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Some of the most prominent
shortcomings of the U.S. health
insurance market are rooted in
the fact that the system is a vol-
untary one. Outside the state of
Massachusetts, which recently
instituted broad-based health care
reform, no one under the age of
65 years is required to obtain
health insurance coverage of any
kind. Voluntary insurance mar-
kets have led to a system cen-
tered on segmenting health risk
instead of one whose primary
mission is ensuring affordable ac-
cess to necessary and efficiently
provided high-quality medical ser-
vices. But the past need not be
prologue. The orientation of our
system and the distorted incen-
tives that it creates can be
changed. A vital component of
such a change would be bring-
ing all U.S. residents into our
health insurance system through
an individual mandate.

Health insurers engage in
many practices that make it dif-
ficult for people with health prob-
lems to obtain and maintain their
coverage; they do so for the ex-
press purpose of protecting them-
selves from the potentially enor-
mous financial consequences of
adverse selection. Adverse selec-
tion entails the disproportionate
enrollment in insurance plans of
people with higher-than-average
health risk. There is a natural
tendency for such selection to oc-
cur, because people prefer to pay
for coverage only when they think
they will need health care ser-
vices. Insurance pools cannot be

stable over time, nor can insur-
ers remain financially viable, if
people enroll only when their
costs are expected to be high.
Consequently, insurers create, and
regulators permit, structured bar-
riers against such behavior, in-
cluding such policies as exclusion
periods for coverage of preexist-
ing conditions, benefit riders that
permanently exclude particular
types of care, higher premium
rates or cost-sharing requirements
for people with health problems,
and outright denials of coverage.

If we required that every per-
son obtain at least a minimum
package of health insurance ben-
efits — that is, issued a so-called
individual mandate — we would
eliminate adverse selection, and
these barriers would become un-
necessary and, in fact, indefen-
sible. Remove them, and being
in bad health would no longer
prevent people from obtaining
adequate coverage. But allow some
opportunity for people to remain
uninsured, and the straightfor-
ward argument for removing the
barriers quickly evaporates. At
that point, the only mechanism
for creating equity in the health
insurance system regardless of
health status would be govern-
ment subsidization of the cost of
adequate, guaranteed coverage
using a revenue source unrelated
to the decision to buy coverage
(e.g., income surtax, sales tax,
or other general revenue base).
Because any guaranteed source
of coverage in a nonuniversal sys-
tem would attract a high-average-
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cost population, the amount of
new government revenue required
for subsidizing the “excess” risk
in this way would be very large.
Aside from creating barriers
to adequate coverage and conse-
quently barriers to obtaining nec-
essary care, the voluntary insur-
ance system has also distracted
insurers from developing incen-
tives and mechanisms for effi-
ciently managing health care
costs. Because total health care
expenditures are so concentrated
— the most expensive 5% of the
population accounts for half of
aggregate health care spending,
whereas the bottom 50% of
spenders account for only 3%?
— the gains to insurers of avoid-
ing the sick outweigh any pos-
sible gains from managing their
care. As a consequence, resources
have been devoted to such avoid-
ance at a direct cost to effective
care management. National health
care costs continue to grow at
rates well above inflation, but
there has been precious little in-
centive for the private sector to
devote its innovative energies to
controlling them. And identify-
ing ways to provide care more
effectively and efficiently to peo-
ple with serious medical needs
is the only path to achieving the
savings we all seek, since it is
on such care that the bulk of the
system’s dollars are spent.
Although the shortcomings of
the system for the high-cost pop-
ulation are many and well docu-
mented, most people who are
excluded from the current health
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insurance system have low in-
comes. Two thirds of the unin-
sured have incomes below 200%
of the federal poverty level (100%
being $10,830 for an individual
and $22,050 for a family of four
in 2009).2 With the average em-
ployer premium today running
approximately $4,800 for an in-
dividual and $13,300 for a fam-
ily (with estimates based on aver-
age premiums for 2006 with
adjustment for inflation3), such
an expense would amount to 22
to 30% of income for those at
200% of the poverty level —
much too high to be considered
affordable. For people with lower
incomes, such expenses would
be even more crushing. As a con-
sequence, the inclusion of every-
one in the health insurance sys-
tem will require substantial
government subsidies to Ameri-
cans with modest incomes. With-
out such assistance, a requirement
to participate in coverage would
be unfair and unjustifiable. A re-
quirement for all to enroll in
coverage must therefore carry
with it a government commit-
ment to make adequate coverage
affordable at all income levels.
Substantial government re-
sources — approximately $43 bil-
lion in 2008 — are currently de-
voted to supporting a minimal
level of health care services for
the uninsured. The federal gov-
ernment provides disproportion-
ate-share hospital funds to safety-
net hospitals through Medicare
and Medicaid, and state and lo-
cal governments provide varying

levels of funding for uncompen-
sated care. Care provided in this
way varies considerably by locale
and does not amount to contin-
uous, comprehensive care for the
uninsured, nor do all the unin-
sured have access to such publicly
subsidized services. Once every-
one has health insurance cover-
age, either public or private, these
funds can be redirected to help
finance a new system that in-
cludes income-related subsidies
for care provided in efficient
health systems. However, if the
number of uninsured Americans
remains substantial, it will be
politically difficult to redirect
these funds to support subsidies
for insurance. And research leaves
no doubt that without an indi-
vidual mandate, many people will
remain uninsured.*>

The cost of subsidies will be
relatively high, but most subsi-
dies will go to benefit the poor-
est and sickest — those who are
most likely to enroll on a volun-
tary basis. Thus, a mandate will
tend to bring healthier people
and those with higher incomes
into the system at a relatively low
incremental cost, as compared
with a voluntary approach — and
with the added benefit of gov-
ernment financing redirected
from the programs that current-
ly cover uncompensated care.

Enforcement of the mandate
is the final issue. Once adequate
subsidies exist, enforcement is es-
sentially a matter of fairness to
people who are playing by the
rules. We believe enforcement
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through the tax system is the
most efficient approach. Massa-
chusetts is enforcing its mandate
through a tax penalty equal to
half the lowest available premi-
um. We believe that those who
do not enroll in a qualified plan
should receive care when it is
sought (as if they were enrolled)
but should then have to pay back-
premiums for the calendar year,
plus a penalty, possibly as much
as 25%. In our view, an enforce-
able individual mandate, with ad-
equate subsidies and benefits,
as well as a choice of plans, is
the most politically feasible route
to universal coverage in the Unit-
ed States today.
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