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ABSTRACT. Senator Hilary Rodham Clinton has recently put forth a plan in which
individuals would be required to purchase health insurance. Her plan has been the target
of intense criticism. Individual mandates would target the free-riders of health care and
would likely improve the health of the uninsured. Shortcomings of the mandate are the
difficulty of enforcement and the unfair burden placed on lower-middle income people.
Careful examination of the evidence suggests that the U.S. should not impose individual
mandates for health insurance.

. Introduction

Thereisconsiderabledissatisfaction with the current United Stateshealth
care system. Inarecent survey of 12,000 patientsin seven industrialized
nations (Australia, Canada, Germany, the Netherlands, New Zealand, the
United Kingdom, and the United States), “one-third of the American
respondentsfelt their systemisso dysfunctional that it needsto berebuilt
completely- the highest rate in any country surveyed” [New York Times
2007, para. 1]. It comesas no surprisethen that health carereformisone
of the key topicsin the current political debate. Senator Hilary Rodham
Clinton, picking up on society’s concerns, has proposed a system of
individual mandatesfor healthinsurance. So, thequestionis- shouldthe
U.S. create a nationwide system of individual mandates for health
insurance?

The proposal isradical. In fact, it would eliminate the freedom of
choice Americans currently possess. Individuals would no longer have
the option to not purchase health insurance. What's more, it would give
the government an increased rolein the daily lives of itscitizens. Some
have called individual mandates* socialist health care.” Ontheother end
of the spectrum, individual mandates are hailed asapotential solution for
the current lack of insurance by many inthe United States. Notethat this
paper will not attempt to measure the attractiveness of Senator Clinton’s
specific plan. Rather, this paper will address the appeal of individual
mandates in general. After weighing the arguments for and against the
mandate, this paper finds that the U.S. should not impose individual
mandates for health insurance.
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Il1. Background
A. TERMINOLOGY

Anindividual mandate for health insuranceisa“regulation that requires
individuals (eighteen and older) to be responsible for purchasing their
own health insurance” [Sasser 2007, 63]. Like mandates for auto
insurance, it requires individuals to hold a basic insurance policy as
defined by the government. The basic health insurance plan, as defined
in Senator Clinton’s reform proposal, would emulate the private health
care plans offered to Congress through the federal employee benefits
program, aswell as Medicare [ Steinhauser and Crowley 2008, para. 13].

All insurers, including public programs, would be required to offer
the basic health care plan [Lichiello et al. 2003, 5]. Employerswho offer
health insurance would also be required to offer at least the basic health
careplan [Lichiello et al. 2003, 5]. The uninsured who could not afford
to purchase the basic plan would be eligible for government subsidies or
for coverage under public programs [Lichiello et al. 2003, 5]. The
government would provide subsidiesin theform asliding scale premium
price based on income, an income tax deduction or refund, or individual
health accounts[Lichielloet a. 2003, 5]. In Massachusetts, subsidiesare
provided to low-income individuals in the form of a sliding scae
premium price based on income; as one' sincome rises, the premium one
paysincreases along the sliding scal e[ Sasser 2007, 25]. Individualswho
earn up to 150 percent of the federal poverty line pay no premium, while
premiums for those with higher incomes range from $18 to $137 per
month for a single adult [Sasser 2007, 25]. Individual health accounts,
alsoreferredto ashealth savingsaccounts, allow individualsineligiblefor
employer-provided health care to pay for health care coverage on a pre-
tax basis; the savingsincurred is the subsidy [ Sasser 2007, 31].

Aswith any mandate, an enf orcement mechanismwoul d be necessary
to ensure compliance. The most commonly proposed enforcement
mechanism for individual mandates in the U.S. is the IRS, where
individualswould have to show proof of health insurance when they file
their income taxes. For those who fail to comply, their personal tax
exemption might bewithheld [ Sasser 2007, 25]. Massachusetts currently
uses this type of enforcement mechanism. There, individualswho failed
to submit proof of health insurance coverage by December 31, 2007
forfeited their personal income tax exemption when they filed their 2007
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income taxes [ Sasser 2007, 25]. The penalty for noncompliance in 2008
has been raised to 50 percent of the “least costly, available insurance
premium that meets the standard for creditable coverage” [Sasser 2007,
25].

B. INDIVIDUAL MANDATESIN PRACTICE

To develop a better understanding of individual mandates for health
insurance and their likely effect on the United States, it pays to look at
existing mandates. One problem with this approach is that individual
mandates are not commonly used. Massachusetts, Switzerland, and the
Netherlands are the only placesto useindividual mandates[Glied 2007,
1613]. Thestudy of individual mandatesin M assachusettswould provide
the greatest insight regarding their probableimpact on the United States.
Unfortunately, mandatesin M assachusettsare new, so thispaper will look
at their use in Switzerland. By no means, however, do the outcomesin
these areas demonstrate the actual effects of individual mandates. That
would require the ability to isolate the effects of individua mandates
from other factors. No known scholarly attempts have been ableto do so,
although various reports about the success of individual mandates have
been issued. The debate concerning individual mandates has been
predominately theoretical.

In December 2007, the pressreported estimatesof thereductioninthe
uninsured in Massachusetts following the introduction of individual
mandates. Prior to the reform, there were anywhere from 372,000 to
600,000 peoplewithout healthinsurance[Nuzzo 2008, para. 4]. Sincethe
reform, 300,000 have purchased some form of health care coverage,
leaving only 100,000 to 300,000 still uninsured [Nuzzo 2008, para. 5].

Whilethe declinein the uninsured surely looks good, M assachusetts
has seen asubstantial increasein health care spending. For thefiscal year
ending July 30, 2007 health care spending in Massachusetts increased
approximately $1.2 to $1.4 billion [Nuzzo 2008, para. 13]. Much of the
increase in health care spending was due to subsidies to low-income
residentsunder Commonwealth Care[Nuzzo 2008, para. 14]. Theactual
cost of the subsidies was not reported but it could be assumed to be at
least $720 million. Tim Murphy, Massachusetts Secretary of Health,
estimated that the costs of providing subsidies to low-income residents
would total roughly $720 million per year [Symonds 2006, para. 13].
According to Jon Kingsdale, director of the Massachusetts Health
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Connector, “there’'s simply no guestion there is not a dollar-for-dollar
offset from taking people out of the free care pool and adding themto the
rolls of the insured on a subsidized insurance plan” [Nuzzo 2008, para.
16].

Acrossthe Atlantic individual mandates have alonger history. They
were introduced in Switzerland in 1996 under the Revised Health
Insurance Law [Civitas 2002, 2]. The goalsof thereformwereto achieve
universal coverage, makeinsurance moreaffordablefor low and moderate
income people, and control health care costs [Noble 2007, para. 4].
According to Noble, anotable Swissjournalist, individual mandateshave
achieved universal coveragein Switzerland. “Everyone hasaccessto the
same comprehensive health insurance coverage, at the same premiums,
and to the same quality of medical care” [Noble 2007, para. 5]. The
reform’ sgoalsof moreaffordabl einsurancefor low and moderateincome
people and lower health care costs, however, have arguably not been
realized. Switzerland, much like the United States, currently faces
escalating health care costs. Asaresult, some middleincomefamiliesin
Switzerland spend as much as 16 percent of household income on health
insurance coverage [Noble 2007, para. 7].

From reviewing individual mandates in Massachusetts and
Switzerland it may seem like their effects are obvious - fewer uninsured
and higher health care costs. However, such a conclusion would be
premature. There are notable complications with identifying the effects
of individual mandates in these areas. In Massachusetts, an employer
mandate is also enforced, where firms with more than ten full-time
equivalent employees are required to provide health insurance; they’re
also required to “make a fair and reasonable premium contribution
towardsthe cost of their employees’ health insurance” [ Sasser 2007, 25].
It ispossiblethat the declinein the uninsured in M assachusetts had more
to do with the employer mandate. Similarly, the high cost of health care
in Switzerland may have more to do with the Swiss's definition of the
basic health care plan. In Switzerland, the basic health insurance plan
resemblesluxury health care plansin the U.S. or Germany [Civitas 2002,
2].

[Il. The Debate

The rising cost of health care and the increasing rolls of the uninsured
have captured America's attention. To counter these problems,
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politicians and researchers have created a variety of reform plans. The
recent proposal for individual mandateshassparked aheated debate. Mitt
Romney, who implemented individual mandates in Massachusetts just
two years prior, has spoken out against using individua mandates
nationwide. He, however, isjust one of many caught up in the debate.
Proponents of individual mandates emphasizethe moral obligationtothe
uninsured. They also stress the positive effect increased health care
coverage would have on society. Proponents also claim that individual
mandates would eliminate the free-rider and adverse selection problems
that currently exist. By eliminating these problemsand theinefficiencies
that result from them, it is believed that individual mandates may result
in reduced health care costs. Proponents also argue that the benefits
generated from extending coverage to the uninsured will exceed the cost
of doing so.

Opponents question the likely efficacy of individual mandates, their
equitability, and the cost implications. Critics of individual mandates
argue that the mandates will not be enforceable. Opponents also claim
that individual mandatesare unfair. They wouldforce peopleto purchase
health insurance they may not be able to afford. Critics also doubt that
individual mandates can reduce health care costs. Some even argue that
reform may not be necessary.

A. REASONS FOR IMPLEMENTING INDIVIDUAL MANDATES
1. Mora Obligation to the Uninsured

Some peopl e have proposed individual mandates in order to protect
the uninsured. As one might expect, the uninsured receive considerably
less care than theinsured. 1n 2001, the full-year uninsured received care
worth $1,253 per person as compared to $2,484 per person for the
privately insured [Hadley and Holahan 2003, 70]. The uninsured “have
fewer physician visits per year, are lesslikely to have ahospital stay and
have shorter lengths of stay, are at a much greater risk for in-hospital
mortality, and are morelikely to die prematurely from avoidable disease-
specific conditions” [Hisnancik and Coddington 1995, 10]. TheIngtitute
of Medicine has estimated that 18,000 Americans die each year due to
lack of healthinsuranceand theinahility toreceiveroutinecare[2003, 2].

The uninsured are also subject to increased psychological stress.
Uninsured families face the uncertainty of financial turmoil brought on
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by aseriousillnessor injury [Institute of Medicine 2003, 1]. “Uninsured
children also lose the opportunity for normal development and
educational achievement when preventable health conditions go
untreated” [Institute of Medicine 2003, 1].

Proponents of individual mandates stress the relatively worse health
of the uninsured as evidence of the need for increased health care
coverage. They contend that increased coverage would lead to improved
health among the currently uninsured. They arguethat whenthecurrently
uninsured receive healthinsurancethey will likely seek more preventative
care, thereby improving their health.

According to some opponents, thereis an inherent problem with this
argument. They claim that health care coverage does not guarantee
accessto health care, nor doesit necessarily lead to better health [ Tanner
2006, 2]. Tanner argues that the experiences of rationing in countries
with national health care systems serve as proof of thisclaim. According
to Tanner, “one million Britons are waiting for admission to National
Health Service hospitals at any given time, and shortages force the NHS
to cancel as many as 100,000 operations each year” [2006, 10]. Canada
and New Zealand have similar problems. In Canada, more than 800,000
patients were on a waiting list to receive medical procedures in 2005
[Tanner 2006, 10]. “Accessto awaiting list is not accessto health care”
[Wall Street Journal 2005, para. 4]. According to the Vancouver-based
Fraser Institute, “ Canadians wait an average of 17.9 weeks for surgery
and other therapeutic treatments’ and “ the waitswould be even longer if
Canadians didn't have access to the U.S. as a medical-care safety valve”
[Wall Street Journal 2005, para.4].

Despite the troubles with national health care systems, thereis some
evidence that health insurance does lead to improved health, athough
Tanner has suggested thisevidenceis®uncertain at best” [2006, 2]. Levy
and Meltzer, professors at the University of Chicago, studied the
relationship between health insurance and health, specifically looking for
a causal relationship between the two. In most cases they observed that
health insurance had a small, positive effect on health outcomes among
infants, the elderly, and the poor [Levy and Meltzer 2001, 3]. Therewas
some evidence that expansions in health insurance did not result in
measurable improvements in health. In the end, Levy and Meltzer
concluded that health insurance can improve health, especially among
low-income individuals. 1t should be noted that they found no evidence
at the time suggesting that increased health insurance would be superior
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to other health promotion endeavors, such as campaigns to advertise
healthy lifestyles [2001, 34].

Ultimately, the appeal of individual mandates as a means of
improving the health of the uninsured depends on the actual relationship
between health insurance and health. If Tanner is correct and the
relationship is “uncertain at best” one could not advocate individual
mandates on the grounds that they would improve health among the
uninsured. Problemswith national health care seemto suggest that health
insurance may not lead to better health even though some studies of
European countries with national health insurance have reported a
reduction in avoidable mortality [Hisnanick and Coddington 1995, 17].
Avoidablemortality is, however, acrude measurement of health; “ studies
that rely on these (as many do) may fail to capture changes in health-
related quality of life” [Levy and Meltzer 2001, 2]. Since Levy and
Meltzer appear to be authoritative figures, it isfairly safe to assume that
their conclusion regarding the rel ationship between health insurance and
health is accurate; this means that increased health insurance coverage
can be assumed to improve the health of the poor uninsured. The
relatively wealthy uninsured would not likely see a substantial
improvement in their health; they probably do not forego needed
treatment.

2. Protection of Society

In addition to specifically protecting the uninsured, individual
mandates are believed to protect society. James Tobin, a renowned
economist, made that very claim in a presentation to the University of
Minnesotain 1994. “We don't want to allow achild or even an adult to
behave in ways likely to do irrevocable self-damage. But generally
protection of individuals from themselves isintertwined with protection
of society” [1994, 2]. Tobin’sargument makessense. The uninsured put
the insured population at risk. According to the Institute of Medicine,
high uninsured rates lead to reductions in hospital services and health
programs, such as communicable disease surveillance [2003, 1]. High
uninsured rates within acommunity may drive health care providers out
of the area altogether [Institute of Medicine 2003, 1]. Furthermore, the
poorer health and premature death or disability of uninsured workers
resultsinlost productivity, which* diminishestheeconomicvitality of the
country” [Ingtitute of Medicine 2003, 1]. Lower productivity resultsin
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higher costs to employers, which could mean higher output prices or
lower employee wages.

Much likethe previousargument thisone dependson therelationship
between healthinsurance statusand heal th status. Asalready established,
increased coverage can be assumed to lead to improved health among the
poor uninsured. Society should realize some benefits from increased
health care coverage.

3. The Free-Rider Problem

Thereisafree-rider problem in the current U.S. health care system.
Theuninsured receive care, typically inan emergency room settingwhere
they cannot be turned away for lack of health insurance or ability to pay,
and then fail to pay for the care they receive. As any economics student
knows, there’ sno suchthingasa*“freelunch”. Someone must pay for the
expenses the uninsured incur. The costs of treating the uninsured are
passed onto tax-payers, the insured, and even physicians. In 2001,
uncompensated costs totaled roughly $35 billion dollars [Hadley and
Holahan 2003, 69]. Of that amount, $30.6 billionwaspaid by thefederal,
state, and local governments; the remaining $5.1 billion was provided by
physicians, measured as the value of their time spent providing
uncompensated care [Hadley and Holahan 2003, 72].

Proponents emphasize that individual mandateswould eliminate the
free-rider problem. But just how large a problem are the free-riders? In
2001, uncompensated costs of the uninsured were approximately 2.8
percent of total personal health care spending [Hadl ey and Holahan 2003,
69]. That 2.8 percent includes the care received by the uninsured that
could not afford health insurance. The cost of the care received by these
individuas should not be included in the cost of free-riders; after al,
society will still have to pay for their health care. The uncompensated
cost of this group would be reallocated to finance the subsidies they
would receive. Theinsured also contribute to uncompensated costs. In
2001, theinsured received $14.9 billion in uncompensated costs[Hadley
and Holahan 2003, 69]. Relative to the costs of the insured free-riders,
it would appear as though the uninsured free-riders are not that big of a
problem.

Some opponents argue that individual mandates will not solve the
free-rider problem. Inarecent Cato Policy Report, Glen Whitman stated
that an “individual mandate will do little, if anything, to solve the
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problem of the free riders’ [2007, para. 2]. As aready noted, the
uninsured are not the only free-riders. Individual mandates, however,
would only target the uninsured free-riders. Also, in order to eliminate
thefree-rider problemindividual mandatesmust be capabl e of persuading
the uninsured free-riders to purchase health insurance. As will be
discussed later, individual mandates may not be capable of doing so. The
free-rider argument, though appealing, may not justify imposing
individual mandates.

4. The Adverse Selection Problem

Individual mandates are believed to eliminate the adverse selection
problem. The adverse selection problem, within the context of health
insurance, has two dimensions. One is the problem created by the
discrimination of insurance companies against individuas with
preexisting conditions. Insurance companies, in an attempt to make
profits in the competitive insurance industry, are sometimes said to
“cherry-pick” their customers, whereby they insure therelatively healthy
and deny coverage to the unhealthy. The unhealthy individuals denied
coverage are then forced to rely on the providers of last resort. Because
the uninsured seek treatment so late, their expenses arerelatively higher.
Emergency room visits are expensive and treatment for a prolonged
illnessislikely torequiregreater medical efforts. Thetreatment supplied
by the providersof last resort istherefore expensive. Itisalsoinefficient.
M ore often than not the uninsured could betreated in aclinic. Moreover,
had the uninsured been ableto receive treatment early on the costswould
have been substantially lower.

Theadverseselection problemal soreferstothe higher risk associated
with people who voluntarily buy insurance. When health insurance is
voluntary, some individuals will not purchase it, despite being able to
afford it. Meanwhile, individuals with poorer than average health will
desireto purchase health insurance. Theinsured pool isthen sicker than
average, which results in higher premiums for all, including healthy
people who want to buy insurance. Forcing the young and healthy, who
make up afair proportion of the currently uninsured, to buy insurance
would reduce the overall risk of theinsurance pool, and reduce premiums
for all. With the recent concern over escalating health care costs, this
would be an attractive move.

Thereductionin premiumsthat may result fromtheelimination of the
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adverse selection problem depends on whether there are cross-subsidies
in existing insurance pools [ Tanner 2006, 10]. “If everyone’' srates are
actuarially fair, then young people’ sexplicit or implicit premiums do not
result in lower or higher premiums for anyone else” [Tanner 2006, 10].
If that is true, then the adverse selection problem could not be used to
promote individua mandates. Cross-subsidization occurs within
employer-provided insurance pools, where employees pay the same
premium, given they have the same insurance plan and the same number
of beneficiaries. If the young and relatively healthy uninsured purchase
employer-provided insurance, it is possible that the premiums for all
employees would be reduced. If, however, the uninsured purchase
individual plansdirectly from a health insurance provider, itisnot likely
that premiumswould bereduced. Individualswho purchasedirectly from
health insurance providers are more likely to be charged an actuarially
fair premium.

5. Cost vs. Benefit

Some argue that the benefits from extending coverage to the
uninsured will outweigh thecost. Accordingto thelnstitute of Medicine,
“the estimated benefits across society in healthy years of life gained by
providing health insurance coverage arelikely greater than the additional
social costs of providing coverage to those who now lack it” [2003, 4].
The Institute of Medicine projects gains due to “better health outcomes
from continuous coverage for all Americans’ would be worth between
$65 and $130 billion each year. At the same time, the Institute of
Medicine projects the cost of the uninsured to increase by $34 to $69
billion each year [2003, 2-3]. A similar study was conducted for the
expected gains from increased coverage in Massachusetts, prior to the
introduction of individual mandates. This study estimated that the value
of better healthwoul d exceed theincremental cost of expanding coverage
by aratio of nearly 3:1 [Holahan et al. 2004, 8]. Len M. Nichols, director
of the Health Policy Program of the New America Foundation, reported
lessoptimistic figures. According to Nichols, thetotal economic costs of
the uninsured are approximately equal to the cost of the low-income
subsidies necessary to finance universal coverage in the United States
[2007, 25].

Thereare problemswith these studies. It ispossiblethat the Institute
of Medicine overestimated the benefits of increased coverage. 1n 2001,
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one-third of the uninsured earned at least $50,000 [U.S. Bureau of the
Census 2007, 21]. Thisgroup probably received treatment when needed
and paid out-of -pocket. To assumethat thisgroup wouldincur significant
gainsin “healthy years of life” isoptimistic. If the Institute of Medicine
included theseindividualsin itsestimate, then it likely overestimated the
benefits.

Some believe that the Institute of Medicine also underestimated the
cost of increased coverage. Joseph Newhouse, professor of Health Policy
and Management at Harvard, claimed that the Institute of Medicine's
“estimateislikely to be unrealistically low” [Newhouse and Reischauer
2004, 180]. Individual mandates would require that all individuals have
at least the basic health insurance plan. Currently there are people who
areunderinsured. Under theindividual mandate, the underinsured would
be required to “beef up” their health insurance plan [Newhouse and
Reischauer 2004, 180]. Theunderinsured probably lack acomprehensive
health care plan because they cannot afford it, meaning some of the
underinsured would be eligible for subsidies. The Institute of Medicine
underestimated the cost of extending coverage to the uninsured because
it failed to account for this group. One cannot know then whether the
benefits from increased coverage would exceed the cost.

6. Cost Containment

Somearguethat individual mandateswill work to contain health care
costs. By requiring individualsto purchase health insurance, the number
of health insurance consumersincreases. Santerre and Neun, authors of
Health Economics: Theories, Insights, and Industry Sudies, arguethat in
order to attract the business of the new consumers, health insurance
companieswill be compelled to offer “high-quality, low-cost insurance”
[2006, 543]. They claim that the increased competition among health
insurance providers will contain costs. Others argue that costs will be
contained through elimination of the free-rider and adverse selection
problems. Asdiscussed earlier, forcing therelatively young and healthy
to purchase health insurance may result in lower premiums for all.
Similarly, forcing the free-riders to pay for their health care may
encourage themto “shop” smarter, wherethey only seek treatment when
the marginal benefit exceeds the marginal cost.

Whilesomebelieveindividua mandatesresultinreduced costs, there
are those who disagree. Fuchs, an economics professor at Stanford
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University and former president of the American EconomicsAssociation,
arguesthat individual mandates would do little to reduce current overall
costs, much less future inflation [Emanuel and Fuchs 2007, 14]. He
contends that “only comprehensive reforms will eliminate the
inefficiencies and perverseincentives of the existing system” [2007, 14].
While that may betrue, thereisamore basic point. Individual mandates
would increase the demand for health insurance, which would increase
the cost of health insurance. In Massachusetts premiums increased 12
percent in 2007, which was twice the national average [Dalmia 2008,
para. 4; Claxton 2007, 1]. Although that increase cannot be directly
attributed to the individual mandate, economic theory would suggest it
was partly to blame.

Opponents also argue that further government regulation, such asan
individual mandate, may lead to higher health care costs. Michael J. New
found that “ state-level regulations of health insurance are correlated with
higher premiums” [New 2005, 5]. In New’s study, the average monthly
health insurance premium in states with more than twenty-six mandated
benefitsexceeded the average monthly premiumin stateswith twenty-six
or fewer mandated benefits; the differencein average monthly premiums
was $23.58 [New 2005, 4]. Would federal-level regulations not have the
same effect on health insurance premiums?

Individual mandates may also lead to higher administrative costs.
The individual mandate would have to be enforced. Individuas who
qualify for subsidieswould haveto beidentified. Bothtasksarelikely to
lead to a significant increase in administrative cost. Eugene Steuerle of
the Urban Institute believes* the administrative and enforcement costs of
collecting the penalty would be enormous’ [ Tanner 2006, 4].

B. REASONS AGAINST IMPLEMENTING INDIVIDUAL
MANDATES

1. Efficacy

Many criticsdoubt theindividua mandate’ sability toincrease health
care coverage. They contend that someindividuaswill not comply with
the mandate. According to Sherry A. Glied, a respected health policy
researcher, “mandates can, but do not always, increase participation in
programs’ [2007, 1613]. Glied claims that “the effectiveness of a
mandate depends critically on the cost of compliance, the penalties for
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noncompliance, and thetimely enforcement of compliance” [2007, 1613].
Eugene Steurle agreeswith Glied' sclaim, stating that “amandate isonly
as good as its enforcement mechanisms” [1994, 62].

As aready mentioned, the enforcement mechanism for individual
mandates in the U.S. would most likely be the IRS. However, there are
problems with using the IRS as the enforcement mechanism.
Approximately 18 million Americansare not required tofiletheirincome
taxeswith the IRS because they do not make enough money, and another
9 million fail to file [Tanner 2006, 3]. That is potentially 27 million
whose health insurance status would not be tracked [Tanner 2006, 3].
How then will the government ensure that these individuals comply?

David Hyman, an adjunct scholar at the Cato Institute, has studied the
likely efficacy of individual mandatesin the United States. Studying the
system in Massachusetts, hefound that “ the sanctionsfor noncompliance
arefar too low to encourage the purchase of coverage” [2007, 5]. There,
individualswho fail to comply with the mandate face a$200 fine thefirst
year and $1,200-$1,500 in subsequent years; it would have cost them
roughly $2,400-$3,000 to pay for health insurance [Hyman 2007, 5].
Hyman argues that even with the imposition of higher penalties,
Massachusetts would not likely see a substantial increase in coverage
[2007, 5]. In making this claim, he relied on the noncompliance rates
with mandates for auto insurance, despite the strict penalties associated
with noncompliance. The penalties for driving without auto insurance
include license suspension, substantial fines, and even jail time, yet 14
percent of motoristsin the U.S. are uninsured [Hyman 2007, 5].

Opponents often refer to noncompliance with mandates for auto
insurance as evidence that people will not comply with an individual
mandate for health insurance. The argument seems logical, but it isan
“imperfect analogy” [Tanner 2006, 10]. Individualsthat do not like the
mandatefor auto insurance can choose not to drive [ Tanner 2006, 10]. As
Tanner pointsout, individua swould not have that option with amandate
for health insurance; they would not stop consuming health care [2006,
10]. Tanner also notes the difference in motivation for enforcing each
type of mandate. Mandates for auto insurance are enforced to protect
society, not the motorist [Tanner, 2006, 10]. Mandates for health
insurance would be enforced primarily to protect the individual .
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2. Reform Not Warranted

Despite the dissatisfaction with the current health care system, there
may not be aneed for health carereform. The mediahas claimed that the
current health care system is failing. In making their claim, they have
used figures such as the number of uninsured in the U.S., the proportion
of individual income spent on health care, and the life expectancy and
infant mortality rates in the U.S. as compared to Canada. While their
approach seems reasonable, it fails to paint an accurate depiction of the
U.S. health care system.

According to the U.S. Census Bureau, the number of uninsured
Americansin 2006 reached 47.0 million, an increase of 2.2 million from
2005[2007, 18]. The47.0 million, however, doesnot refer to the number
of Americansthat cannot afford or aredenied health insurance, asisoften
implied in the media. In fact, this 47.0 million includes illegal
immigrants, the young and healthy who choose not to purchase health
insurance, and individuals eligible for Medicaid [Mankiw, 2007, para.
14]. Only afraction of the47.0 million are Americanswho cannot obtain
healthinsurance. Toillustratethispoint, about one-third of theuninsured
in 2006 earned at least $50,000, and 19 percent earned at least $75,000
[U.S. Census of the Bureau 2007, 21]. Clearly, these individuals are
capable of purchasing health insurance. Should society be concerned
about these individuals?

Furthermore, thereareapproximately twelvetothirteenmillionillega
immigrants currently residing in the U.S, according to the Center for
Immigration Studies. Others estimate the number of illegal immigrants
to be anywhere from seven million to twenty million [ Camarota 2007,
para. 4; Knickerbocker 2006, para2]. Jeffrey S. Passel, asenior research
associate at the Pew Hispanic Center, estimated that 59 percent of the
undocumented non-citizen adult immigrants in 2004 lacked health
insurance [2005, 35]. With approximately 8.8 million adult illegal
immigrantsin 2004, the number of uninsured totaled roughly 5.5 million
[Passel 2005, 18]. Assuming the number of adultillegal immigrantsheld
steady at 8.8 million through 2006 and the same proportion were
uninsured, one could conclude that 5.5 million illegal immigrants were
uninsured in 2006. Considering the recent influx of illegal immigrants
and the decline in employer-provided insurance, it is likely that the
number of uninsured illegal immigrants exceeded 5.5 million in 2006.
When society speaks of the trials and tribulations of the uninsured does
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it mean to includeillegal immigrants?

Excluding these two groups leaves approximately twenty-three to
twenty-four million uninsured. We have effectively halved the number
of the uninsured individuals in the U.S, and that still includes those
peoplewho are eligiblefor M edicaid but have not applied for it. Twenty-
nine percent of the uninsuredin 2006 were probably eligiblefor Medicaid
or the State Children’s Health Insurance Program [Wall Street Journal,
2008, para. 8]. That potentially eliminates another thirteen million from
the total uninsured, leaving only ten to eleven million.

Concerns about rising health care costs in the U.S also may not be
warranted. Health care costs asapercentage of U.S. GDP haverisen over
the years, and now account for approximately 16 percent of U.S. GDP
[Mankiw 2007, para. 19]. So, what doesthis mean? Can the high costs
be equated with inefficiency in the current health care system or arethere
additional or alternative forces at work? Mankiw argues that a greater
proportion of income spent on health careis not necessarily bad. Infact,
he says it may be “a symptom of success’, reasoning that Americans
spend more on health care due to technological advances and greater
income [2007, para. 19]. In supporting this claim, he relies on the work
of economists Charles|. Jones and Robert E. Hall, who characterize an
increasing share of income spent on health care as “a modern form of
progress’ [Mankiw 2007, para. 21]. They make an excellent point. “As
wegrow older and richer, which ismore valuable: athird car, yet another
television, more clothing- or an extrayear of life?” [Mankiw 2007, para.
20].

Reports comparing the life expectancy and infant mortality ratesin
the U.S. and Canada are also somewhat misleading. Yes, the life
expectancy islower in the U.S. than in Canada. Also, infant mortality
ratesin the U.S. are higher thanin Canada. These statistics do not imply
that Canada’ shealth care systemissuperior tothe United States'. Infact,
there is sufficient evidence to suggest otherwise. The lower life
expectancy in the U.S. islikely dueto the higher incidence of homicides
and accidentsin the United States[Mankiw 2007, para. 5]. Higher infant
mortality rates in the United States are more likely the result of higher
rates of teen pregnanciesin the U.Sthan in Canada[Mankiw 2007, para.
9.

Takingthesefactorsinto consideration, can society really say that the
current health care systemisfailing as has been reported? Moreover, can
society make a case for health carereform? Onethingiscertain: “Aswe
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look to reform plans, we should be careful not to be fooled by statistics
into thinking that the problems we face are worse than they really are”
[Mankiw 2007, para. 22].

3. Equity Issues

Critics have claimed that requiring individuals to purchase health
insurance, which they may not beableto afford, isunfair. Indeed, forcing
low-incomeindividual sto purchase healthinsurancewould beunfair. To
overcome this problem, the government would provide subsidiesto these
individualsto offset any hardship. The concern then is not low-income
people, but rather the lower-middle income class who are ineligible for
subsidies. Opponents claim that individual mandates would force the
lower-middle income class to “divert funds from more pressing needs’
[Dalmia 2008, para. 2].

If taxeswererai sed to financethe subsidiesto |ow-incomepeople, the
lower-middle income class would bear the greatest burden. Charles L.
Ballard and John H. Goddeerismeasured the efficiency and di stributional
effectsof financingindividual mandateswith atax increase of .12 percent
[Ballard and Goddeeris 1999, 49]. They found that the individual
mandate imposes a 20 to 38 percent increase in the marginal tax rate on
lower-middle income families [Ballard and Goddeeris 1999, 43].

To avoid imposing an unfair requirement, the United States
government might exempt certain individuals from the mandate.
M assachusetts has exempted 60,000 individual s from the mandate based
on their income, and it has created an exemption process for those who
feel they cannot afford to purchase health insurance, regardless of their
income level [Sasser 2007, 25].

4. Pathto Single-Payer System

As has been previously mentioned, individual mandates are
sometimes equated to “socialist health care’. Michael Tanner has
publicly expressed such abelief, stating that “ by distorting the health care
marketplace, an individual mandate would set in place a cascading series
of additional mandates and regulations resulting, ultimately, in a
government-run health care system” [2006, 9].

As extreme as that statement is, it has some merit. Switzerland, a
long-standing employer of individual mandates, has recently seen apush
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for a single-payer system. In March 2007 the Socialist Party and the
Popular Group of Familiesproposed asingle-payer systemin Switzerland
[Noble 2007, para. 6]. The proposition was voted on shortly thereafter
and was overwhelmingly defeated. Infact, only two states out of twenty-
six voted in favor of the single-payer system [Noble 2007, para. 10].
Although it was defeated it has prompted “ modificationsto the law from
al sides’ [Noble 2007, para. 16]. The modifications Noble refersto are
not explicitly mentioned, but surely they would include increased
regulations. Whether or not they would stimulate the transition to a
government-run health care system is uncertain.

It is worth noting that individual mandates were not imposed
overnight in Switzerland. The Swiss initially opposed individual
mandates. Only after a century of debate were individual mandates
employedin Switzerland. It ispossiblethen that asingle-payer systemis
in the works but that is uncertain.

V. Economic Analysis of the Debate

Many of the supporting arguments for individual mandates presume that
universal coverageisoptimal. Proponents argue that compared to other
means of achieving universal coverage, such as an employer mandate or
avoluntary systemwith subsidiesfor low-income individual s, individual
mandates are superior. This paper will not attempt to determine whether
the United States should strive for universal coverage. There is no
consensus on whether universal coverageis optimal. This anaysis will
focus on whether individua mandates would improve the current health
care system.

As previously mentioned, the uninsured ratein the United States has
increased over the past few years. 1n 2006 it increased from 15.3 percent
to 15.8 percent [U.S. Bureau of the Census 2007, 18]. Rising uninsured
rates are problematic, especially when the uninsured are primarily
individuals who cannot afford health insurance. As already noted, high
uninsured ratesplacefinancial stresson health care providers. Individual
mandates could potentially resolve the uninsurance problem. Their
ability to do so depends on whether the currently uninsured will comply
with the mandate. So, will the uninsured comply? It is likely that the
individual mandate will be capable of reducing the uninsured population
but the size of the reduction is uncertain.

In Massachusetts, the uninsured population was reduced by



30 Major Themesin Economics, Spring 2008

approximately 50-82 percent, depending onthe number of uninsured prior
to the reform [Nuzzo 2008, para. 5]. It isdoubtful that the United States
would see such a large reduction in the uninsured. As previousy
mentioned, the reductionin the uninsured in M assachusetts may have had
more to do with the employer mandate that was simultaneously
introduced. Theincreasein the uninsured in Massachusetts, prior to the
reform, was primarily due to the decline in employer-provided health
insurance [Sasser 2007, 6]. As a result of the employer mandate,
employees who previously lost employer-provided insurance were once
again provided thisbenefit. Thereduction inthe uninsured may have had
little to do with the individual mandate. It could have been that the
people who purchased health insurance following the reform did so of
their own accord. Thiswould suggest that the individual mandate would
have less success reducing the uninsured in the United States.

Another reason individual mandates in the United States may have
less successin reducing the uninsured isthat they are difficult to enforce.
As discussed earlier, the likely enforcement mechanism for individual
mandates has serious shortcomings. It would potentially fail to track the
health insurance status of approximately 27 million Americans [Tanner
2006, 3]. Anemployer mandateisrelatively easier to enforce. Itiseasier
to ensure compliance with largefirms. This could have compensated for
the difficulties associated with enforcing the individual mandate in
M assachusetts.

Althoughindividual mandateswoul d reducethe uninsured population
(by some amount), the cost implications would not likely support
individual mandates. As already discussed, individual mandates would
likely lead to higher health care costs, both in terms of total personal
health care spending and the cost of health insurance. The increase in
demand for health insurance would lead to higher prices. Increased
government restrictions might also lead to higher premiums. Higher
premiums might price some individuals out of the market, which means
the government would have to increase the subsidies it provides. By
extending health care coverage to the uninsured, the uninsured are likely
to consume more health care, meaning greater health care spending.
What' s more, enforcement of the individual mandate is likely to lead to
higher, possibly “enormous’, administrative costs. As noted earlier,
health care spending in Massachusetts in 2007 increased $1.2 to $1.4
billion and premiums increased twice as much as the national average
[Nuzzo 2008, para 13; Dalmia 2008, para. 4; Claxton 2007, 1].
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Much of the appeal of individual mandatesistheir ability to makethe
free-riders pay for the health care that they receive. However, as already
mentioned, thefree-rider problem may not justify individual mandatesfor
health insurance. Moreover, they may not solve the free-rider problem.
Itislikely that someindividualswill not comply with the mandate. Some
might prefer to remain uninsured. Theyoung and relatively healthy might
be better off paying the penalty for noncompliance and paying for their
health care out-of-pocket. As mentioned earlier, the initial penalty for
noncompliance in Massachusetts was only $200, while the cost of a
health insurance plan ranged from $2,400 to $3,000 [Hyman 2007, 5]. As
long as individuals consumed less than $2,200 to $2,800 in health care,
they were better off paying the penalty. Individuals who take especially
goaod care of their health may prefer to pay out-of-pocket for their health
care.

Ultimately, the appeal of individual mandatesin the United Statesis
determined by society’ sgoals. If U.S. citizens are most concerned with
reducing health care costs, individual mandates should probably not be
imposed. If, however, the U.S. is most concerned about reducing the
uninsured population, then individual mandates might be an attractive
option. Theideal health carereform policy would work to reducethe cost
of health insurance, making it more affordable for low-income
individuals, thereby reducing the uninsured population. Y et it seemsthat
if a policy were known that would reduce the cost of health insurance
without sacrificing the quality of health care, it would already bein place.
Asmentioned earlier, it ispossiblethat the United Statesis not in need of
health care reform.

V. Conclusion

While both sides present some valid arguments, the opponents overall
makeastronger case. Thereisevidenceto suggest that health carereform
is not warranted. The free-rider argument is in fact relatively weak.
Despite proponents’ claims, individua mandates are likely to lead to
higher health care costs. It is aso uncertain whether the benefits from
increased coverage would exceed the cost of extending coverage to the
uninsured. For these reasons, this paper finds that the U.S. should not
create a nationwide system of individual mandates for health insurance.
Further research is needed regarding the total cost and benefits of
individual mandates, specifically under the premise of only a partia
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decreasein the uninsured. Atthispointintime, all cost-benefit analyses
have been performed under the presumptionthat i ndividual mandateslead
to universal coverage. If the benefits were found to exceed the cost of
implementation with anything less than universal coverage, the decision
regarding individual mandates would be subject to change.
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