coverage supplemental coverage

Prototype 2 Prototype 3 Prototype 4

Employer Mandate, Individual
Premium Subsidy, and Mandate and
Individual Mandate Tax Credit Single Payer
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could buy into Medicare instead of purchasing the more expensive and sometimes
unavailable individual policies, and for moderate-income individuals who receive
a tax credit. With the design alternative providing a tax credit for lower income as
well as moderate-income people, lower income individuals and families would
have more choices for coverage, assuming private insurers responded to the de-
mand with attractive and affordable plans. The extent of the benefits, however,
would depend on the size of the tax credit. Also, the cost of insurance varies from
state to state, depending in part on medical costs in the area, patterns of use, and
state regulations and mandates regarding covered services. If those cost differences
were not considered in creating the tax credit, the proportion and dollar amount
of the remaining premium that would be paid by the individual would vary across
the country and could be unaffordable to those in high-cost areas even if generally
acceptable nationally. High-risk individuals would be more likely to find a tax
credit sufficient to make insurance affordable if the amount of the credit adjusted
for age or risk.

The public program would provide comprehensive coverage designed to be
affordable for the lower income population. For moderate-income individuals and
families, the tax credit would be related progressively to income. Those workers
with incomes above that of qualifying for the tax credit would be dependent on
what their employer offered for coverage. Employers are currently shifting more
insurance costs onto their employees to keep the premium at an acceptable level,
and the cost is becoming unaffordable to a growing number of workers (Kaiser/
HRET, 2003). Workers and others with income above the level of the tax credit
would have the option to purchase coverage in the individual, nongroup market.
Without an employer subsidy and individual tax exemption, however, compa-
rable coverage would likely be unaffordable to those without a relatively high
income.

Prototype 2: Employer Mandate, Premium Subsidy, and Individual
Mandate

Employers would be required to contribute a significant portion of the pre-
mium so that the basic package would be affordable to all their workers. The extra
premium subsidy for firms with a very low-wage workforce would help make
coverage affordable for those workers. The employer could adjust the employee’s
share of the premium based on individual workers’ wages or it could provide a
large subsidy on the basic plan to all workers. The availability of large purchasing
pools could facilitate decision making for families, but would still have the higher
costs associated with the limitations of risk pools in the individual market. The
definition of the wage level at which the employer’s subsidy would phase out
might be set nationally but would need to vary geographically, based on insurance
costs variations, in order to assure equitable coverage nationally. Similarly, the
subsidy for people purchasing coverage in the individual market or the public
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program would need to vary across the nation and be sufficient to make the
premium affordable for moderate-income families.

Prototype 3: Individual Mandate and Tax Credit

The affordability of coverage to individuals and families depends on the
relationship between the size of the tax credit and the cost of premiums relative to
family income. Assuming the individual insurance market would respond with
policies that fit the size of the tax credit, it is important that the credit amount be
large enough to cover a reasonable benefit package. If the services covered are
insufficient to meet the needs of the enrollee and he or she has to purchase
additional needed services without insurance, this model could become
unaffordable for some people. The limitations of tax credits mentioned under the
first prototype apply to this model, too.

Because the tax credit would go to lower income as well as moderate-income
individuals and would be linked to income, it would be more progressive and
equitable than the current tax exemption for employees’ health benefits. With a
larger population likely to participate in purchasing pools (over which insurers
could spread administrative costs and possibly risk, if the pools were very large),
some of the higher cost of the individual insurance market could be reduced.
However, if that market attracted enough people from employment-based cover-
age, it could leave employers with the sicker, higher risk workers and increasing
premiums.

Because the tax credit would phase out at some specified income level, it
would be necessary to define the point at which people are considered wealthy
enough to afford the full cost of insurance. If the design alternative to expand
regulation of the small group and nongroup insurance market based on national
standards were implemented, it could prevent unaffordably high premiums for
older people and those with heavy use of health care in the past or medical
conditions that are considered risky by insurers. Currently, without federal stan-
dards, state regulation is effectively limited by insurers’ exit options: insurers can
leave a heavily regulated state to do business in less regulated states.

Prototype 4: Single Payer

The main single payer strategy would be readily affordable for most families
because it includes only minimal cost sharing and the comprehensive benefit
package would reduce the need for additional spending on health services. None-
theless, those with very low incomes or chronic conditions requiring heavy use
might find even minimal cost sharing burdensome. The design alternative that
incorporates substantial cost sharing could ultimately distort incentives for appro-
priate use of services that are built into the benefit structure with variable cost
sharing. Substantial cost sharing could induce people to purchase supplemental
coverage to reduce or eliminate out-of-pocket costs. Increased cost sharing would
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be a particular problem for individuals of lower income. The single payer model
would require substantial tax revenues. Some individuals or businesses could find
the taxes a burden, depending on which taxes were used and their rate and
incidence.

Health Insurance Strategy Should Be Affordable and
Sustainable for Society

Prototype 1: Major Public Program Extension and New Tax Credit

The expansion of the public programs would be designed with at least some
cost sharing. Significantly more cost sharing would be likely in plans purchased
with tax credits or offered by employers, so everyone would contribute. The new
costs of this strategy would be borne mainly by both the federal government and
states through tax expenditures and the public program. To the extent that the tax
credit was used to contribute to acceptable employment-based plans and extended
that coverage, employers would also share in the new costs.

Sustainability: The sustainability of funding for the public program would depend
on the sources of revenue used and the long-term cost controls. Utilization
controls would depend on actions by each insurer, much as they do now. The tax
credit would be a federal tax expenditure. The federal income tax is a relatively
sustainable source of revenue; the affordability to society would depend on the
amount of the individual credits and aggregate dollars needed. Although costs
could be limited in the public programs to some extent, depending on whether
the extensions were entitlements or not, the tax credit’s budget impact would be
like a direct spending program with no spending limits or an entitlement rather
than an annual appropriation (Joint Committee on Taxation, 2001). Under this
prototype, it would not be possible to limit health care spending in aggregate.

Under the design alternative, the amount of the public subsidy to employers
that would be needed to expand workplace coverage would likely need to vary
somewhat with the economy. Since 2000 and the economic downturn, smaller
firms have been less likely to offer health benefits. The necessary subsidy to
employers is likely to be sustainable if employee demand is maintained (Kaiser/
HRET, 2003).

Simplicity and Efficiency: The current system is neither efficient nor simple.
Although this prototype does not make major changes in the underlying private
system, it does make a significant improvement in the public programs by com-
bining them and simplifying the eligibility requirements. The tax credit, while
enabling more people to purchase coverage, would likely present recipients with
complicated options. The design alternative would give a tax credit to lower
income as well as moderate-income families. If they had both the tax credit and
the choice of using the public program or private insurance, the operation of the
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public programs would be somewhat more complex. If the design alternative
selected included a tax credit for employers to offer coverage, designing such a
program so that it would not penalize those employers already offering and con-
tributing to coverage would also add complexity.

Prototype 2: Employer Mandate, Premium Subsidy, and Individual
Mandate

The cost of the federally defined benefit package offered through this proto-
type would likely be less expensive than current employment-based plans because
the mandated coverage would not be as extensive. Employers could choose to
offer more extensive benefit packages reflecting the demands of the labor market
or their union negotiations. Premiums and cost sharing could be required of all
enrollees but kept at a minimal level for those who qualified for the public
programs. Administrative factors such as enforcement of the mandate and creation
and regulation of purchasing pools would increase administrative costs of the
program. The affordability of this system to employers, the main providers of
coverage, would depend on how the federal premium subsidy is defined and
calculated. Likewise, the size of the employer tax of the design alternative, which
permits employers to pay a tax instead of offering coverage, is important. This
prototype would rely on employers, who would continue to contribute a substan-
tial portion of the needed revenues.

Sustainability: The sustainability of this insurance strategy would depend to some
extent on using revenue sources that could readily increase during difficult eco-
nomic times when employers might need larger subsidies to provide affordable
insurance and the public program would experience an increase in enrollments.
The sustainability of the program in the long term would also depend on cost and
utilization controls and adjustments to the size of the subsidies. The reduced
health costs to state and local governments for uncompensated care, Medicaid, and
SCHIP would be significant and have a positive impact on state and local budgets,
if no maintenance of effort were required. Under the employer mandate with the
“pay or play” design alternative, some firms might drop coverage they currently
offer. As a result, their financial support, beyond their tax for not “playing,” would
be lost to the health system, and possibly to the employees as well if it were not
conveyed through a comparable increase in wages or other benefits.

Simplicity and Efficiency: For workers, this prototype would be as easy to use as
the current employment-based insurance system. The use of the public programs
would be substantially simplified compared to the current situation by combining
Medicaid, SCHIP, and the other state coverage programs and by limiting eligibil-
ity criteria to family income and lack of private coverage. Health care providers
would find this prototype similar to the current system. They would still need to
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bill many different insurers, and the private insurers would have similar claims
processing functions.

This model creates new administrative functions: enforcement of the
employer’s mandate and calculation of the employer’s federal premium subsidy;
enforcement of the individual’s mandate; and regulation of the private insurance
market to ensure the availability of insurance with appropriate basic benefits and
operation of the public program. The current functions of the existing private
insurance market and its related regulation would remain, and new administrative
functions related to the purchasing pools and certification that benefit packages
meet federal standards would be added.

The states would have a new role creating and managing large purchasing
pools that would make plans available to employers who do not currently offer
coverage, including small employer groups, as well as to the self-employed and
individuals. The evidence to date does not show that such purchasing arrange-
ments reduce the costs to small employers or pool risks effectively if other group
insurance is available with experience-based premiums (Curtis et al., 2001). These
arrangements might, however, be more effective when all employers are required
to offer coverage and the premium cost is subsidized. Small groups not currently
insured, such as small firms, could possibly create a critical mass for the purchasing
pools (Wicks, 2002).

Prototype 3: Individual Mandate and Tax Credit

While the dollar values of the individual tax credit could be set within the
annual federal budget process, it would function as an entitlement to all those who
met the income requirement and would not be subject to a specific congressional
appropriation, similar to the tax credit in the first prototype. There would be no
limit on aggregate spending on health care, which would depend on individual
decisions to purchase insurance and use services, and on the associated costs. There
would also be no limit on the aggregate size of the annual federal commitment,
but once the credit amount is set, it would not be affected directly by individuals’
patterns of service use or providers’ charges.

Sustainability: Because the tax credits would be based on the federal income tax,
it would be built on the most broadly based tax and it would be a sustainable
source. The long-term sustainability of the program, however, would depend on
cost controls and adjustments in the subsidy level. It would be difficult to directly
impose utilization controls because there would be many independent insurers
and even more separate plans.

Simplicity and Efficiency: The elimination of the federal and state public programs
along with their confusing eligibility limits and complicated administrative struc-
tures would be a significant simplification. This insurance strategy, however,
would likely be less efficient than the current system because more people would
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purchase insurance in the individual and small-group market, where administrative
and premium costs are highest, and fewer people would obtain coverage through
public programs or large employment-based groups, where premiums and admin-
istrative costs are lowest. Also, under this tax credit strategy, some employers
might be inclined to drop coverage they now provide. Although the individual
mandate would mean more healthy people entering the nongroup insurance
market, creating a broader risk pool and reducing the adverse selection problem of
that market as a whole, it would not eliminate the incentive for insurers to “cherry
pick” the healthiest people. To the extent that the current limitations of the small
group and nongroup insurance markets are ameliorated, particularly under the
design alternative, state regulatory and administrative functions become more
complicated. However, to the extent that state purchasing pools attract a sufficient
portion of purchasers, economies of scale might result.

Choosing their own coverage would not be simple for individuals and fami-
lies; some education and guidance would be necessary. Also, the individual man-
date and tax credit would require the creation of an administrative structure to pay
the credit in advance and enforce its appropriate use, both to ensure that people
received the correct credit amount and that it was spent on qualified insurance.

Prototype 4: Single Payer

This health insurance strategy would greatly reduce, if not virtually eliminate,
employment-based insurance; the small group and nongroup insurance market;
current federal, state, and local programs to cover the uninsured; and most out-of-
pocket health spending by individuals and families. These major changes poten-
tially create savings for some current participants and significant new public costs,
depending on revenue sources used. While there would be substantial public
savings resulting from the elimination of the current tax incentives for the pur-
chase of health insurance, they would be balanced by increased tax bills for
individuals. Employers’ contributions to their employees’ health insurance could
also be lost to the health system if they were not redirected through a business tax,
and lost to the employees if not shifted into the remaining compensation package.

This prototype would create significant labor dislocations in the health insur-
ance and health care industries, although it would likely produce some efficiencies
and cost savings for the health sector. Because nearly all health spending would be
aggregated under the federal budget, the decision about what society deems
affordable would be both very public and unavoidable.

Sustainability: The long-run sustainability of the program would depend on
containing cost increases; many potential cost and utilization controls would reside
at the federal level. The impact additional cost and utilization controls could have
on health access and outcomes is unknown.

The consolidation of spending decisions would have the advantage of placing
some federal controls on aggregate health care spending nationally, where it
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would be subject to taxpayer resistance to tax increases. There would be disadvan-
tages of potentially less consumer pressure to limit spending and problems if the
“wrong/inappropriate” level of spending were chosen. It is unclear how, over
time, the public’s resistance to more taxation would balance against individuals’
desires for more and better health services with little out-of-pocket payment. If
the funding were predominantly through federal taxes, the system could be politi-
cally and economically sustainable, as long as the voting public was willing to
support the health care system and balance funding with use to ensure affordability.
If the public were unwilling or unable to fund the budget fully, constraints in the
form of more limited access to some services could develop over time. Nearly the
whole populace would likely contribute both through taxes and cost sharing, but
the single payer approach would undoubtedly have significant redistributive ef-
fects.

Simplicity and Efficiency: From the perspective of a potential patient, this system
would appear simple because eligibility would not change over time nor would
reenrollment be required. While procedures and forms that consumers would
need to use would be standardized nationally, the simplicity and ease of dealing
with a large bureaucracy would likely vary across the country, depending on the
contractors and the priority the federal agency placed on consumer education and
service.

Single payer systems, such as Medicare, generally are considered to have
substantially lower administrative costs than private insurance plans, because the
need for advertising, underwriting, and much eligibility and billing work disap-
pears. However, evidence of the specific percentage devoted to administrative
costs among all participants in the health system is limited, anecdotal, and insuffi-
cient to document the costs of comparable functions.

A single payer strategy could greatly simplify provider billing procedures.
There would be no need to determine the secondary health insurers, and standard
forms and procedures for all enrollees would make it easier for those submitting
bills. On the other hand, additional administrative functions would include a
significant increase in federal regulations needed to ensure standards, procedures
for updating the benefit package, and payment rates. With only one benefit
package, risk selection would not be a concern because there would be little to
attract people based on their level of risk to one plan or another. The costs of the
healthy and the sick would be averaged across the entire U.S. population.

The supplemental coverage under the design alternative of increased
copayments would affect the impact of out-of-pocket cost sharing at the point of
service while increasing revenues. One challenge would be determining the level
at which cost sharing should be capped for families and individuals so that the
copayments would encourage responsible use but not be a deterrent to appropriate
use of services, particularly by families with higher than average needs. The level
of copayments would require balancing the advantages of cost sharing as a pro-
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grammatic financing mechanism with the incentives cost sharing creates for the
development of supplemental coverage. If the supplemental coverage did more
than “wrap around” the public benefit and covered services in the comprehensive
package with related amenities and exclusive providers with shorter queues, there
would be less control of total spending but additional revenue for the delivery
system. With higher cost sharing, it would also be necessary to collect income data
and make provision for special no-premium supplemental policies for lower in-
come individuals to avoid inequitable financial barriers to access.

With a single payer system, the federal administrative agency would need to
decide how and what to pay for various services and providers. This would present
both administrative and political challenges. The planning process as well as nego-
tiations with providers over payments present both the opportunity for greater
visibility of the allocation process and the greater risk that the funds and services
used would be mismatched.

Health Care Coverage Should Enhance Health and Well-Being
by Promoting Access to High-Quality Care That Is Effective,
Efficient, Safe, Timely, Patient-Centered, and Equitable

Prototype 1: Major Public Program Extension and New Tax Credit

The combined federal–state public program would include a comprehensive
benefit package, comparable to the current Medicaid benefits, which could be
designed to promote appropriate, cost-effective use of services even though cost
sharing would be minimal for lower income enrollees and have less impact on use.
Employment-based insurance and policies purchased on the independent insur-
ance market with the tax credit would meet certain federal standards. There
would be a wide variety of benefit packages offered, and with different levels of
cost sharing, much as there is today. Cost sharing would be likely to promote
appropriate use of services in some but not all plans. The Medicare benefit would
be similar to that offered currently.

While the public program could design incentives to promote quality in the
health system, at least for its enrollees, its share of provider revenues might be
insufficient to induce investment in data systems and other costly improvements.
There would be no new requirements on employers or insurers in the private
market, so quality improvements would occur to the extent currently expected. If
significant numbers of people remain uninsured, the quality of the whole health
care system would suffer.

To the extent that health care is inequitably delivered today, particularly
disadvantaging members of minority groups due to lack of coverage, this strategy
would reduce that inequity by covering more people. This assessment of equity
also is applicable to the following three prototypes.
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Prototype 2: Employer Mandate, Premium Subsidy, and Individual
Mandate

The structure of this prototype would require a federally defined basic benefit
package for employment-based coverage and for individually purchased subsidized
coverage. It could be defined actuarially or by general benefits to be covered.
Some plans might be based on current medical evidence to the extent feasible and
designed with cost sharing to promote the use of appropriate services. The re-
quired basic benefit package for individual coverage would be less comprehensive
than the current average employment-based benefit package, but employers would
be allowed to offer richer packages as add-ons to the basic coverage, which some
workforces might demand and some labor markets might deliver.

Assuming the more comprehensive employer plans receive the same dollar
premium subsidy as the basic plan, lower income workers would be more likely to
choose the basic plan. Those workers who could not afford or were not offered a
more comprehensive policy might go without needed medical care and suffer
poorer health, particularly those with expensive chronic needs. Workers with
sufficiently low income who were not eligible for employment-based coverage
could qualify for the enriched public program. The design of the public program
and the premium assistance to individuals could ensure equitable treatment of
employees whether their employer offered benefits or not.

The challenges to promoting quality improvements for clinical as well as
administrative management would be similar to the status quo because federal
leverage through provider revenues would not be greatly increased. State purchas-
ing pools could also play a role in promoting quality measures. The current
incentives for employers to lead in promoting quality would remain. Some pro-
gressive employers would continue to pursue quality improvements to the advan-
tage of their employees and the health system. With the employer mandate, the
motivation for employers to combine their purchasing activities enough to gener-
ate quality improvements and cost savings would be stronger than now.

Prototype 3: Individual Mandate and Tax Credit

The federally defined benefit would be a basic package defined either actuari-
ally or by general benefits with little specificity, much like the previous model.
Insurance companies would design their own benefit plans, which might, but
would not necessarily, include services proven effective by medical evidence or be
designed with cost-sharing incentives for appropriate use. As with the employer
mandate prototype, if the size of the tax credit were low relative to the cost of the
premium for the basic benefit package, it would be less likely that people could
afford a more comprehensive package. They might go without needed care and
suffer poorer health if they could not afford to purchase the needed, noncovered
services out of pocket. For people with multiple or chronic conditions this might
be especially true if there were little regulation of private insurance underwriting
practices, because their premiums would be higher than average.
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Because all purchases of health care would be through private health insur-
ance companies, mechanisms currently in place through employers and purchasing
pools could promote quality improvements in the health system. Individual con-
sumers would be free to switch to plans that they perceived to be of higher quality
and collectively could create demand for quality improvements.

 Prototype 4: Single Payer

The comprehensive benefit package would be defined nationally and would
cover everyone. The cost sharing could be designed to encourage use of services
determined to be appropriate and cost effective, but the effect on use might be
minimal because the dollar amount of the cost sharing would be minimal. Because
this single payer insurance strategy would be comprehensive, the demand for
private supplemental insurance might be limited, although anyone who wanted to
purchase noncovered services could pay for them out of pocket. Under the design
alternative that includes substantially increased cost sharing and supplemental in-
surance policies, the opportunity for cost sharing to encourage appropriate use
would be diminished.

Because the single payer approach could be designed with strong central
controls, national quality standards could be defined, imposed, monitored, and
reimbursed uniformly and consistently. Whether or not those opportunities were
pursued might depend on political forces at the federal level. The development
and implementation or enhancement of data systems might prove to be easier and
less expensive than currently because systems and reporting standards could be
created and imposed at the national level and payments designed to cover capital
and operating expenses.

The single payer approach would create a strong incentive to adopt quality
measures that would enhance the use of preventive services and cost-effective care
because it would reap the benefits of better health and cost savings either in the
short or longer term. It would also be uniquely capable of incorporating payment
incentives for higher quality care. On the other hand, a strong central bureaucracy
could deter creative, innovative quality improvements because of its size, deliber-
ateness, or limitations imposed by Congress. Attempts to set high standards and
remove providers that did not meet quality standards would probably meet stron-
ger resistance than in today’s Medicare program, because there would be few or
no other practice opportunities.

SUMMARY

The assessment of these strategies shows the feasibility of systematically using
a body of evidence and a set of principles to guide policy making. The structure of
the assessments, based on the principles, gives a straightforward technique to use
when designing a new approach. It compares how well the prototypes achieve the
principle and highlights which mechanisms are most likely to achieve a particular
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principle and which strategies might need adjustment. One can also use the
assessments to examine an individual prototype by checking its section under each
of the five principles. The assessments are summarized in Table 5.2.

By comparing the assessments, one sees that some principles could be achieved
better under one model than another. For example, the voluntary approach repre-
sented by Prototype 1 is least likely to achieve universal coverage, compared with
any of the prototypes incorporating mandates. Each prototype has strengths and
weaknesses, achieving some principles more fully than others. All of them offer
improvements over the status quo. Some balancing among the objectives emerges:
a comprehensive benefit package is more likely both to achieve better health and
to cost more than a basic package. If the personal costs of coverage for individuals
were reduced, the costs to society would be likely to increase, given a standard
benefit package. Although individuals would likely pay for the increased public
costs through taxes, there would be a significant shift from current burdens.

The four prototypes were selected to illustrate the broad range of proposals
currently circulating and to serve as examples in the preceding analytic exercise.
They were described simply, as basic models of each type. It becomes clear in the
assessment that each prototype has weaknesses that could be ameliorated through
more complex and less “pure” designs. In fact, many proposals under discussion in
the public arena take into account some of the limitations highlighted here. The
potential to alter a prototype to improve its ability to achieve a specific principle
could affect the trade-offs among the principles and could affect the general
attractiveness of a particular approach. Not only could the models be improved
with further adjustments, but some of the stronger elements in one model could
be incorporated into another model. The Committee leaves the debate about the
design of a comprehensive, major reform to the public, policy makers, and elected
officials. Universal coverage can be achieved if there is political support.

The principles used in the assessment come from the Committee’s previous
research on the consequences of uninsurance and represent its conclusions on
important goals for any strategy to extend coverage. In the next and final chapter
the Committee presents its recommendations for extending coverage.
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TABLE 5.2  SUMMARY ASSESSMENT OF
PROTOTYPES BASED ON COMMITTEE
PRINCIPLES
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TABLE 5.2  Summary Assessment of Prototypes Based on Committee
Principles

Prototype 1

Major Public Program
Extension and

Principles Status Quo New Tax Credit

Coverage should be Not universal; Would not achieve universality
universal 43 million uninsured because voluntary, but would

reduce uninsured population

Coverage should be Not continuous; income, age, Family- and  job-related
continuous family, job, and health- gaps in coverage

related gaps in coverage

Coverage should be Private coverage unaffordable More affordable than current
affordable for individuals to many moderate- and system for those with low or
and families low-income persons moderate income

Strategy should be Not affordable or sustainable All participants contribute;
affordable and for society; uninsurance is aggregate expenditures not
sustainable for society growing; cost of poorer controlled; new public expenditures

health and shorter lives is for only the public program
$65–$130 billion; some expansion and tax credit;
participants contribute; no sustainability of public program
limit on aggregate health depends on revenue sources
expenditures or on tax and political support; size of
expenditures—spending is credit depends on political
higher than other countries, support
sustainability of current
public programs depends
on economy and political
support

Coverage should enhance Quality of care for the Opportunities to promote
health through high- population limited because quality improvements similar
quality care one in seven is uninsured to current system
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Prototype 2 Prototype 3 Prototype 4

Employer Mandate,
Premium Subsidy, and Individual Mandate
Individual Mandate and Tax Credit Single Payer

Coverage likely to be high; Depends on size of tax credit, Likely to achieve universal
depends on enforcement enforcement, and cost of coverage
of mandates individual insurance

Brief gaps related to life Minimal gaps Continuous until death or age
and job transitions 65

Yes for workers, assuming Subsidy based only on Minimal cost sharing, but could
adequate employer premium income and family size be problem for lowest income
assistance; public program leaves older, less healthy,
designed to be affordable for and those in expensive areas
all enrollees with less affordable coverage

All participants contribute; No limit on aggregate Nearly all participants
basic package less costly than health expenditures or on contribute;  aggregate
current employment coverage; tax expenditure, though expenditures controllable,
revenue from patients in federal costs relatively utilization not directly or
public program; sustainability predictable and controllable centrally controlled; high cost to
depends on revenue sources through size of credit; federal budget; administrative
for employers’ premium sustainable through federal savings; sustainability depends
assistance and public program income tax base; size of on revenue source and political

credit depends on political support
support

Could design quality incentives Similar incentives to current Potentially yes; depends on
in expanded public program private insurance system, proper design
and basic benefit package; consumer could choose
current employer incentives quality plans
for quality remain
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BOX 6.1
Vision, Principles, and Recommendations

Vision

The Committee on the Consequences of Uninsurance envisions an approach to
health insurance that will promote better overall health for individuals, families,
communities, and the nation by providing financial access for everyone to neces-
sary, appropriate, and effective health services.

Principles

1. Health care coverage should be universal.
2. Health care coverage should be continuous.
3. Health care coverage should be affordable to individuals and families.
4. The health insurance strategy should be affordable and sustainable for society.
5. Health care coverage should enhance health and well-being by promoting ac-
cess to high-quality care that is effective, efficient, safe, timely, patient-centered,
and equitable.

Recommendations

The Committee recommends that these principles be used to assess the merits of
current proposals and to design future strategies for extending coverage to every-
one.

****
The Committee recommends that the President and Congress develop a strategy
to achieve universal insurance coverage and establish a firm and explicit schedule
to reach this goal by 2010.

****
The Committee recommends that until universal coverage takes effect, the federal
and state governments provide resources sufficient for Medicaid and the State
Children’s Health Insurance Program to cover all persons currently eligible and
prevent the erosion of outreach efforts, eligibility, enrollment, and coverage.



153

6

Conclusions and
Recommendations

The charge to the Committee on the Consequences of Uninsurance was “to
communicate to the public and policy makers analytical findings about the mean-
ing of a large uninsured population for individuals, families, and their communi-
ties, as well as for society as a whole. Its reports should contribute to the public
debate about insurance reforms and health care financing.” Based on the findings
of its first five reports, the Committee concludes that:

• The number of uninsured individuals under age 65 is large, grow-
ing, and has persisted despite periods of strong economic growth.

• Uninsured children and adults do not receive the care they need;
they suffer from poorer health and development, and are more likely to
die prematurely than are those with coverage.

• Even one uninsured person in a family can put the health and
financial stability of the whole family at risk.

• When a community has a high uninsured rate, this can adversely
affect its overall health status and its health care institutions and provid-
ers, and reduce the access of its residents to certain services.

• The estimated value across society in healthy years of life gained
by providing health insurance coverage to uninsured persons is almost
certainly greater than the additional costs of providing those who lack
coverage with the same level of services as insured persons use.

 Because having health insurance improves access to appropriate and timely
services and access is related to better health, insurance is a key to improving the
country’s health. The evidence in the Committee’s reports on the problems
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related to uninsurance leads to a logical conclusion—that the interests of our
nation and its residents are best served by adopting policies that result in everyone
having coverage. Chapter 3 of this report highlights a century of unsuccessful
attempts to insure the nation’s populace. It also documents efforts that incremen-
tally extended coverage at the federal, state, and county levels. While these efforts
have provided insurance for millions of people, they have fallen short. Indeed,
more than one of every six Americans under age 65 report they are uninsured for
the previous year and the uninsured rate is growing (Mills and Bhandari, 2003).
One in three Americans had a period of at least one month without insurance
during a two-year period (1996–1997) (Short, 2001). Incremental approaches that
are geographically limited, narrowly targeted to a subgroup of the uninsured,
temporary, and commit too few new dollars are inadequate to address the problem
at hand.

Major reform is needed to make universal coverage a reality. Policy change at
the federal level is essential because:

• Federal resources are greater than those available at the state and local
levels and can be directed to areas of greatest need.

• Nationwide standards are essential for establishing a uniform minimum
level for coverage and benefits, while individual states can provide higher levels if
they choose. States are limited by the Employee Retirement Income Security Act
of 1974 (ERISA) in their implementation of changes related to employment-
based coverage.

Although implementation can be phased in over time, viable reform pro-
posals will need to go beyond the limits of just incremental expansions of existing
programs to include an explicit goal and a coherent plan to achieve coverage for
everyone, integrated structural changes to correct existing gaps and inefficiencies,
and a definite schedule for making measurable progress required to achieve uni-
versal coverage within a reasonable timeframe. Most importantly, major reform
will require strong, bipartisan political support.

The Committee concludes that universal health insurance coverage
for everyone in the United States requires major reform initiated as
federal policy.

To facilitate the process of achieving coverage for everyone, the Committee
identified principles and policy criteria that can be used to assess the merits of
various reform strategies (see Box 6.1). We recognize the essentially political
nature of the policy choices that must be made and do not endorse or reject
specific reform approaches. The criteria, formulated as Committee principles, are
discussed in Chapter 4 and reiterated briefly here.
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PRINCIPLES TO GUIDE THE EXTENSION OF
COVERAGE

1. Health care coverage should be universal.
2. Health care coverage should be continuous.
3. Health care coverage should be affordable to individuals and

families.
4. The health insurance strategy should be affordable and sustain-

able for society.
5. Health insurance should enhance health and well being by pro-

moting access to high-quality care that is effective, efficient, safe, timely,
patient-centered, and equitable.

The Committee recommends that these principles be used to assess
the merits of current proposals and to design future strategies for
expanding coverage to everyone.

All of the prototypes discussed in Chapter 5 come closer to satisfying the
principles than does the status quo. Each could be improved by adjusting various
components. Elements from one prototype may be combined with another to
maximize the impact or minimize costs. Also, the comprehensiveness of the
benefit packages would be weighed against the costs and expected improvements
in health. The Committee’s intent is not to recommend or reject a particular
strategy or to present a specific blueprint, but rather to articulate the principles that
should be used to assess various insurance strategies. The Committee believes,
however, that the universality principle necessitates an approach that incorporates
mandates.

Any proposal for reform inevitably will shift burdens and benefits of health
care financing. Depending on the approach selected, those shifts could substan-
tially exceed the actual increase in spending required to cover the uninsured
population. While recognizing that financial resources for health care are limited
and that shifting current burdens and benefits may be objectionable to those
comfortable with the status quo, the Committee believes nonetheless that univer-
sal coverage will enhance the overall health and well-being of the nation. Antici-
pating the political ramifications of the redistributive impacts of a reformed health
insurance strategy is beyond the scope of the Committee’s charge. The inevitabil-
ity of such shifts is not a reason for inaction. We must acknowledge the need to
restructure health care finance fundamentally in order to extend coverage to
everyone.

Significant new public policies will be necessary to address the issue of
uninsurance. Additional public resources to finance insurance will be needed as
well, although these may be reduced or offset by savings elsewhere. The Commit-
tee recognizes that the American public in the past has been reluctant to support
coverage for the uninsured because it would likely entail additional taxes or a
major shifting of budgetary resources. A more complete understanding of the great
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costs we are incurring as a society because of the lack of universal coverage might
overcome this reluctance. Although some of the existing payments for care for the
uninsured might be shifted into a new, comprehensive program, we also recognize
that it is highly unlikely that all current expenditures would become available to
support a new program.

 The Committee recognizes that a program of universal coverage will take
time to develop, adopt, and implement. The political and administrative com-
plexities and financing challenges of implementing even the simplest model should
not be underestimated. The Committee therefore urges that planning, including
an aggressive timetable, begin immediately, with the goal of universal coverage by
2010. The Committee is optimistic that the task is achievable by this date and that
it is a reasonable target. This date is consistent with the federal government’s
Healthy People 2010 initiative to increase the years and quality of life nationally
and eliminate disparities in health among population groups (DHHS, 2000). The
first objective of the initiative’s Access to Health Care goal is to increase the
proportion of the population under age 65 that has health care coverage; the target
is 100 percent coverage by 2010 (DHHS, 2000).

Like any major tax law or other social program reform, transitions for large
and even small changes in health care finance can be costly. Any plan for phasing
in universal coverage should recognize that change in the current health insurance
system will be complex and potentially confusing. Thus, the coherence and sim-
plicity of a minimal number of transitional stages are important goals for a phase-
in strategy.

The Committee recommends that the President and Congress de-
velop a strategy to achieve universal insurance coverage and estab-
lish a firm and explicit schedule to reach this goal by 2010.

Because full insurance coverage for the whole population will take time to
achieve, several actions should be taken to prevent further erosion of existing
public insurance programs. During the current economic downturn, many states
and municipalities are experiencing reduced revenues. This fiscal crisis is intensi-
fied by rising health care costs and insurance premiums and by growing numbers
of unemployed residents who are uninsured and eligible for public coverage
(Smith et al., 2003). As a result of budget shortfalls in 2002, many states are
planning significant cutbacks in the State Children’s Health Insurance Program
(SCHIP) and their Medicaid program, which is the second largest line item in
most states’ operating budgets (Schneider, 2002; KCMU, 2003b). Generally, those
cutbacks had not been implemented by April 2003, but future cuts are anticipated
(KCMU, 2003c). With 50 million nonelderly persons enrolled in Medicaid and
another 5.3 million in SCHIP, it is important to assure funds for continued
coverage and to expand enrollment in periods when more people meet existing
eligibility criteria (CMS, 2003a; KCMU, 2003a). It is also important to remember
that the original authorization and appropriation for the SCHIP program was
limited to 10 years and is due to expire in 2007. Provisions for its continuation will
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be necessary if the reform strategy is not fully implemented by that date. Other-
wise, the population served by the current program will become uninsured.

The Committee recognizes the current economic pressures on all levels of
government. More enrollees will require additional funds. An estimated 3 million
lower income adults are currently eligible but not enrolled in Medicaid, represent-
ing 16 percent of all lower income adults (Schneider, 2002). Another 4.3 million
children are eligible for Medicaid or SCHIP, but not enrolled (Kenney et al.,
2003). If these people were covered by the existing programs, the uninsured
population would be significantly reduced. Getting people enrolled in these public
programs is necessary but not sufficient; keeping them in the program is also
important. Medicaid can be difficult to obtain and hard to keep. While most states
have implemented administrative changes to facilitate enrollment, in the face of
serious budget constraints some states have taken steps to curtail outreach efforts,
limit eligibility of parents, and rescind 12-month continuous eligibility for chil-
dren (Ross and Cox, 2003). Efforts should be taken to reduce the number of
people without coverage because of complex enrollment procedures and adminis-
trative barriers or obstacles.

Individuals earning less than the poverty level are particularly likely to lose
health insurance, whether public or private. About 19 percent of children and 17
percent of adults who are covered by Medicaid at the start of the year lose that
coverage during the year, even though many remain eligible (Ku and Ross, 2002).
Among low-income people with private coverage, 13 percent of children and
adults who start the year with coverage lose it before the end of the year. Continu-
ous coverage for those who are intermittently insured could reverse some of the
negative consequences of uninsurance. While many states have provided outreach
and streamlined enrollment and reenrollment procedures for SCHIP, there has
not been as much progress in the Medicaid program, for which two-thirds of
uninsured children are eligible.

The Committee recommends that until universal coverage takes
effect, the federal and state governments provide resources sufficient
for Medicaid and SCHIP to cover all persons currently eligible and
prevent the erosion of outreach efforts, eligibility, enrollment, and
coverage.

The public coverage programs are critical for those who otherwise would be
uninsured. For those who currently are uninsured, it is important to maintain the
existing capacity of health care institutions and providers who often make needed
services available. The disruptions of transition to universal coverage for those
providers and institutions should be minimized. The Committee also recognizes
that problems of access to health care will remain in some geographic areas and for
certain populations. Insurance coverage will reduce but not eliminate the need to
support service capacity in certain underserved areas and for particular underserved
populations.

The Committee believes we all have a stake in how these recommendations



158 INSURING AMERICA’S HEALTH

BOX 6.2
A Page from History

The following text is from President Richard Nixon’s conclusion of his Special
Message to Congress, February 18, 1971, in which he transmitted his proposal for
health insurance reform.

“It is health which is real wealth,” said Gandhi, “and not pieces of gold and
silver.” That statement applies not only to the lives of men but also to the life of
nations. And nations, like men, are judged in the end by the things they hold most
valuable.

Not only is health more important than economic wealth, it is also its founda-
tion. It has been estimated, for example, that ten percent of our country’s economic
growth in the past half century has come because a declining death rate has pro-
duced an expanded labor force.

Our entire society, then, has a direct stake in the health of every member. In
carrying out its responsibilities in this field, a nation serves its own best interests,
even as it demonstrates the breadth of its spirit and the depth of its compassion.

Yet we cannot truly carry out these responsibilities unless the ultimate focus
of our concern is the personal health of the individual human being. We dare not
get so caught up in our systems and our strategies that we lose sight of his needs
or compromise his interests. We can build an effective National Health Strategy
only if we remember the central truth that the only way to serve our people well is
to better serve each person.

are implemented as well as whether or not they are implemented. Currently all
Americans bear the costs of a sizable uninsured population:

• the ill health, impaired development, and early deaths of the uninsured,
measured as the lost value of healthy life years;

• much of the costs of care provided to the uninsured;
• the financial instability of all families with at least one uninsured member;
• the negative impact on health care institutions and on the communities

they serve; and
• the diminution of democratic cultural and political values of equal respect

and equal opportunity.

Doing nothing to change current policies carries substantial costs which will
continue to grow in the future as health services become increasingly effective.
Indeed, the underlying purpose of the Committee’s project has been to identify
and increase awareness of the consequences associated with uninsurance, in the
belief that an informed public will generate public policies to ameliorate the
problem. The next steps require bipartisan political action at the federal level to
move the process forward. Box 6.2 reminds us that this peculiarly American
dilemma of health insurance reform has been with us a long time. Even more
importantly, it reminds us of why we should delay reforms no longer.
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The Committee has demonstrated that through both good economic times
and bad and despite decades of efforts to implement universal health insurance
coverage, the United States has continued to have a large and growing uninsured
population. Although there was a slight dip in the number uninsured in 1999
following several years of prosperous economic conditions, it was so small and
temporary that it is clear that economic growth alone will not eliminate the
presence of a large uninsured population. That population, because of lack of
insurance, has experienced less or no access to needed health care. The benefits of
universal coverage would enrich all Americans, whether accounted for in terms of
improved health and longer life spans, greater economic productivity, financial
security, or the stabilization of communities’ health care systems. We all benefit as
well because health insurance contributes essentially to obtaining the kind and
quality of health care that can express the equality and dignity of every person.
Unless we can ensure universal coverage, we fail as a nation to deliver the great
promise of our health care system, as well as of the values we live by as a society.
It is time for our nation to extend coverage to everyone.
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TABLE A.2 Distribution of Uninsured Population and Probabilities of Going
Without Coverage by Selected Characteristics, 2002

No. of
No. in Distribution Uninsured
Population in Population (est.) Uninsured
(thousands) (%) (thousands) Rate (%)

Total 285,933 100.0 43,574 15.2
Work experience
(18-64 yrs old)
Total 178,388 100.0 34,785 19.5
Worked during year 142,918 80.1 25,679 18.0

Worked full-time 118,411 66.4 19,911 16.8
Worked part-time 24,506 13.7 5,767 23.5

Did not work during year 35,470 19.9 9,106 25.7
Household income
(not income for health
insurance unit)
Less than $25,000 62,979 22.0 14,776 23.5
$25,000 to $49,999 75,927 26.6 14,638 19.3
$50,000 to $74,999 58,622 20.5 6,904 11.8
$75,000 or more 88,406 30.9 7,256 8.2
Federal poverty level
Total (in poverty universea) 285,317 100.0 43,371 15.2

Earning up to 100% FPL 34,570 12.1 10,492 30.4
Earning between 100%

and 200% FPL 12,514 4.4 3,488 27.9
Educational attainment
(18 years and older)
Total 212,622 100.0 35,042 16.5

No high school diploma 34,829 16.4 9,768 28.0
High school graduate only 67,512 31.8 12,671 18.8
Some college, no degree 41,319 19.4 6,214 15.0
Associate degree 16,350 7.7 1,981 12.1
Bachelor’s degree or higher 52,612 24.7 4,408 8.4

Firm size (18-64 yrs old)
Total 142,918 100.0 25,679 18.0

Less than 25 employees 42,025 29.4 12,520 29.8
25 to 99 employees 18,650 13.0 3,686 19.8
100 to 499 employees 19,579 13.7 2,626 13.4
500 to 999 employees 7,705 5.4 812 10.5
1000 or more employees 54,958 38.4 6,035 11.0

Age
Under 18 years 73,312 25.6 8,531 11.6
18 to 24 years 27,438 9.6 8,128 29.6
25 to 34 years 39,243 13.7 9,769 24.9
35 to 44 years 44,074 15.4 7,781 17.7
45 to 54 years 40,234 14.1 5,586 13.9
55 to 64 years 27,399 9.6 3,521 12.8
65 years or more 34,234 12.0 258 0.8

Continued
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Immigrant and nativity status
Born in United States 252,463 88.3 32,388 12.8
Foreign born 33,471 11.7 11,186 33.4

Naturalized citizen 12,837 4.5 2,251 17.5
Noncitizen 20,634 7.2 8,935 43.3

Race and ethnicity
White, alone or in combination 235,036 82.2 33,320 14.2
African American, alone

or in combination 37,350 13.1 7,429 19.9
Hispanic, all combinations 39,384 13.8 12,756 32.4
Asian/S. Pacific Islander,

alone or in combination 12,504 4.4 2,248 18.0
Gender
Male 139,876 48.9 23,327 16.7
Female 146,057 51.1 20,246 13.9
Census region of residence
Northeast 54,139 18.9 7,057 13.0
Midwest 64,581 22.6 7,533 11.7
South 101,800 35.6 17,773 17.5
West 65,413 22.9 11,210 17.1

aThe U.S. Census Bureau uses the concept of poverty universe to describe all respondents for
whom information about income is available.
NOTE: Fractions may not add to 100 percent because of rounding, because some people may report
coverage from more than one source during the course of a year, and because respondents may fall
into more than one reporting category, for example, in the case of race and ethnicity.
SOURCES: Mills and Bhandari, 2003; U.S. Census Bureau, 2003a,b,c.

TABLE A.2 Continued

No. of
No. in Distribution Uninsured
Population in Population (est.) Uninsured
(thousands) (%) (thousands) Rate (%)
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TABLE A.3 DISTRIBUTION OF UNINSURED
POPULATION UNDER AGE 65 AND
PROBABILITIES OF GOING WITHOUT
COVERAGE, BY STATE OF RESIDENCE, 2002
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TABLE A.3 Distribution of Uninsured Population Under Age 65 and
Probabilities of Going Without Coverage, by State of Residence, 2002

Distribution No. of Distribution
No. in in Uninsured of
Population Population (est.) Uninsured Uninsured
(thousands) (%) (thousands) (%) Rate (%)

U.S. total 251,700 100.0 43,316 100.0 17.2
Alabama 3,820 1.5 564 1.3 14.8
Alaska 588 0.2 117 0.3 20.0
Arizona 4,713 1.9 913 2.1 19.4
Arkansas 2,311 0.9 438 1.0 18.9
California 31,732 12.6 6,361 14.7 20.0
Colorado 4,033 1.6 717 1.7 17.8
Connecticut 2,885 1.1 355 0.8 12.3
Delaware 701 0.3 79 0.2 11.2
District of Columbia 504 0.2 73 0.2 14.5
Florida 13,675 5.4 2,816 6.5 20.6
Georgia 7,683 3.1 1,354 3.1 17.6
Hawaii 1,059 0.4 121 0.3 11.4
Idaho 1,151 0.5 233 0.5 20.2
Illinois 11,052 4.4 1,758 4.1 15.9
Indiana 5,362 2.1 794 1.8 14.8
Iowa 2,523 1.0 274 0.6 10.9
Kansas 2,346 0.9 280 0.6 11.9
Kentucky 3,526 1.4 546 1.3 15.5
Louisiana 3,914 1.6 814 1.9 20.8
Maine 1,073 0.4 144 0.3 13.4
Maryland 4,838 1.9 725 1.7 15.0
Massachusetts 5,615 2.2 637 1.5 11.3
Michigan 8,828 3.5 1,152 2.7 13.1
Minnesota 4,519 1.8 397 0.9 8.8
Mississippi 2,482 1.0 464 1.1 18.7
Missouri 4,905 1.9 646 1.5 13.2
Montana 774 0.3 139 0.3 17.9
Nebraska 1,492 0.6 173 0.4 11.6
Nevada 1,873 0.7 417 1.0 22.3
New Hampshire 1,116 0.4 125 0.3 11.2
New Jersey 7,470 3.0 1,181 2.7 15.8
New Mexico 1,594 0.6 385 0.9 24.2
New York 16,860 6.7 3,014 7.0 17.9
North Carolina 7,162 2.8 1,362 3.1 19.0
North Dakota 545 0.2 69 0.2 12.7
Ohio 9,892 3.9 1,331 3.1 13.5
Oklahoma 3,022 1.2 600 1.4 19.9
Oregon 3,106 1.2 511 1.2 16.5
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Pennsylvania 10,359 4.1 1,377 3.2 13.3
Rhode Island 914 0.4 104 0.2 11.3
South Carolina 3,453 1.4 496 1.1 14.4
South Dakota 651 0.3 84 0.2 13.0
Tennessee 5,054 2.0 606 1.4 12.0
Texas 19,403 7.7 5,515 12.7 28.4
Utah 2,129 0.8 305 0.7 14.3
Vermont 543 0.2 66 0.2 12.2
Virginia 6,329 2.5 962 2.2 15.2
Washington 5,385 2.1 848 2.0 15.7
West Virginia 1,468 0.6 254 0.6 17.3
Wisconsin 4,838 1.9 535 1.2 11.0
Wyoming 430 0.2 86 0.2 20.0

SOURCE: U.S. Census Bureau, 2003d.

TABLE A.3 Continued

Distribution No. of Distribution
No. in in Uninsured of
Population Population (est.) Uninsured Uninsured
(thousands) (%) (thousands) (%) Rate (%)
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TABLE A.4 Summary of National Surveys Compiling Information on Health
Insurance Status of the Population  (Estimates for Population Under Age 65)

Survey and Frequency of
Sponsor Survey Sample

Community Tracking Study, Two-year cycle for first 32,000 households;
Household Survey—Center for three rounds (1996–1997, 60,000 individuals in
Studying Health System Change 1998–1999, 2000–2001); survey

fourth round in 2003

Current Population Survey— Annual; health insurance- 80,000 households;
U.S. Census Bureau related questions since 1980 130,000 individuals

National Health Interview Survey Annual; health insurance 43,000 households
—National Center for Health questions made part of each containing 106,000
Statistics, Centers for Disease year’s survey since 1997 individuals
Control and Prevention

National Survey of America’s First conducted in 1997, 44,000 households with
Families—Urban Institute subsequent rounds in 106,000 individuals

1999 and 2002
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Who Counts Estimated Uninsured
Methods As “Uninsured” and Period Uninsured

Telephone survey of Individuals reporting no 2000–2001
nationally representative insurance type asked to 33.8 million uninsured;
sample in 60 randomly verify that they are uninsured at time of interview
selected metropolitan uninsured (Cunningham, 2003)
statistical areas (MSAs);
more intensive sampling in
12 of these MSAs

National probability sample Individuals reporting no 2002
with independent state-level insurance type asked to 43.3 million; uninsured
samples allowing for state- verify that they are throughout prior calendar
level estimates. uninsured year
Telephone and face-to-face (Mills and Bhandari, 2003)
interviews.
One person answers on
behalf of household
members

National probability sample Individuals reporting no 2002
with in-person interviews insurance type asked to 40.0 million;
with each family as a group verify that they are uninsured at time of interview

uninsured (CDC, 2003)

Telephone survey of Individuals reporting no 1999
nationally representative insurance type asked to 36 million uninsured;
sample of persons under 65, verify that they are uninsured at time of interview
also representative for 13 uninsured (Haley and Zuckerman, 2003)
states, with in-person
interviews of a sample of
households without
telephones

Continued



170 INSURING AMERICA’S HEALTH

Panel surveys
Medical Expenditure Panel New in 1996;  new 32,122 persons in 2001
Survey—Agency for Healthcare panel annually. Household Component
Research and Quality Comparable prior surveys:

National Medical
Expenditure Survey, 1987;
National Medical Care
Expenditure Survey, 1977

Survey of Income and Program New panel every 2–4 36,700 households in
Participation—U.S. Census years since 1983. Monthly 2001 panel
Bureau data based on quarterly

interviews

TABLE A.4 Continued

Survey and Frequency of
Sponsor Survey Sample
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National probability sample. Residual—persons not 2001
Six interviews over 30 reporting any type of 31.3 million uninsured
months. Computer-assisted coverage throughout calendar year,
in-person and telephone 61.9 million uninsured at any
interviews time during the year; reports

provide status during a
reference period of 3–5
months; data allow for
monthly analysis
(Rhoades and Cohen, 2003)

In-person interviews with Residual—persons not 1998
each household member reporting any type of 21.1 million uninsured
over age 15; adults asked coverage throughout calendar year,
about children 56.8 million uninsured at any

 time during the year; months
combined for annual estimate
(Congressional Budget Office,
2003)

Who Counts Estimated Uninsured
Methods As “Uninsured” and Period Uninsured
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Glossary and Acronyms

Adverse Selection The disproportionate enrollment of individuals with poorer
than average health expectations in certain health plans. Over time, as plan premi-
ums rise as a result of higher enrollee health care costs, the plan becomes less
attractive to relatively healthy potential enrollees, disproportionately attracting
relatively sicker enrollees in successive enrollment cycles, which results in spiraling
costs.

Affinity Group A group of people with a common organizational interest or
membership, other than for the purchase of health insurance, for example, mem-
bership in a professional society.

Benefit The particular services covered by a health plan and the amount payable
for a loss under a specific insurance coverage (indemnity benefits) or as the guar-
antee of payment for certain services (service benefits).

Charity Care Generally, physician and hospital services provided to persons who
are unable to pay for services, especially those who are low income, uninsured,
and underinsured.  A high proportion of the costs of charity care is derived from
services for children and pregnant women (e.g., neonatal intensive care).*

*Adapted from the Academy for Health Services Research and Health Policy glossary at: http://
www.academyhealth.org/publications.glossary.pdf. Accessed February 4, 2002.
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Coinsurance The percentage of a covered medical expense that a beneficiary
must pay, after any required deductible is met.

Community Rating Calculating premiums based on the average costs of all of
an insurer’s subscribers rather than on the experience of a subgroup or of indi-
viduals.

Copayment A fixed payment per service (e.g., $15 per office visit or procedure)
paid by a health plan member.

Cost Sharing The portion of health care expenses that a health plan member
must pay directly, including deductibles, copayments, and coinsurance, but not
including the premium.

Cost Shifting Transfer of health care provider costs that are not reimbursed by
one payer to other payers through higher charges for services.

Cross-Subsidization Payments made for services rendered to one individual or
group that are used to cover shortfalls in individual payments for services rendered
to another individual or group.

Crowd-Out, Substitution A phenomenon whereby new public programs or
expansions of existing public programs designed to extend coverage to the unin-
sured prompt some privately insured persons to drop their private coverage and
take advantage of the expanded public subsidy.*

Deductible The amount of loss or expense that must be incurred by an insured or
otherwise covered individual before an insurer will assume any liability for all or
part of the remaining cost of covered services. Deductibles may be either fixed-
dollar amounts or the value of specified services (such as 2 days of hospital care or
one physician visit). Deductibles are usually tied to some reference period over
which they must be incurred (e.g., $100 per calendar year, benefit period, or spell
of illness).*

Dependent An insured’s spouse (not legally separated from the insured) and
unmarried child(ren) who meet certain eligibility requirements and are not other-
wise insured under the same group policy. The precise definition of a dependent
varies by insurer or employer.

Disproportionate Share Adjustment, Hospital (DSH) A payment adjust-
ment under Medicare’s prospective payment system or under Medicaid for hospi-
tals that serve a relatively large volume of low-income patients.*
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Entitlement A legal obligation on the federal government to make payments to
a person, business, or unit of government that meets the criteria set in law.
Congress generally controls entitlement programs by setting eligibility criteria and
benefit or payment rules—not by providing budget authority in the appropriation
act (CBO, 2002).

Equity Concerning fairness and justice, the idea of balancing legitimate, compet-
ing claims of individuals in society in a way that is seen as impartial or disinter-
ested. Distributional equity, which concerns the fair distribution of some good or
service of interest, has been the dominant equity concern both of normative
economic analysis and of health policy makers (Hurley, 2000).

Experience Rating Setting health insurance premiums based in whole or in part
on past claims history of a particular group or its anticipated future claims.

Federal Poverty Level (FPL) One of two federal poverty measurements; also
known as “poverty guidelines.” Issued annually in the Federal Register by the U.S.
Department of Health and Human Services; it applies to persons of all ages in
family units. The guidelines are a simplification of the poverty measurements for
administrative purposes, such as determining financial eligibility for certain federal
programs. In 2003, the FPL for a family unit of one was $8,980; for a family unit
of three, $15,260; and for a family unit of four, $18,400 (see Appendix A, Table
A.1) (DHHS, 2003).

Fee-for-Service An approach to billing for health services in which providers
charge a separate price or fee for each service provided or patient encounter.
Under fee-for-service, the level of expenditures for health care depends on both
the levels at which fees are set and the number and types of services provided.*

Global Budget A budget set in advance to contain costs among a group of
hospitals, where each hospital accepts an aggregate cap on its annual revenues.*

Gross Domestic Product (GDP) The total market value of goods and services
produced domestically during a given period. The components of GDP are con-
sumption (both household and government), gross investment (both private and
government), and net exports (CBO, 2002).

Guaranteed Issue Insurance coverage that does not require the insured to pro-
vide evidence of insurability. Alternatively, it is the requirement that insurers offer
coverage to groups or individuals during some period each year.*

Health Capital The present value of a person’s health over the course of their
lifetime (Cutler and Richardson, 1997).
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Health-Related Quality of Life A research construct developed by the Centers
for Disease Control and Prevention to help monitor progress in achieving national
health objectives. Its core element consists of four questions that encompass gen-
eral self-reported health status, the number of unhealthy days within a recent time
period (e.g., the month before the interview) for both physical and mental dimen-
sions, and restricted activity days.

High-Risk Pool A subsidized health insurance pool organized by a state as a
subsidized alternative for individuals who have been denied health insurance
because of a medical condition or whose premiums are rated significantly higher
than the average due to health status or claims experience.  It is commonly
operated through an association composed of all health insurers in a state. The
Health Insurance Portability and Accountability Act allows states to use high-risk
pools as an “acceptable alternative mechanism” that satisfies the statutory require-
ments for ensuring access to health insurance coverage for certain individuals.

Individual Market, Nongroup Market The insurance market for products sold
to individuals rather than to members of groups. Typically each state regulates its
own nongroup market.

Integrated Delivery System, Integrated Services Network A group of
health care providers and institutions that delivers services across the continuum of
care to a target population and is accountable for the financial and clinical out-
comes of the services delivered.*

Job Lock A distortion in job mobility attributed to employer-provided health
insurance when employees keep jobs they would rather leave for fear of losing
coverage (from Madrian, 1994).

Maintenance of Effort The requirement that states, local governments, employ-
ers, individuals, or other organizations continue spending their own funds at
previous levels to support a particular purpose or program after reform.

Medical Savings Account A vehicle through which individuals can accumulate
funds to pay for health care or insurance premiums, subject to federal income
taxation but tax exempt in some states.*

Medical Underwriting An insurance practice of determining whether to accept
or refuse individuals or groups for insurance coverage (or to adjust coverage or
premiums) on the basis of an assessment of the risk they pose and other criteria
(e.g., insurer’s business objectives).

Nongroup Market See definition for individual market.
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Out-of-Pocket Expenses Payments made by an individual or family for medical
services that are not reimbursed by health insurance. They can include payments
for health plan deductibles, coinsurance, services not covered by the plan, pro-
vider charges in excess of the plan’s limits, and enrollee premium payments.

Portability of Benefits A guarantee of continuous coverage without waiting
periods (e.g., for a preexisting health condition) for persons moving between
plans.*

Preexisting Condition A physical or mental condition that exists prior to the
effective date of health insurance coverage.

Premium, Total The purchase price of a health insurance policy. Out-of-
Pocket Premium or Employee Share Most workers enrolled in employment-
based policies do not pay the total premium for their coverage but only a part of
it, with the remainder subsidized by the employer. Risk-Adjusted
Premium The price or amount of the premium reflects the expected utilization
of the policy holder or group of enrolled persons and thus the financial liability for
the insurer, often estimated according to the gender, age, and health status of the
insured.

Purchasing Pool A group of people who purchase health insurance jointly.

Quality of Care The degree to which health services for individuals and popu-
lations increase the likelihood of desired health outcomes and are consistent with
current professional knowledge (IOM, 1990).

Reinsurance The spreading of the costs to an insurer of underwriting health
insurance coverage by reselling insurance products in the secondary market.*

Risk Pool A group of people whose actuarial risk is considered together.

Self-Insurance Funding of medical care expenses, generally by an employer, in
whole or part through internal resources rather than through transfer of risk to an
insurer.

Small-Group Market The insurance market for products sold to groups that are
smaller than a specified size, typically employer groups.  The size of groups
included usually depends on state insurance laws and thus varies from state to state,
with 50 employees the most common size.*
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Social Insurance Old-age, disability, health, or other insurance that is mandated
by statute for defined categories of individuals or the entire population, usually
financed by payroll and other taxes.

Spillover Effect A direct effect, either positive or negative, on a person’s or
institution’s  welfare or profit developing as a byproduct of some other person’s or
firm’s activity. Also referred to as an economic externality.

Supplemental Coverage In the case of Medicare, private health insurance de-
signed to cover expenses not paid for by Medicare, often designated as Medigap
policies.

Tax Credit, Refundable, Advanceable, Assignable An amount subtracted
from the tax bill to be paid (tax liability). In contrast to a credit, an exemption
subtracts some amount from income on which the tax is computed. If the credit is
refundable, the taxpayer should receive a refund for the amount by which the
credit exceeds the tax liability. An advanceable credit can be used by the taxpayer
for up to a year before the filing date for taxes, for example, to subsidize monthly
premium payments. An assignable credit can be used by the taxpayer to direct
payment of the credit to another party, for example, to an insurer as a premium
payment.

Tax Expenditure The loss of federal tax revenue due to a special exclusion,
exemption, or deduction from gross income in federal tax law, the provision of a
special credit or a preferential tax rate, or a deferral of tax liability (U.S. Congress,
1974).

Tax Incidence The distribution of the final burden of taxation across a popula-
tion, taking into account all shifts in tax payments, for example, the shift in tax
burden from a producer of goods to the consumer by means of a higher price for
the goods.

Uncompensated Care Service provided by physicians and hospitals for which
no payment is received from the patient or from third-party payers. Some costs of
these services may be covered through cost shifting. Not all uncompensated care
results from charity care. It also includes bad debts from persons who are not
classified as charity cases, but who are unable or unwilling to pay their bills.*
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ACRONYMS

AALL American Association for Labor Legislation

COBRA Consolidated Omnibus Budget Reconciliation Act of 1985

EMTALA Emergency Medical Treatment and Labor Act of 1986

ERISA Employee Retirement Income Security Act of 1974

FPL Federal Poverty Level (see Appendix A, Table A.1)

HIPAA Health Insurance Portability and Accountability Act of 1996

SCHIP State Children’s Health Insurance Program

TA Trade Act of 2002
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Biographical Sketches

COMMITTEE ON THE CONSEQUENCES OF
UNINSURANCE
SUBCOMMITTEE ON STRATEGIES AND MODELS
FOR PROVIDING HEALTH INSURANCE

Mary Sue Coleman, Ph.D., Co-chair, is president of the University of Michi-
gan. She is professor of biological chemistry in the University of Michigan Medi-
cal School and professor of chemistry in the College of Literature, Science and the
Arts. She previously was president of the University of Iowa and president of the
University of Iowa Health Systems (1995–2002). Dr. Coleman served as provost
and vice president for academic affairs at the University of New Mexico (1993–
1995) and dean of research and vice chancellor at the University of North Caro-
lina at Chapel Hill (1990–1992). For 19 years, she was both faculty member and
Cancer Center administrator at the University of Kentucky in Lexington, where
her research focused on the immune system and malignancies. Dr. Coleman is a
member of the Institute of Medicine (IOM) and a fellow of the American Associa-
tion for the Advancement of Science and of the American Academy of Arts and
Sciences. She serves on the Life Sciences Corridor Steering Committee for the
State of Michigan, the Executive Committee of the American Association of
Universities, and other voluntary advisory bodies and corporate boards.

Arthur L. Kellermann, M.D., M.P.H., Co-chair, is professor and director,
Center for Injury Control, Rollins School of Public Health, Emory University,
and professor and chairman, Department of Emergency Medicine, School of
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Medicine, Emory University. Dr. Kellermann has served as principal investigator
or co-investigator on several research grants, including federally funded studies of
handgun-related violence and injury, emergency cardiac care, and the use of
emergency room services. Among many awards and distinctions, he is a fellow of
the American College of Emergency Physicians (1992), is the recipient of a
meritorious service award from the Tennessee State Legislature (1993) and the Hal
Jayne Academic Excellence Award from the Society for Academic Emergency
Medicine (1997), and was elected to membership in the Institute of Medicine
(1999). In addition, Dr. Kellermann is a member of the editorial board of the
journal Annals of Emergency Medicine, and has served as a reviewer for the New
England Journal of Medicine, the Journal of the American Medical Association, and the
American Journal of Public Health.

Ronald M. Andersen, Ph.D., is the Fred W. and Pamela K. Wasserman
Professor of Health Services and professor of sociology at the University of Cali-
fornia at Los Angeles School of Public Health. He teaches courses in health
services organization, research methods, evaluation, and leadership. Dr. Andersen
received his Ph.D. in sociology at Purdue University. He has studied access to
medical care for his entire professional career of 30 years. Dr. Andersen developed
the Behavioral Model of Health Services Use that has been used extensively
nationally and internationally as a framework for utilization and cost studies of
general populations as well as special studies of minorities, low-income popula-
tions, children, women, the elderly, the homeless, the HIV-positive population,
and oral health. He has directed three national surveys of access to care and has led
numerous evaluations of local and regional populations and programs designed to
promote access to medical care. Dr. Andersen’s other research interests include
international comparisons of health services systems, graduate medical education
curricula, physician health services organization integration, and evaluations of
geriatric and primary care delivery. He is a member of the Institute of Medicine
and was on the founding board of the Association for Health Services Research.
He has been chair of the Medical Sociology Section of the American Sociological
Association. In 1994 he received the association’s Leo G. Reeder Award for
Distinguished Service to Medical Sociology; in 1996 he received the Distin-
guished Investigator Award from the Association for Health Services Research;
and in 1999 he received the Baxter Allegiance Health Services Research Prize.

John Z. Ayanian, M.D., M.P.P., is associate professor of medicine and health
care policy at Harvard Medical School and Brigham and Women’s Hospital,
where he practices general internal medicine. His research focuses on quality of
care and access to care for major medical conditions, including colorectal cancer
and myocardial infarction. He has extensive experience in the use of cancer
registries to assess outcomes and evaluate the quality of cancer care. In addition, he
has studied the effects of race and gender on access to kidney transplants and on
quality of care for other medical conditions. Dr. Ayanian is deputy editor of the
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journal Medical Care, director of the general internal medicine fellowship at
Brigham and Women’s Hospital, and a fellow of the American College of Physi-
cians.

Patricia Butler, J.D., Dr.P.H.,*  is a self-employed policy analyst who works
on issues of health care financing, delivery, and regulation on behalf of state
legislative and executive branch officials. She has been a member of the National
Academy for State Health Policy since its inception in 1987 and serves on the
editorial advisory board of the Bureau of National Affairs’ Pension & Benefits
Reporter. Dr. Butler received her B.A. from the University of California (UC) in
1966, her law degree from UC Berkeley’s Boalt Hall School of Law in 1969, and
her doctorate in health policy from the University of Michigan’s School of Public
Health in 1996. She has published in-depth analyses of ERISA and other legal
issues in health policy.

Sheila P. Davis, B.S.N., M.S.N., Ph.D., is professor in the School of Nursing
at the University of Mississippi Medical Center. She is also vice president of Davis,
Davis & Associates, a health maintenance consultant company. Her research fo-
cuses on minority health issues, especially cardiovascular risk among ethnic popu-
lations. Dr. Davis is the founder and chair of the Cardiovascular Risk Reduction
in Children Committee at the University of Mississippi. This is a multidisciplinary
committee committed to reducing cardiovascular risks in children. Dr. Davis is a
member of the American Nurses Association and has written numerous publica-
tions on the profession and the experiences of ethnic minorities in the health
professions. She is author of a faith-based program, Healthy Kid’s Seminar, which
is used to promote adoption of healthy lifestyle choices by children. Dr. Davis
serves on the editorial review board of the Journal of Cultural Diversity and the
Association of Black Nursing Faculty Journal. She is also founder and editor in chief of
the Online Journal of Health Ethics.

George C. Eads, Ph.D.,*  is vice president of Charles River Associates (CRA),
Washington, D.C., office and is an internationally known expert in the economics
of the automotive and airlines industries. Prior to joining CRA, Dr. Eads was vice
president and chief economist at General Motors Corporation. He frequently
represented the corporation before congressional committees and federal regula-
tory agencies. He has served as a member of the President’s Council of Economic
Advisers and as a special assistant to the assistant attorney general in the Antitrust
Division of the U.S. Department of Justice. Dr. Eads has published numerous
books and articles on the impact of government on business and has taught at
several major universities, including Harvard and Princeton.

* Member, Subcommittee on Strategies and Models for Providing Health Insurance.
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ing on the goals of improving access to care and improving care for people with
chronic conditions. He served as deputy assistant secretary for health policy and as
acting assistant secretary for planning and evaluation for the U.S. Department of
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University of Chicago. His primary research focus has been the effects of health
insurance and alternative delivery systems on the use of health services and health
status. He is an expert in statistical issues in cost-effectiveness analysis and small
area variations. His recent work has included examination of mental health ser-
vices use and outcomes in a Medicaid population, and cost-effectiveness analysis of
screening and treating depression in primary care. Dr. Manning is a member of the
Institute of Medicine.

Barbara Matula, M.P.A.,*  has spent the past 20 years administering Medicaid,
beginning with a position at the State Budget Office in North Carolina. In 1979
she was appointed the state’s Medicaid director and held this position for 15 years.
Presently, Ms. Matula is the Director of Health Care Programs at North Carolina
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Medical Society Foundation. She works for the philanthropic arm of the society,
which is dedicated to improving access to care for the poor, uninsured, and
underserved in North Carolina and improving the ability of physicians to serve
them. Ms. Matula helped to establish the National Academy for State Health
Policy and has served as its chair since its founding in 1987. As a member of the
National Infant Mortality Commission, she helped to author legislation that broke
the welfare link to Medicaid eligibility. Ms. Matula received a National Public
Service Award in 1995.

James J. Mongan, M.D., is president and chief executive officer of Partners
HealthCare, Inc., and was previously president of Massachusetts General Hospital.
Dr. Mongan served as assistant surgeon general in the U.S. Department of Health
and Human Services; as former associate director for health and human resources,
domestic policy staff, the White House; and as former deputy assistant secretary for
health policy, U.S. Department of Health, Education and Welfare. Dr. Mongan is
chair of the Task Force on the Future of Health Insurance for Working Ameri-
cans, a nonpartisan effort of the Commonwealth Fund to address the implications
of the changing U.S. workforce and economy for the availability and affordability
of health insurance. He is also a member of the Kaiser Family Foundation Board
and the Kaiser Commission on Medicaid and the Uninsured.

Len Nichols, Ph.D.,* is vice president of the Center for Studying Health System
Change. He is a health policy expert who has published extensively on a variety of
topics, including insurance market regulation, the effect of tax policy on health
insurance purchase decisions, and private insurance options for Medicare. He
previously served as principal research associate at the Urban Institute, senior
advisor for health policy at the U.S. Office of Management and Budget, and chair
of the economics department at Wellesley College.

Christopher Queram, M.A.,*  has been chief executive officer of the Employer
Health Care Alliance Cooperative (The Alliance) of Madison, Wisconsin, since
1993. The Alliance is a purchasing cooperative owned by more than 160 member
companies that contracts with providers; manages and reports cost and utilization
data; performs consumer education and advocacy; and designs employer and
provider quality initiatives and reports. Prior to his current position, Mr. Queram
served as vice president for programs at Meriter Hospital, a 475-bed hospital in
Madison. Mr. Queram is a member of the board of The Leapfrog Group and
serves as treasurer. He is also a member and past chair of the board of the National
Business Coalition on Health. Mr. Queram was a member of the President’s
Advisory Commission on Consumer Protection and Quality in the Health Care
Industry, served as a member of the Planning Committee for the National Quality
Forum, and continues as chair of the Purchaser Council and board member of the
Forum. He is a member of the Wisconsin Board on Health Information and the
Board of the Wisconsin Private Employer Health Care Coverage program. He
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holds a master’s degree in health services administration from the University of
Wisconsin at Madison and is a fellow in the American College of Healthcare
Executives.

Shoshanna Sofaer, Dr.P.H.*†  is the Robert P. Luciano Professor of Health
Care Policy at the School of Public Affairs, Baruch College, in New York City.
She completed her master’s and doctoral degrees in public health at the University
of California, Berkeley; taught for 6 years at the University of California, Los
Angeles, School of Public Health; served on the faculty of George Washington
University Medical Center, where she was professor, associate dean for research of
the School of Public Health and Health Services, and director of the Center for
Health Outcomes Improvement Research. Dr. Sofaer’s research interests include
providing information to individual consumers on the performance of the health
care system; assessing the impact of information on both consumers and the
system; developing consumer-relevant performance measures; and improving the
responsiveness of the Medicare program to the needs of current and future cohorts
of older persons and persons with disabilities. In addition, Dr. Sofaer studies the
role of community coalitions in pursuing public health and health care system
reform objectives and has extensive experience in the evaluation of community
health improvement interventions. She has studied the determinants of health
insurance status among the near-elderly, including early retirees. Dr. Sofaer served
as co-chair of the Working Group on Coverage for Low Income and Non-
Working Families for the White House Task Force on Health Care Reform in
1993 and co-chair of the Task Force on Medicare of the Century Foundation in
New York City. She is a member of the Health Systems Study Section of the
Agency for Healthcare Research and Quality.

Stephen J. Trejo, Ph.D., is associate professor in the Department of Economics
at the University of Texas at Austin. His primary research focus has been in the
field of labor economics. He has examined the response of labor market partici-
pants to the incentives created by market opportunities, government policies, and
the institutional environment. Specific research topics include the economic ef-
fects of overtime pay regulation; immigrant labor market outcomes and welfare
recipiency; the impact of labor unions on compensation, employment, and work
schedules; the importance of sector-specific skills; and the relative economic status
of Mexican Americans.

Reed V. Tuckson, M.D.,*  is senior vice president of consumer health and
medical care advancement at UnitedHealth Group. Formerly, he was senior vice
president, professional standards, at the American Medical Association. Dr.

†Chair, Subcommittee on Strategies and Models for Providing Health Insurance.
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Tuckson was president of Charles R. Drew University School of Medicine and
Science from 1991 to 1997. From 1986 to 1990, he was commissioner of public
health for the District of Columbia. Dr. Tuckson serves on a number of health
care, academic, and federal boards and committees and is a nationally known
lecturer on topics concerning community-based medicine, the moral responsibili-
ties of health professionals, and physician leadership. He currently serves on the
IOM Roundtable on Research and Development of Drugs, Biologics, and Medi-
cal Devices and is a member of the Institute of Medicine.

Edward H. Wagner, M.D., M.P.H., F.A.C.P.,*  is a general internist–
epidemiologist and director of the W.A. (Sandy) MacColl Institute for Healthcare
Innovation at the Center for Health Studies, Group Health Cooperative. He is
also professor of health services at the University of Washington School of Public
Health and Community Medicine. Current research interests include the devel-
opment and testing of population-based care models for diabetes, frail elderly, and
other chronic illnesses; the evaluation of the health and cost impacts of chronic
disease and cancer interventions; and interventions to prevent disability and re-
duce depressive symptoms in older adults. Dr. Wagner has written 2 books and
more than 200 journal articles. He serves on the editorial boards of Health Services
Research and the Journal of Clinical Epidemiology and acts as a consultant to multiple
federal agencies and private foundations. He recently served as senior advisor on
managed care initiatives in the Director’s Office of the National Institutes of
Health. Dr. Wagner directs Improving Chronic Illness Care (ICIC), a national
program of The Robert Wood Johnson Foundation. The overall goal of ICIC is
to assist health systems in improving their care of chronic illness through quality
improvement and evaluation, research, and dissemination. Dr. Wagner is also
principal investigator of the Cancer Research Network, a National Cancer Insti-
tute-funded consortium of 10 health maintenance organizations conducting col-
laborative cancer effectiveness research.

Lawrence Wallack, Dr.P.H., is professor of public health and director, School
of Community Health, at Portland State University. He is also professor of public
health, University of California, Berkeley. Dr. Wallack’s primary interest is in the
role of mass communications, particularly the news media, in shaping public
health issues. His current research is on how public health issues are framed in
print and broadcast news. He is principal author of Media Advocacy and Public
Health: Power for Prevention and News for a Change: An Advocate’s Guide to Working
with the Media. He is also co-editor of Mass Communications and Public Health:
Complexities and Conflicts. Dr. Wallack has published extensively on topics related
to prevention, health promotion, and community interventions. Specific content
areas of his research and intervention work have included alcohol, tobacco, vio-
lence, handguns, sexually transmitted diseases, cervical and breast cancer, affirma-
tive action, suicide, and childhood lead poisoning. Dr. Wallack was a member of
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the IOM Committee on Communication for Behavior Change in the 21st Cen-
tury: Improving the Health of Diverse Populations.

Alan Weil, J.D., M.P.P.,*  directs the Assessing the New Federalism project at
the Urban Institute. This project, the largest in the Institute’s 34-year history,
monitors, describes, and assesses the effects of changes in federal and state health,
welfare, and social services programs. Mr. Weil was formerly executive director of
the Colorado Department of Health Care Policy and Financing—the cabinet
position responsible for Colorado’s Medicaid and Medically Indigent programs,
health data collection and analysis functions, health policy development, and
health care reform. He was also health policy adviser to Colorado Governor Roy
Romer, program director of the Colorado Children’s Campaign, and legal coun-
sel to the Massachusetts Department of Medical Security. He holds a bachelor’s
degree in economics and political science from the University of California at
Berkeley, a master of public policy degree from the John F. Kennedy School of
Government at Harvard, and a J.D. from Harvard Law School.

Institute of Medicine Staff

Wilhelmine Miller, M.S., Ph.D., is a senior program officer in the Division of
Health Care Services. She served as staff to the Committee on Immunization
Finance Policy and Practices, conducting and directing case studies of health care
financing and public health services. Prior to joining the Institute of Medicine, Dr.
Miller was an adjunct faculty member in the Departments of Philosophy at
Georgetown University and Trinity College, teaching political philosophy, ethics,
and public policy. She received her doctorate from Georgetown, with studies and
research in bioethics and issues of social justice. In 1994–1995, Dr. Miller was a
consultant to the President’s Advisory Committee on Human Radiation Experi-
ments. Dr. Miller was a program analyst in the U.S. Department of Health and
Human Services for 14 years, responsible for policy development and regulatory
review in areas including hospital and health maintenance organization payment,
prescription drug benefits, and child health. Her M.S. from Harvard University is
in health policy and management.

Dianne Miller Wolman, M.G.A., joined the Health Care Services Division of
the Institute of Medicine in 1999 as a senior program officer. She directed the
study that resulted in the IOM report Medicare Laboratory Payment Policy: Now and
in the Future, released in 2000. Her previous work experience in the health field
has been varied and extensive, focused on finance and reimbursement in insurance
programs. She came to the IOM from the U.S. General Accounting Office, where
she was a senior evaluator on studies of the Health Care Financing Administration,
its management capacity, and its oversight of Medicare contractors. Prior to that,
she was a reimbursement policy specialist at a national association representing
nonprofit providers of long-term care services. Her earlier positions included
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policy analysis and management in the Office of the Secretary of the U.S. Depart-
ment of Health and Human Services and work with a peer review organization, a
governor’s task force on access to health care, and a third-party administrator for
very large health plans. In addition, she was policy director for a state Medicaid
rate-setting commission. She has a bachelor’s degree in sociology from Brandeis
University and a master’s degree in government administration from Wharton
Graduate School, University of Pennsylvania.

Lynne Page Snyder, Ph.D., M.P.H., is a program officer in the IOM Division
of Health Care Services. She came to the IOM from the U.S. Department of
Health and Human Services, where she worked as a public historian, document-
ing and writing about past federal activities in medicine, health care, and public
health. In addition, she has worked for the Social Science Research Council’s
Committee on the Urban Underclass and served as a graduate fellow at the
Smithsonian Institution’s National Museum of American History. She has pub-
lished on 20th-century health policy, occupational and environmental health, and
minority health. Current research interests include health literacy and access to
care by low-income seniors. She earned her doctorate in the history and sociology
of science from the University of Pennsylvania (1994), working under Rosemary
Stevens, and received her M.P.H. from the Johns Hopkins School of Hygiene and
Public Health (2000).

Tracy McKay, B.A.,† is a research associate in the IOM Division of Health
Care Services. She has worked on several projects, including the National
Roundtable on Health Care Quality; Children, Health Insurance, and Access to
Care; Quality of Health Care in America; and a study on non-heart-beating organ
donors. She has assisted in the research for the National Quality Report on Health
Care Delivery, Immunization Finance Policies and Practices, and Extending Medi-
care Coverage for Preventive and Other Services, and helped develop this project
on the consequences of uninsurance from its inception. Ms. McKay received her
B.A. in sociology from Vassar College in 1996.

Ryan L. Palugod, B.S., is a senior program assistant in the IOM Division of
Health Care Services. He has worked on several projects, including the Immuni-
zation Finance Dissemination, and Evaluation of Vaccine Purchase Financing in
the United States. Prior to joining the project staff in 2001, he worked as an
administrative assistant with the American Association of Homes, Services for the
Aging. He graduated with honors from Towson University in 1999 with a degree
in health care management.

†Served until August, 2003.
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