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Applying the Lessons of 
State Health Reform

Lack of health insurance is a significant, persistent problem in New Jersey. In 
2007, more than 1.3 million residents were uninsured — three-fourths were 
working-age adults 19 to 64 years old.  About 15.6 percent of New Jersey resi-
dents are uninsured, which is close to the national average, and the U.S. Census 
Bureau recently ranked New Jersey 34th among states in the percentage of 
residents with insurance coverage. 

Executive Summary
In 2007, more than 1.3 million New Jersey residents were uninsured.   
Although many of the uninsured are eligible for Medicaid and the State 
Children’s Health Insurance Plan (S-CHIP), the majority of the uninsured 
are employees of small firms and individuals who have to obtain coverage 
on their own. A primary reason people cite for lack of health insurance is 
the inability to pay premiums. In the market for individually purchased 
insurance, premium costs in New Jersey are nearly twice the national 
average and among the highest of any state.  

Why are health insurance premiums so high in New Jersey? One rea-
son is that state  regulations require insurers to sell policies to all appli-
cants, including people who wait until they become sick to buy coverage 
(so-called guaranteed issue). Another reason is that the state keeps insur-
ers from adjusting their premiums to reflect the health risks of individual 
consumers (called community rating). As a result, the young and healthy 
are charged more for insurance than they would be otherwise in order to 
subsidize the premiums of others. For example:

A healthy 25-year-old male could purchase a policy for $960 a year in  ■
Kentucky, according to a 2005 study, but would pay about $5,880 in 
New Jersey.  
A family in Texas paid $5,501 a year, on the average, for coverage in  ■
2006-2007, whereas a family in New Jersey paid $10,398.
Thus, for many New Jersey residents, health insurance is too costly, 

and not a very good value.   
Massachusetts has faced similar problems and, in 2006, it enacted re-

forms to achieve near-universal coverage. These reforms have been con-
sidered a model for other states to follow — however, there are problems 
with the Massachusetts model that New Jersey can avoid.

The Massachusetts reforms include an individual mandate to obtain 
insurance and small penalties for employers that don’t offer group cover-
age. However, most of the newly insured have obtained coverage through 
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the Commonwealth Connector — an insurance ex-
change where individuals and small groups were sup-
posed to be able to buy health insurance from compet-
ing providers. Unfortunately, there is little competition 
because the plans sold through the Connector must 
have community rating and guaranteed issue — adding 
significantly to premium costs for many people. Since 
2006, the state government’s health care costs have 
skyrocketed, due in large part to heavily subsidized 
coverage. In 2009, the cost of Commonwealth Care, 
the state’s insurance subsidy program, reached $1.3 
billion — more than $650 million higher than initially 
projected.

New Jersey could avoid the mistake of Massachu-
setts’ Connector by creating a marketplace exchange 
for small groups and individuals. In this less-regulated 
system, private insurance carriers could offer a range of 
plans, allowing consumer choice to drive the offerings. 
The state would be able to operate the system with no 
more overhead than a major corporation (5 percent), 
significantly lowering premiums for small groups and 
individuals. To truly foster competition, however, it is 
imperative that New Jersey’s exchange be: 1) voluntary, 
2) allow for underwriting and exclusion of preexisting 
conditions and 3) adjust state subsidies for each enroll-
ee’s health status.

Utah is implementing a market exchange that shares 
some characteristics with the  proposal for New Jersey.  
Employers participating in the Utah Health Exchange 
will contribute toward personal and portable insurance 
selected by individual workers.  

Additionally, a number of states have introduced 
Medicaid reforms that provide incentives for patients 
to become better consumers of health care and provid-
ers to compete on quality and cost. New Jersey should 
consider adopting some of these reforms.

In 2006, for example, Florida reformed its Medicaid 
system to foster competition among private insurance 
carriers and health care provider networks. Three ben-
efit packages are available for recipients, and payments 
are risk-adjusted, meaning insurers receive greater 
subsidies for enrollees with significant health prob-
lems.  South Carolina reformed its program in a similar 
fashion, giving participants a choice of plans as well as 
personal health accounts to pay for part of their medical 
expenses.

In late 2008, Louisiana Gov. Bobby Jindal proposed 
moving the state’s Medicaid enrollees into Coordinated 
Care Networks administered by private managed care 
plans. Instead of fee-for-service payments, providers 
would be given lump-sum payments per patient, adjust-
ed for risk. The reforms center on choice, health litera-
cy, incentives for healthy behavior and medical homes. 

New Jersey should reform its system with the suc-
cesses of states like Florida and South Carolina in mind, 
while also remembering the lesson from Massachusetts. 
To significantly reduce the number of uninsured, New 
Jersey should foster competition and choice, and in-
crease incentives to reduce costs and improve quality in 
both public and private insurance programs.
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Introduction
Lack of health insurance is a 

significant, persistent problem in 
New Jersey. In 2007, more than 1.3 
million residents were uninsured 
— three-fourths were working-age 
adults 19 to 64 years old.1 About 
15.6 percent of New Jersey resi-
dents are uninsured, which is close 
to the national average, and the 
U.S. Census Bureau recently ranked 
New Jersey 34th among states in 
the percentage of residents with 
insurance coverage.2   

A primary reason people cite 
for lack of health insurance is the 
inability to pay premiums. About a 
third of uninsured New Jersey resi-
dents live in poverty, one-quarter 
have incomes 100 percent to 200 
percent of the poverty level, and 
the remaining 40 percent earn more 
than twice the poverty threshold.3   

Why is being uninsured a prob-
lem? Every state has a large unin-
sured population, and the uninsured 
often receive health care compara-
ble to individuals enrolled in public 
programs like Medicaid. However, 
people who lack insurance frequent-
ly face difficulties accessing care, 
and the care they receive is often 
delivered in an expensive setting, 
such as a hospital emergency room.  

This study examines some of the 
reasons why individuals in New 
Jersey are uninsured and analyzes 
proposed solutions — some of 
which would make the problem 
worse. Drawing on the experiences 
of other states, it recommends com-
prehensive reforms for New Jersey 
that would significantly reduce the 
uninsured population. Implementing 
these reforms would require revers-

ing current government policies that 
contribute to the problem, freeing 
the private marketplace to provide 
low-cost health insurance products 
and giving the uninsured incentives 
to enroll in health plans.  

Health Insurance 
and U.S. Health 

Care Costs
Nationally, there is evidence that 

around two-thirds of the increase in 
the uninsured population in the last 
decade is related to the increased 
cost of private health insurance.4  
Insurance costs reflect rising health 
care spending and the structure of 
the health insurance market, which 
has evolved over time. Today, there 
is little price or quality competition 
in health care, resulting in rising 
costs, lack of innovation and low 
quality. 

The Evolution of Health In-
surance. Employer-based health 

insurance increased dramatically 
during World War II when employ-
ers began to offer it as nonwage 
compensation due to wartime wage 
controls. After the war, the IRS 
ruled that employer-paid health 
insurance premiums were not tax-
able, encouraging employees to 
accept part of their pay in the form 
of health insurance.5  

Under the new employer-based 
insurance system, an employee 
could see any doctor or enter any 
hospital and insurance paid all or 
most of the bills. Deductibles — 
minimum expenses paid by the in-
sured before drawing on insurance 
— were high. As a result, more than 
half of health expenditures were 
paid for out-of-pocket, rather than 
by third parties like employers, 
insurers or government. In today’s 
dollars, deductibles were as high 
as $15,000.6 Since patients paid for 
routine medical care themselves, 
they had an incentive to be cost-
conscious health care consumers. 

 

Figure  I

National Health Expenditures
as a Percentage of GDP

5.2%

12.3%

17.0%

1960 1990 2008

Source: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health 
Statistics Group; U.S. Department of Commerce, Bureau of Economic Analysis; and 
U.S. Bureau of the Census. 
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This, in turn, gave providers moti-
vation to compete on the basis of 
price, convenience and quality. As 
a result, health care spending was 
limited to about 5 percent of Gross 
Domestic Product (GDP) in 1965. 

However, the 1965 enactment of 
Medicaid and Medicare fundamen-
tally altered the U.S. health care 
system. These programs reimbursed 
doctors and hospitals for any cov-
ered procedures or services they 
provided — a system called cost-
based reimbursement — with little 
or no out-of-pocket spending (cost 
sharing) by patients. In the private 
sector, many insurers marketed 
health plans with limited cost shar-
ing, and unions negotiated contracts 
that specified low- or no-deductible 
health plans. Consequently, health 
care demand soared and the cost 
and quantity of medical services 
increased dramatically.  

Many private insurers practiced 
“community rating,” basing pre-
miums on average expenses in a 
particular area, rather than on the 
likelihood of high medical expenses 
each covered individual or family 
brought to the insurance pool. Em-
ployers with healthier or younger 
employees often dropped out of the 
risk pool and self-insured because 
it was less expensive to pay em-
ployees’ medical bills directly (or 

through a third-party health plan ad-
ministrator). This trend accelerated 
following passage of the Employee 
Retirement Income Security Act 
(ERISA) in 1974.7 

Large-Group versus Small-
Group and Individual Market. 
Over time, two markets for private 
health insurance have developed:  a 
large-group market for firms with 
more than 50 employees and a 
small-group and individual market 
for those purchasing health insur-
ance on their own. In the small-
group and individual market health 
insurers rate the specific risk of high 
health care costs for each firm or in-
dividual (called underwriting), mak-
ing expenses less predictable than 
in the large-group market. Insurers 
often exclude higher-risk individu-
als by charging them extraordinarily 
high premiums, eliminating cover-
age for preexisting conditions or by 
simply refusing to sell them poli-
cies. As larger firms have dropped 
out of the insurance pool, the dif-
ficulty of obtaining insurance in the 
small-group and individual market 
has grown worse.8 For example, ac-
cording to the Congressional Bud-
get Office (CBO):

In 2008, among employees of  ■
firms with less than 25 employ-
ees, the uninsured rate for fami-
lies with incomes 100 percent to 
200 percent of the federal poverty 
level was almost 60 percent.  

Among employees with incomes  ■
200 percent to 400 percent of the 
poverty level, the uninsured rate 
was much lower, around 30 per-
cent, and was less than 10 percent 
for those with incomes above 400 
percent of poverty. 

By contrast, in firms employing  ■
more than 1,000 workers, the 
uninsured rate among employ-
ees earning 100 percent to 200 
percent of the poverty level was 
less than 30 percent, and it was 
dramatically lower for higher in-
come groups.  

Thus, after accounting for Med-
icaid and State Children’s Health 
Insurance Plan (S-CHIP) eligible 
individuals, the majority of the 
uninsured are employees of small 
firms and individuals who have to 
obtain coverage on their own.  

Reasons for Rising Health 
Care Spending. Over the past four 
decades, health care spending has 
grown 9.8 percent annually versus 
7.5 percent annually for the econ-
omy as a whole. As a result, health 
insurance premiums more than 
doubled in real terms. For instance, 
a family health insurance policy 
that cost $5,000 in 1979 would cost 
$10,500 in 2005, in real dollars.9 As 
a percentage of GDP, health spend-
ing rose from 5 percent in the 1960s 
to 17 percent in 2008. Following 
are some of the most notable factors 
behind the increased cost.

Cost-Increasing Factor: Low 
Out-of-Pocket Costs. Low-deduct-
ible public and private health insur-
ance has made health care consum-
ers increasingly indifferent to real 
medical costs.10 Today, consumers 
pay only about 12 cents out of ev-
ery health dollar.11

In the 1970s, the groundbreaking 
Rand Health Insurance Experiment 
found that individuals with cover-
age that required no out-of-pocket 
spending used 30 percent more 

Insert callout here.
“Third-party payment — 
by government, insurers 
or employers — raised 

demand for health care.”
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medical services (by dollar value) 
than those with high-deductible 
plans. Among those in the Rand 
study with similar incomes, there 
was virtually no difference in health 
outcomes between individuals with 
no out-of-pocket spending and 
those with high-deductible plans. 
The inescapable conclusion is that 
third-party payment dramatically 
drives up medical demand, and it 
does so without improving health.12 

Cost-Increasing Factor: Ris-
ing Incomes. As real income rises, 
people spend a higher proportion 
of their earnings on medical care. 
Even after adjusting for inflation, 
wages have grown significantly 
since World War II, contributing to 
rising health care demand.13 

Cost-Increasing Factor: New 
Drugs and Procedures. Dramatic 
increases in the availability and 
effectiveness of health services and 
products, such as expensive new 
drugs, drive up demand. Indeed, 
there is evidence that programs 
like Medicare play a major role 
in encouraging the research and 
development necessary to create 
these new products. Consequently, 
the level of medical technology has 
evolved beyond what it would have 
had consumers been faced with the 
discipline of the market place.14 

Cost-Increasing Factor: Defen-
sive Medicine. For a time in the 
1990s, health care costs rose less 
than inflation as health plans adopt-

ed managed care techniques de-
signed to contain costs and reduce 
unnecessary use of services. How-
ever, fear of litigation eliminated 
most reasonable efforts to limit 
care, and many insurers returned 
to fee-for-service coverage. Poten-
tial litigation has also encouraged 
physicians to avoid certain special-
ties and practice locations, reduc-
ing supply and increasing prices in 
those areas.

Cost-Increasing Factor: Lack 
of Health Plan Competition. Many 
people would choose cheaper health 
care plans if they could benefit 
financially without losing quality. 
However, around 85 percent of em-
ployers provide employees with no 

Figure  II
Annual Family Policy Premiums

(2006–2007)

Source:  “Individual Health Insurance 2006-2007: A Comprehensive Survey of Premiums, Availability, and Benefits,” America’s 
Health Insurance Plans, AHIP Center for Policy and Research, December 2007.
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choice of insurance carrier.15 These 
“one-size-fits-all” packages cannot 
possibly meet the diverse health 
needs of all employees. Even when 
employers provide choice among 
plans, detailed cost comparisons 
may not be available, making it dif-
ficult for beneficiaries to economize 
if they so desire. 

Little choice of coverage within 
employer-provided plans dramati-
cally limits real competition. For 
example, employers have been 
extremely slow in offering Health 
Savings Account (HSA) plans, 
which allow employees to contrib-
ute part of their income to a sav-
ings account that they can use to 
pay for qualified medical expenses. 
HSA plans allow employees to 
manage more of their own health 
care dollars. HSAs give individuals 

incentives to be prudent consum-
ers of health care by allowing them 
to make tradeoffs between current 
health care consumption and saving 
for future needs.16  

Cost-Increasing Factor: Guar-
anteed Issue. Guaranteed issue 
requires health insurance companies 
offering individual policies to sell 
coverage to all applicants. Since 
insurers are compelled to issue cov-
erage regardless of a person’s health 
status, people often wait until they 
become sick to buy coverage. This 
practice drives up prices for con-
sumers because insurers must raise 
premiums to guard against potential 
losses due to insuring unhealthy 
individuals. As a result, healthy 
people leave the risk pool due to 
high premium costs, and insurance 
becomes a poor value for everyone 

except those with serious health 
conditions. This causes insurance 
companies to lose business and 
leave the market, resulting in rates 
going up further as competition 
diminishes. This has happened in 
all six states that require guaranteed 
issue.17 

Cost Increasing Factor: Com-
munity Rating. Community rating, 
usually mandated in conjunction 
with guaranteed issue, keeps insur-
ers from adjusting their premiums 
to reflect the health risks of indi-
vidual consumers. Healthy people, 
therefore, are charged more than 
they otherwise would be in order to 
subsidize other, less healthy, con-
sumers. A 2005 study by the Com-
monwealth Fund illustrates how 
insurance rates for young people are 
far higher in states with guaranteed 

Problems with Insurance Mandates
Mandates are difficult to enforce. For example, all but two states (New Hampshire and Wisconsin) man-

date auto insurance for drivers, but in 2007 an average of 13.8 percent of drivers nationwide were still 
uninsured. Uninsured rates were as high as 29 percent and 28 percent in New Mexico and Alabama, respec-
tively.23 Enacting a nominal penalty, such as the loss of a standard tax deduction on a state income tax return, 
is as unlikely to persuade uninsured motorists to purchase car insurance as a similar penalty is to persuade 
young, healthy people to buy expensive health care coverage. 

Tax on Employees. In a workers’ compensation package, health benefits substitute for cash wages. Firms 
are not likely to offer coverage if their workers prefer wages over health insurance. Thus, requiring employ-
ers to provide health benefits for workers who would prefer cash wages is tantamount to a tax on labor.24  

Vulnerable to Special Interests. In Massachusetts, an oversight board comprised of public health ad-
vocates, union officials and representatives from medical societies and hospital associations decides what 
kind of coverage fulfills the state’s insurance mandate. These special interest representatives are apt to prefer 
expensive, comprehensive plans with lavish benefits, low deductibles and high lifetime payment caps over 
lower-cost plans with cost sharing and self-insurance. 

Special interests also lobby state boards and legislatures to mandate coverage of their industry’s services 
as part of the minimum coverage requirement — more than 2,000 benefits and providers must be covered by 
health insurers across the 50 states.25  
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issue and community rating.18 For 
instance:

A healthy 25-year-old male could  ■
purchase a policy for $960 a year 
in Kentucky but would pay about 
$5,880 in New Jersey.
A similar policy, available for  ■
about $1,548 in Kansas, cost 
$5,172 in New York.
A policy priced at $1,692 in Iowa  ■
cost $2,664 in Washington state 
and $4,032 in Massachusetts.19

Premiums for family plans are 
also higher — often more than 
double the national average [see 
Figure II].  

Cost Increasing Factor: State-
Mandated Providers and Services. 
Most mandates add less than 1 
percent each to the cost of insurance 
but in total can add 20 percent to 50 
percent to the cost of basic cover-
age. New Jersey had 45 health in-
surance mandates in 2009 — slight-
ly above the national average — 
adding significantly to the cost of 
individual and small-group plans.20 
Some estimates indicate that a 
10 percent price increase leads to 
around a 5 percent to 6 percent de-
crease in the number of people who 
purchase insurance (either on their 
own or through their small-group 
employer). The CBO estimates that 
a 10 percent rise in plan cost will 
increase the number of uninsured 
by more than 10 percent.21

Health Care Reform in 
Massachusetts 

In 2006, Massachusetts enacted 
an ambitious plan to achieve near-
universal health insurance cover-
age.22 The most prominent aspect 

of Massachusetts’ reform, requiring 
individuals to purchase insurance, is 
also the most problematic.

Individual Mandate. The 
cornerstone of the Massachusetts 
plan is mandatory health insurance. 
Individuals who do not receive in-
surance through their employer and 
are not eligible for a government 
program, such as Medicaid, must 
pur chase insurance in the individual 
market; otherwise, they lose a state 
tax deduction. An employer man-
date is also in place, which requires 
firms with more than 10 employees 
to offer a qualifying health plan or 
pay a per-worker contribution to the 
state. [See the side bar, “Problems 
with Insurance Mandates.”]

The Commonwealth Connec-
tor. The Commonwealth Connec-
tor is an insurance exchange where 
individuals and small groups (firms 
with less than 50 workers) can buy 
health insurance from competing 
providers. However, plans sold 
through the Connector must include 
community rating and guaranteed 
issue. As a result, premiums are 
high and healthy individuals are 
overcharged. 26 

Once an employer designates the 
Connector as its insurance carrier, 
individual employees select a plan 
that best meets their needs, mov-
ing the choice from employer to 
worker. This allows providers to 
design plans for the diverse needs 
of various groups. Ideally, competi-
tion and innovation resulting from 
employees’ ability to choose will re-
duce medical inflation and produce 
higher quality care.

After enrolling in a Connector 
plan, employees can switch coverage 

during the annual enrollment period 
without fear that their insurance 
premiums will be individually risk-
rated. Furthermore, employees may 
retain their existing coverage even 
if they change employers, making 
the plans portable. However, those 
who purchase coverage through the 
exchange do not receive the federal 
tax break available to workers with 
employer-based coverage.

The Connector also allows two-
income couples to combine the 
contributions from their employers 
to buy coverage. Thus, couples with 
two part-time jobs are able to buy 
coverage that otherwise may have 
been unaffordable.

Problems with Reform. Massa-
chusetts’ goal of universal coverage 
has become increasingly elusive. 
First, the state has done little to 
reduce extensive mandated benefits 
that increase the cost of insurance. 
Second, firms that do not provide 
their own health plans or make 
payments to the Connector are 
penalized only $295 per worker per 
year.27 The penalty is not enough to 
encourage employers to offer their 
own health insurance nor is it suffi-
cient to fund state-subsidized plans.  

Third, the plan uses funds from 
the state’s uncompensated care plan, 
which reimburses hospitals and 
doctors for nonpaying patients, to 

Insert callout here.
“Massachusetts requires 
individuals to purchase 

insurance.”
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subsidize coverage provided by the 
Connector. However, despite the 
fact that payments for uncompensat-
ed care have been cut, hospitals are 
still treating people without health 
insurance. As a result, some hospi-
tals are threatening bankruptcy.  

Perhaps the most pressing issue 
facing Massachusetts is runaway 
costs.28 In early 2008 it was project-
ed that the state’s cost for the insur-
ance subsidy program, Common-
wealth Care, would double to $1.35 
billion by 2011.29 But only a year 
later, in 2009, the cost of Common-
wealth Care had already reached 
$1.3 billion — more than $650 mil-
lion higher than initially projected.30 
The increased cost to the state will 
probably be made up with increased 

taxes or higher employer contribu-
tions to the Connector.

Yet, despite increasing costs, 
several hundred thousand people 
still have no health insurance.31 The 
majority of those still uninsured do 
not qualify for subsidies, making 
it difficult to convince them to buy 
insurance.32 Of those newly insured, 
only about 7 percent are not receiv-
ing state subsidized coverage or 
insurance through their jobs, and 
nearly 56 percent of the 439,000 
newly enrolled are receiving free 
or heavily subsidized coverage [see 
Figure III].33

Furthermore, increased demand 
for primary care doctors is making 
it difficult in some parts of the state 

for the newly insured to find doctors 
who will take new patients.34 For 
example, the wait time to see a fam-
ily physician in Boston has risen to 
more than two months — among 
the longest waits of major cities in 
the nation.35 Long delays are caus-
ing people to rely on the emergency 
room (ER) for nonemergency care; 
more than half of the patients visit-
ing a Massachusetts ER in the last 
two years could have been treated 
in a doctor’s office.36 Nonemergen-
cy use of the ER presents an expen-
sive problem: The cost of caring for 
people in the emergency room has 
increased 17 percent over the same 
two-year period.37  

Reforms in 
Other States

Although they are less ambitious 
than Massachusetts, a number of 
states have undertaken more prom-
ising reforms. Following are a few 
of the most noteworthy efforts.

Florida. In 2006 Florida re-
formed its Medicaid program to 
foster competition among private 
insurance carriers and health care 
provider networks. Medicaid re-
cipients can choose from several 
private sector health care providers 
offering a variety of benefit pack-
ages. Three basic benefit packages 
are offered: 1) Comprehensive Ben-
efits, which covers all mandatory 
Medicaid services and necessary 
optional services (scope, amount 
and duration of services vary), 2) 
Catastrophic Care, which covers 
those who require more care than 
is available under the Comprehen-
sive Benefits plan, and 3) Enhanced 
Benefits, which encourages healthy 

Figure  III
Source of Insurance for the Newly Insured 

in Massachusetts

Source: Debra A. Draper et al., “Massachusetts Health Reform: High Costs and Expanding Expecta-
tions May Weaken Employer Support,” Center for Studying Health System Change, Issue 
Brief No. 124.  Available at http://www.hschange.com/CONTENT/1021/.

Individual
7%

Government 
Subsidized

56%

Employer
37%



9

behavior by rewarding participants 
with spendable dollars. Recipients 
can also opt out of the program and 
use state-paid premiums to purchase 
employer-sponsored insurance.38  

Payments are risk-adjusted, mean-
ing insurers receive greater subsidies 
for enrollees with significant health 
problems. This gives “special needs” 
plans a financial incentive to reduce 
costs for sicker enrollees by provid-
ing innovative care.  

Problems with the Florida plan 
include: 1) less than 1 percent of 
beneficiaries use the subsidy to 
buy into an employer-sponsored 
plan, 2) about one in five enrollees 
are not aware they have a choice 
among health plans, 3) more than 
half of those who are aware they 
must choose have difficulty making 
a choice, and 4) four in 10 enrollees 
appear to have been assigned to a 
plan by the state rather than choos-
ing one on their own.39

South Carolina. South Caro-
lina Medicaid Choice is similar to 
Florida’s reform program. 40 It seeks 
to make the process of enrolling 
in Medicaid resemble purchasing 
a plan in the private market. Par-
ticipants are given personal health 
accounts to pay for part of their 
medical expenses and can choose 
any one of a variety of plans, from 
high-deductible insurance to full-
service programs.   

The state contribution varies ac-
cording to the age, sex and physical 
condition of the participant but is 
sufficient to purchase an approved 
health plan equivalent to the enroll-
ee’s previous coverage.  On aver-
age, it is about the same amount the 

state pays for traditional fee-for-
service plans.

Coverage options under the pro-
gram include: 1) private insurance 
through a managed care organiza-
tion or preferred provider organiza-
tion, 2) medical home networks, 3) 
group insurance opt-out, which al-
lows a recipient who is employed to 
use their health account to purchase 
coverage from their employer, and 
4) self-directed care for those with 
chronic illnesses. If participants are 
dissatisfied with these plans, they 
can opt to return to the traditional 
Medicaid program.

Rhode Island. Rhode Island was 
the first state to cap overall spend-
ing on Medicaid (at 23 percent of 
the state budget) in order to imple-
ment a more flexible program.41 

Lower insurance premiums are 
provided for people who agree to 
see specific providers and partici-
pate in such programs as weight and 
disease management and smoking 
cessation. The deductible is about 
$500 per individual with out-of-
pocket costs capped at $3,000. Peo-
ple who do not sign the agreement 
can still buy the plan, but have a 
$3,000 deductible and out-of-pocket 
costs of up to $6,000 a year.42  

Texas. Rather than expand Med-
icaid, the Texas state legislature 

recently approved a new program 
that seeks to give Medicaid-eligible 
residents more control over their 
health care while containing costs. 
The program provides subsidies for 
families earning up to 200 percent 
of the poverty level to purchase 
health insurance.43 Premiums will 
be charged on a sliding scale based 
on recipients’ incomes, and partici-
pants will pay low deductibles and 
copayments for health care services. 
Low-income recipients will also 
be eligible to receive subsidies 
that can be used to fund an HSA or 
pay deductibles and copayments. 
The goal is to customize Medicaid 
benefit packages to allow the state 
to better meet the needs of a diverse 
population. 

Along with the other reforms, 
Texas also approved the Three-
Share plan. Under Three-Share, 
the cost of health insurance is split 
among the state, participating em-
ployers and employees, with each 
paying about one-third. The state 
estimates the cost of premiums will 
average $150 to $180 a month. The 
Three-Share plan has a less-gener-
ous benefit package than traditional 
health insurance, instead focusing 
on primary care coverage, specialty 
care, prescription drugs and limited 
in-patient services. In addition to 
Medicaid beneficiaries, the program 
also includes small employers with 
25 or fewer employees.   

Tennessee. In an attempt to cut 
costs under Tennessee’s Medicaid 
program, TennCare, the state offers 
a limited benefit plan called Co-
verTN aimed at eligible individuals 
who are self-employed or work for 
a small business. The cost, $150 per 
month, is split between the compa-

Insert callout here.
“Florida pays insurers 
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ny, the individual and the state. Sav-
ings are achieved by setting rela-
tively low limits on hospital stays 
and a $25,000 benefit maximum per 
year. The program includes 12 free 
checkups, free mammograms and 
$15 doctor visits with no deduct-
ibles. It has also expanded to in-
clude a prescription drug program.44       

In the first nine months of 2008, 
only four out of the 15,000 individ-
uals enrolled in CoverTN hit their 
benefit limit. Only three benefi-
ciaries exceeded in-patient hospi-
tal limits and less than 4 percent 
exceeded the pharmacy limits.  

Louisiana. In late 2008 Loui-
siana Governor Bobby Jindal 
proposed reforms to the state’s 
Medicaid program that would move 
enrollees into Coordinated Care 
Networks administered by private 
managed care plans. Currently, 
Louisiana reimburses Medicaid 
health care providers on a fee-for-
service basis, but under the pro-
posed reforms providers would be 
paid a lump sum per patient, ad-
justed for health risk.45

A medical home will be desig-
nated as an enrollee’s usual source 
of primary care — coordinating 
the care of any other providers 
treating chronic conditions. The 

reforms will start as pilot programs 
in New Orleans, Baton Rouge, Lake 
Charles and Shreveport, expanding 
statewide within five years.46

Utah.47  The Utah Health Ex-
change unveiled in September 2009 
allows employers to make fixed-
dollar contributions to employees 
who purchase portable individual 
coverage.  Initially open only to 
individuals and a limited number of 
small businesses, the exchange will 
expand to include large businesses 
in 2012. 

This Web-based market exchange 
is not overly burdened by exces-
sive regulations.  It will provide 
information on cost and quality of 
plans.  Workers will be able to shop 
for individual or family coverage.  
They can choose from more than 
a dozen different plans offered by 
private insurers.  More plans are 
expected to follow as enrollment 
rises.  Employers will benefit from 
a predictable defined contribution.  
Employers will also be able to send 
one check to the exchange admin-
istrator each month to cover all the 
employer contributions.

The minimum benefit package 
insurers will be able to offer are 
high-deductible plans. Premiums 
for each small group that enters the 
exchange will be adjusted for the 
group’s health risks, with workers 
picking up the difference between 
the premium and the employer con-
tribution.48  Individuals in the group 
cannot be turned down for cover-
age.  Carriers in the exchange who 
benefit from favorable risk selection 
will compensate carriers that have 
a high concentration of high-risk 
enrollees.

Steps to Reduce the 
Number of Uninsured 

in New Jersey
New Jersey can take several 

steps that will significantly reduce 
the number of uninsured.  These 
reforms, drawn from successes in 
other states, would improve com-
petition and choice, and increase 
incentives to reduce costs and 
improve quality in both public and 
private insurance programs.

Step No. 1: Create a Small-
Group and Individual Insurance 
Exchange.  New Jersey can begin 
to reduce its uninsured popula-
tion by creating a state-sponsored 
market where small employers and 
individuals can purchase health 
insurance.  This system, hereinafter 
called the Small-Group and Indi-
vidual Health Insurance Exchange 
(SGIX), would have considerable 
advantages over the current small-
group market, where overhead costs 
— ranging from 5 percent to more 
than 30 percent — have a signifi-
cant impact on premium prices. 

The state would be able to oper-
ate the system with the overhead of 
no more than a major corporation 
(5 percent).  This reform alone 
would significantly lower the pre-
miums small groups and individuals 
face, which is crucial in reducing 
the number of uninsured.

It is imperative, however, that 
New Jersey’s SGIX avoid the mis-
takes of the Massachusetts Plan.  At 
a minimum, it must be: 1) volun-
tary, 2) allow for underwriting and 
exclusion of preexisting conditions, 

Insert callout here.
“Tennessee offers limited 
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and 3) properly adjust subsidies for 
each enrollee’s health status.

A Central Market for Health 
Insurance.  The SGIX would have 
significant economies of scale and 
act as a central shopping place for 
health insurance for small busi-
nesses and individuals.  Using 
traditional marketing techniques 
to advertise to the public, it would 
present the products being offered 
in an easy-to-understand format that 
allows for comparison between cost 
and coverage.  

The SGIX would be a market-
place where insurance can be pur-
chased, not a regulatory agency 
— the insurance industry would 
operate and staff it.  Prices and 
benefit packages (with the exception 
of requiring providers to offer a set 
minimum coverage amount) would 
not be set by the SGIX, but it would 
have the power to reject carriers 
that fail to meet minimum capital-
ization, benefit and quality criteria.  
Carriers could offer managed care 
plans, such as Health Maintenance 
Organizations (HMOs) and provider 
networks.  They could also offer 
point-of-service plans where enroll-
ees select a primary care physician 
who coordinates all care received.  
Other delivery systems could also be 
offered through the SGIX, including 
comprehensive coverage, extensive 
copays and HSAs.  Consumer choice 
would drive the product offerings.  
For example, sicker individuals may 
be less likely to enroll in HSA plans 
so the SGIX premium payment for 
HSAs would probably be lower, 
making it an attractive option for 
healthy individuals.

No Guaranteed Issue or Com-
munity Rating.  Guaranteed issue 

would seriously hamper the work-
ings of the SGIX.  It would allow 
individuals and small firms to enroll 
after someone becomes sick, caus-
ing premiums to soar and driving 
healthy members out of the risk 
pool.  Therefore, guaranteed issue 
would not be allowed, nor would 
community rating.

Economies of Scale.  Econo-
mies of scale are created when an 
increase in a firm’s size results in 
a decrease in the long-run average 
cost for the firm.49  By functioning 
as a large insurance pool, the SGIX 
would create economies of scale 
and give carriers access to popula-
tions of sufficient size (5,000 or 
more) to make health care expenses 
predictable.  This would help both 
providers and potential purchas-
ers in adjusting premiums for risk, 
reducing insurance overhead.  

Market Manager, not Regulator.  
It is important that the duties of the 
SGIX are clearly defined and lim-
ited by state legislation.  The SGIX 
would exist to spread risk, achieve 
economies of scale, assist in risk 
adjustment and allow for vigor-
ous competition among providers.  
Under no circumstances should the 
SGIX have the power to set plan 
costs either initially or over time.50  

Step No. 2: Give People Choice.  
As discussed earlier, most employ-
ees get insurance through their job 
but have little freedom to choose 
their plan.  This has created a 
system with limited competition, 
manifesting itself as deadweight 
loss to consumers and inelastic (less 
price-sensitive) demand for health 
insurance. 

Instead of a one-size-fits-all plan, 
individuals in the SGIX would 
select among competing plans with 
different benefit packages at dif-
ferent prices.  Furthermore, the 
SGIX would provide employees 
clear cost and benefit comparisons 
among plans.  This information 
would empower consumers to make 
cost-conscious decisions about their 
health insurance.  

Advantages of Consumer Choice 
and Competition. Allowing em-
ployees rather than companies to 
select their own plan would in-
crease the quality of care in three 
ways.  First, individuals would be 
able to purchase insurance packages 
that provide the coverage that best 
match their various health needs.  
Second, the significant increase in 
competition would induce providers 
to offer better care or face the loss 
of customers, as employees could 
easily switch plans if they felt they 
were not being treated properly.

Finally, in order to keep existing 
enrollees and increase profits, com-
peting plans would have powerful 
bottom-line incentives to innovate.  
Acceleration in the rate of innova-
tion would initially be reflected in 
higher premiums; however, com-
petition among providers would 
eventually slow the rate of medical 
inflation.  This productivity gain 
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would make health care financially 
sustainable within individual and 
employer budgets over time.  

Risk Adjusting Premiums.  The 
exchange would assist small firms 
in assessing the health risks of their 
employees.  For example, take 
a small firm with 10 employees.  
Nine of the employees are young 
with good health histories while the 
remaining person is older and has 
some medical issues.  Normally, a 
carrier examining this group would 
either overcharge the younger in-
dividuals or exclude the sick em-
ployee.  However, using the SGIX, 
the insurance carrier would offer 
a total premium amount to these 
10 employees and risk-adjust the 
premiums and subsidies for each 
beneficiary according to the plans 
they ultimately chose.  This would 
significantly reduce the risk that 
older or sicker applicants would be 
excluded from coverage and that 
younger employees would be over-
charged. 

Portability.  The SGIX would 
allow an individual to retain the 
same coverage if he or she lost a job 
or moved to a new job, solving the 
portability problem in employer-
based health insurance.  The em-
ployee would use the employer 
premium provision from the new 
firm to pay for his or her existing 
coverage, allowing more flexibility 
in job movement.  Also, as with the 
Massachusetts Connector, a hus-
band and wife could combine their 
separate employer insurance con-
tributions to purchase a plan in the 
SGIX.  Further, an employee with 
two jobs would have their premium 
contributions combined to help pur-
chase the plan of their choice.

High-Risk Individuals. The use 
of actuarially fair premiums would 
draw numerous competing health 
plans to the SGIX and reduce the 
number of applicants who are 
rejected on the basis of pre-existing 
conditions. There would, however, 
be a small number of individuals 
who would not qualify for insur-
ance even with risk-based premi-

ums. The SGIX would attempt to 
enroll as many of these individu-
als in Medicaid as are eligible and 
would try to expand private cover-
age by coordinating coverage with 
other sources of care for which they 
are eligible. The SGIX could also 
operate a “high-risk pool.”  

If coverage was unavailable 
through the above mechanisms, 
high-risk, high-cost individuals 
could be enrolled in selectively 
contracted prepaid “special needs 
plans.” Academic evidence suggests 
that chronic high-cost individuals 
have a multitude of medical prob-
lems and are best served in an 
integrated health plan.51 Premiums 
would be established as a percent-
age discount from the average 
health costs of individuals in the 
pool. Several sources of funding 
would be available, including exist-
ing premium taxes on private sector 
health plans, subsidies to enrollees 
(discussed below) and sliding scale 

beneficiary contributions based on 
income levels.   

Step No. 3: Provide Subsidies 
to Purchase Health Insurance.  
A subsidy plan should take into 
account two factors: the risk of 
enrolling a particular individual and 
the income of the person or family 
in question.  Given the voluntary 
nature of enrollment at the SGIX, 
subsidies should be provided on a 
“use it or lose it” basis.

It would be preferable to pro-
vide subsidies for the uninsured to 
purchase insurance, adjusted for 
health status, rather than reimburs-
ing hospitals and other providers for 
uncompensated care.  This way, the 
uninsured could use the subsidy to 
obtain the type of coverage that best 
serves their needs.  

Health Insurance Tax Reform.  
Current federal law heavily dis-
criminates against individual insur-
ance; therefore to level the playing 
field, employer-based insurance 
should become taxable income.  
The resulting funds could be used 
to fund subsidies and refundable 
credits for non-Medicare individu-
als.  Employees could use the credit 
to offset their taxes.  Benefits would 
remain tax-free at the state level un-
less the state offered a similar credit 
arrangement.  Credits would also 
be available to Medicaid recipients 
as an incentive to enroll in private 
plans.52  

The biggest gainers would be 
low-income families with children, 
while single, high-income individu-
als with no children would lose the 
most.  Additionally, employees 
would have an incentive to shop 
around for better coverage because 
they would not lose the tax subsidy 
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by walking away from their com-
pany’s plan. 

Step No. 4: Eliminate State 
Mandates on Exchange Plans.  As 
mentioned earlier, state mandates 
on health care are a significant fac-
tor in driving up the cost of health 
care — estimates of the gross cost 
of mandates nationwide range from 
a low of $68 billion to a high of 
$172 billion.  In some areas man-
dates add 45 percent to the cost of 
health insurance.53  

To control the cost of mandates, 
the SGIX should set a minimum 
package of basic benefits that each 
plan must provide to enrollees.  The 
SGIX could establish this based on 
the lowest coverage plan offered by 
the state minus non-physician ser-
vices, such as dental and eyeglass 
coverage.  Consumers could choose 
to purchase these basic plans or 
other, more extensive plans based 
on their needs and the price.  The 
SGIX should provide an easy-to-
compare benefit list for consumers 
as it is essential that the option of a 
no-frills plan be readily transparent.

How Many of the 
Uninsured Will Be 

Covered? 
A major goal of the SGIX would 

be to reduce the number of unin-
sured in New Jersey.  Nationwide, 
it has been estimated that around 20 
percent of the uninsured are eligible 
for Medicaid and other government-
funded programs.54  Thus, by iden-
tifying and automatically enrolling 
eligible individuals, the uninsured 
population could quickly be re-
duced by 10 percent to 20 percent.  

Another 20 percent or so of the 
uninsured are middle class workers 
with incomes of more than $50,000 
per year.  Of this group, around 
one-half earns in excess of $75,000 
annually.  These individuals can af-
ford health coverage but choose not 
to buy it.  The reduction in premium 
cost anticipated from the efficiency 
gains of the SGIX — as well as the 
actuarially fair premiums it would 
require — would likely reduce the 
cost of enrollment significantly for 
much of this group.

The remaining 50 percent or so 
of the uninsured earning less than 
$50,000 per year are not currently 
eligible for public coverage.  More 
than half of this group earns less 
than $20,000 per year and is em-
ployed by a small firm (less than 
50 workers).  Therefore, reducing 
premiums for those earning under 
$50,000 is crucial. 

Of the 70 percent of the unin-
sured who aren’t eligible for public 
coverage, how many would actually 
sign up under the SGIX?  Research 
on the demand for health insur-
ance indicates price elasticity in the 
range of –0.5.  That is, a 10 percent 
reduction in real premiums would 
increase enrollment by 5 percent.  
This figure is even higher for those 
below the poverty level, with elas-
ticities in the –0.8 to –0.9 range, 
and the CBO suggests it may even 

be above –1.0.   The combination of 
enrolling those eligible for public 
coverage in government plans, 
along with enrolling those not 
eligible for government programs 
in the SGIX, suggests a short-term 
reduction in the number of unin-
sured by 30 percent to 40 percent is 
possible.

Conclusion
In late 2008, two radically differ-

ent solutions to make health insur-
ance more affordable were proposed 
by New Jersey state legislators. One 
proposal, the New Jersey Health-
care Choice Act, would allow resi-
dents to purchase low-cost cover-
age from insurers licensed in other 
states. This would make coverage 
affordable by injecting competition 
into the local market and by allow-
ing individuals to buy insurance 
without New Jersey’s expensive 
mandates. The other proposal would 
mandate New Jersey residents pur-
chase insurance and create a com-
prehensive, state-sponsored plan 
for those with incomes too high to 
qualify for Medicaid.55 However, 
this proposal fails to recognize the 
contribution of mandated benefits 
and costly regulations to the high 
cost of insurance. Both plans are 
still pending final action.  

Further mandating health insur-
ance would likely lead to a rise in 
the number of uninsured and an 
increase in the cost taxpayers must 
pay to subsidize coverage. Con-
versely, deregulating the market and 
creating a competitive marketplace, 
like the SGIX, would make afford-
able coverage available to more 
people. 
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inheritances to the distribution of wealth in 
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Senate Majority Leader Bill Frist (R-TN) 
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report will offer you a fresh perspective on 
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Security and Medicare, working under the 
direction of Thomas R. Saving, who for 
years was one of two private-sector 
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401(k) reforms are automatic enrollment 
of employees into companies’ 401(k) 
plans, automatic contribution rate 
increases so that workers’ contributions 
grow with their wages, and better default 
investment options for workers who do 
not make an investment choice. The NCPA is a 501(c)(3) nonprofit public policy organization.  We depend entirely on the financial support of individuals, corporations and foundations that believe in private sector solutions 
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