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The distribution of health expenditures is
highly skewed—the top 10 percent of
spenders account for about 70 percent of
total expenditures in the country, while the
bottom 50 percent of spenders account for
only 3 percent of expenditures (Berk and
Monheit 2001). As a result, private insurers
in a voluntary, unsubsidized market have
strong incentives to avoid enrolling high-
cost individuals. Insurers design plans—
through benefits, cost-sharing, and
provider networks—in an effort to enroll
the most attractive health care risks. As
medical costs escalate over time and par-
ticular plans become increasingly expen-
sive because of the health risks of their
enrollees, pressure mounts to modify cost-
sharing and benefit packages so those in
better health absorb less of the financial
burden of those in worse health. 

Health care expenses associated with
high-cost medical cases in the United States
are increasingly being shifted to the indi-
vidual, a phenomenon exacerbated by
recent trends in product design. Some
examples of cost-shifting are high de-
ductibles, tiered co-payments and co-
insurance, significant differences in usual
and customary fees as well as in the share
of fees reimbursed for network and non-
network providers, service-specific benefit
caps and exclusions, and annual out-of-
pocket maximums that exclude certain ser-
vices. These features reduce the amount of

health-related expenditures covered by
insurance and increase the amount paid 
by those who use health care services the
most: critically or chronically ill patients.
The shift from insurance-covered costs to
increased individual out-of-pocket pay-
ments is intended to moderate the rapid
growth in medical expenditures overall by
encouraging cost-consciousness in con-
sumers. Evidence of this trend includes
increased marketing and sales of products
identified under the broad rubric of “con-
sumer-driven health plans,” which include
health savings accounts (HSAs),1 health
reimbursement accounts (HRAs), high-
deductible health plans, and other plans
that offer less comprehensive benefits.

As the costs of medical care are spread
less broadly, financial burdens for seriously
ill individuals with high medical costs can
increase dramatically. This shift can have
significant negative effects, not only on the
financial stability of families with high-cost
members—evidenced by the large share of
personal bankruptcies attributable to med-
ical expenses (Himmelstein et al. 2005)—
but also on access to necessary care, and
ultimately on health outcomes for the sick.
This brief identifies evidence of the severity
of these problems and presents policy
options designed to address them. This
work includes numerous ideas and insights
contributed by experts at a meeting con-
vened to discuss these issues. Participants
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included actuaries, insurance indus-
try professionals, public policy ana-
lysts, economists, representatives of
high-risk pools, and representatives
of advocacy groups for those with
specific illnesses.2

Empirical Evidence
There is substantial evidence that
chronically ill individuals and others
with high health costs face substantial
financial burdens from health care
spending, even when they are en-
rolled in health insurance. The esti-
mates described here were computed
using a three-year merged file of the
Medical Expenditure Panel Survey–
Household Component (MEPS-HC),
2000–2002. The MEPS-HC is nation-
ally representative of the noninstitu-
tionalized population and collects
data on demographic characteristics,
health conditions, health status, use
of medical services, charges and pay-
ments, health insurance coverage,
income and assets, and employment
(AHRQ 2004). Each person is asked
about the existence of select priority
conditions.3 We define relevant ex-
penditures as those paid by insurance
(public or private), by the individual,
and by other government programs.
A proxy for private insurance premi-
ums, estimated using the MEPS–
Insurance Component (MEPS-IC), is
included only when indicated. All
expenditures and incomes have been
aged to year 2005 dollars.

High-cost individuals, defined 
as the top 20th percentile of the dis-
tribution of adult health care spend-
ing, have average annual total
medical expenditures of at least
$4,052. Over half of nonelderly adults
with diabetes have annual medical
expenditures that place them in the
high-cost category. The same is true
for almost half of those with heart
disease, and roughly one-third of
those with asthma, arthritis or joint
pain, and high blood pressure (table 1).
About 70 percent of high-cost indi-

viduals have at least one of the seven
priority conditions reported in the
MEPS-HC data, and 37 percent have
multiple conditions (data not shown). 

The out-of-pocket financial bur-
den on high-cost individuals, particu-
larly those with modest incomes, can
be substantial. The first three columns
of table 2 show the share of income
devoted to out-of-pocket medical
expenses, excluding premium pay-
ments, for adults with different levels
of income and total medical expenses;
the next three columns include pre-
mium payments.4 In general, the
results in table 2 show a regressive
pattern in which the percentage of
income spent on medical expenses
increases as income decreases.5

Within each income group, adults
with high medical expenses spend
about four times as much of their
income on out-of-pockets costs as
adults with medical expenses in the
middle of the health care spending
distribution. For the lowest income
high-cost individuals, out-of-pocket
expenses average two-thirds of their
income; for those between 50 and 
100 percent of the federal poverty
level, the expenses amount to roughly
17 percent of their income. Figures

reporting out-of-pocket costs as a
share of income for the lowest income
group are particularly dramatic and
may be affected by the use of credit
or savings to finance medical ex-
penses, or by underreporting of in-
come in the MEPS. If proxy values for
premium payments are added, the
relative financial burdens increase
further.6 In addition, the out-of-
pocket expenditures tabulated here
are done at the individual level; if
more than one family member has
large medical costs, the financial 
load is higher still.

Table 3 focuses on low-income
adults in the high-cost group, show-
ing out-of-pocket burdens by health
insurance coverage. Even among
adults predominantly covered by
employer-sponsored health insur-
ance, out-of-pocket payments account
for 10 percent of income; this propor-
tion increases to 16 percent of income
when proxies for health insurance
premiums are included. For those
with predominantly non-group cov-
erage during the year, out-of-pocket
burdens are at least double that of
those with employer-sponsored cov-
erage. In fact, when premiums are
included, the financial burden among

TABLE 1.  Share of Population in Top 20% of Nonelderly Adult Medical Care Spenders 
by Priority Condition

Source: Urban Institute analysis of a three-year MEPS-HC merged file (2000–2002).

Notes: Samples include adults age 19–64 with family incomes above $500. Individuals can have more than one
priority condition. Adults in the top 20% of the distribution of adult health care spending have average annual
medical expenditures of at least $4,052.
a The MEPS diabetes population estimate only includes diagnosed cases. Some published estimates include un-
diagnosed cases of diabetes.

Total Share in top Number in top 
population 20% 20%

Priority condition
Diabetesa 7,563,091 53.0% 4,008,544
Heart disease 10,386,490 48.6% 5,050,776
Asthma 15,664,443 32.9% 5,159,025
Arthritis/joint pain 52,972,795 32.5% 17,234,688
High blood pressure 29,375,902 38.3% 11,250,283
Emphysema 1,197,945 57.7% 691,423
Stroke 1,875,963 63.2% 1,185,226

No priority condition 93,591,554 11.3% 10,567,076



non-group individuals is approxi-
mately the same as for individuals
who are predominantly uninsured.
Noteworthy as well is that high-cost,
low-income individuals with public
coverage carry significant out-of-
pocket financial burdens, averaging
more than 12 percent of income. 

While the previous tables provide
insights into the situations of those
with the highest medical spending in
a year, it is important to remember
that some high-need individuals may
not appear as high-cost because they
are unable to afford necessary care.
Consequently, table 4 shows the num-
ber and share of families reporting
that at least one member had recently
gone without needed medical care
because the family needed money to
buy food, clothing, or to pay for
housing.7 We provide these figures 
by income category and various
levels of health care need. 

Among families with predomi-
nantly private insurance coverage
throughout the year, almost two
million families reported forgoing
needed care for financial reasons. Ten
percent of low-income families with
predominantly private coverage
report a member going without
needed care. Families with predomi-
nantly public insurance have even

higher rates of forgone care due to
financial burden: 14 percent over all
income groups. As expected, unin-
sured families report the most finan-
cial difficulties accessing care: nearly
25 percent of low-income uninsured
families reported forgone care, and
almost 20 percent of uninsured fami-
lies across all income groups did so.

Families in which someone has a
priority medical condition or is in fair
or poor health are twice as likely to
forgo care than families with no
health problems. Twenty-one percent
of low-income families where at least
one member has one or more of the
MEPS-HC priority medical condi-
tions report going without health care

for financial reasons. This proportion
is compared with 10 percent of those
with no medical conditions in the
family. Over five million families with
a priority condition report going
without care, and this is with a lim-
ited set of priority conditions. Almost
one-quarter of low-income families
with at least one member in fair or
poor health report going without care
for financial reasons, double the share
of families with no member in fair or
poor health that do so. Even middle-
income families report difficulty
accessing care when a member has 
a priority condition or a family mem-
ber is in fair or poor health.

Given the financial difficulties
facing individuals and families with
substantial medical needs, policy
initiatives that provide targeted sub-
sidies for insurance premiums are re-
quired to meet the needs of high-cost,
high-risk populations, particularly
those with high levels of need and
low or moderate incomes.

Policy Options

While the government can subsidize
those with high health care needs in
many ways, we categorize those
options into two general groups: 
(1) approaches that subsidize cover-
age obtained through existing private
insurance carriers; and (2) approaches
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TABLE 2.  Individual Out-of-Pocket Costs as a Share of Family Income by Income 
and Expenditure Group (percent)

Source: Urban Institute analysis of a three-year MEPS-HC merged file (2000–2002).

FPL = federal poverty level.

Notes: Samples include adults age 19–64 with family incomes above $500. Low $ includes adults in the bottom
20%, medium $ in the middle 21% to 79%, and high $ in the top 20% of adult medical care spenders. Adults in the
top 20% of the distribution of adult health care spending have average annual medical expenditures of at least
$4,052.

Excludes Private Includes Private 
Premium Payments Premium Payments

Low $ Medium $ High $ Low $ Medium $ High $

Income
< 50% of FPL 0.1 14.4 67.0 5.9 23.1 73.3
50–99% of FPL 0.0 4.0 16.5 1.3 6.8 18.5
100–199% of FPL 0.0 2.1 8.2 1.2 4.5 10.8
200–299% of FPL 0.0 1.1 4.8 1.4 3.4 7.2
300%+ of FPL 0.0 0.5 2.4 1.1 1.9 3.8

TABLE 3.  Individual Out-of-Pocket Costs as a Share of Family Income by Predominant 
Health Insurance Coverage: Low-Income Adults in the Top 20% of Adult Medical
Care Spenders (percent)

Source: Urban Institute analysis of a three-year MEPS-HC merged file (2000–2002).

Notes: Samples include adults age 19–64 with family incomes above $500. Adults in the top 20% of the distribution
of adult health care spending have average annual medical expenditures of at least $4,052. Low-income adults
have incomes below 200% of the federal poverty level.

Excludes private Includes private 
premium payments premium payments

Predominant coverage
ESI 9.7 16.3
Non-group 19.3 47.8
Public 12.4 12.6
Uninsured 50.3 50.6
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that subsidize coverage in an insur-
ance context distinct from existing
markets and open only to individuals
(and possibly their dependents) that
qualify based on health status. In this
brief, we outline one policy option in
each general category as examples of
initiatives that can improve the cover-
age and access to care of those with
high-cost illnesses. Both options dis-
cussed here specifically target indi-
viduals whose health care costs
constitute a large share of income and
minimize disruption of existing pri-
vate insurance systems.

In recent years, one frequently
discussed policy option for address-
ing the problems of insuring high-
cost individuals in private insurance
markets is publicly funded reinsur-
ance (Blumberg and Holahan 2004;

Kerry for President 2004; Swartz
2002). Government reinsurance
would fund some portion of the
medical costs associated with high-
cost individuals (for example, 75 per-
cent of costs above $35,000 a year per
individual) and finance that spending
through broad-based taxation. Such a
program could be limited to particu-
lar insurance markets, such as small
group and non-group insurance,
where high-risk individuals or
groups often cannot obtain health
insurance. The policy motivation
behind public reinsurance is that the
cost associated with very expensive
cases would be spread across a broad
swath of the population, thereby re-
ducing premiums to some extent
across the board and reducing the
impact of very high cost cases on

premiums charged in relatively small
insurance risk pools. Such a policy
should not, however, be expected to
decrease the incentives for private
insurers to underwrite and attempt to
select the best health care risks for
enrollment. Consequently, reinsur-
ance policies alone should not be
expected to increase access to insur-
ance for those with serious medical
histories. 

Discussions with insurance
industry and actuarial experts during
our meeting made it very clear that
insurers would not change their
underwriting and risk selection
behavior even if publicly funded rein-
surance were available. Because the
attachment points (the level at which
reinsurance kicks in—$35,000 in the
example above) on these policies are

TABLE 4.  Families Forgoing Medical Care for Financial Reasons, by Predominant Coverage, Health Status, and Income

Source: Urban Institute analysis of a two-year MEPS-HC merged file (2000–2001).

Notes: Samples include adults age 19–64 with family income above $500. Health insurance coverage is the predominant source of coverage in the family unit. 

The MEPS question asks if at least one member had recently gone without needed medical care because the family needed money to buy food or clothing, or to pay for
housing. This question was not asked in 2002.

Income

< 200% of FPL 200–400% of FPL 400%+ of FPL Total

Predominant family coverage is private
Percent forgoing care 10% 4% 1% 3%
Number forgoing care 618,659 828,920 430,664 1,878,243

Predominant family coverage is public
Percent forgoing care 15% 12% 5% 14%
Number forgoing care 1,091,434 170,436 19,259 1,281,129

Predominantly uninsured family
Percent forgoing care 25% 18% 9% 20%
Number forgoing care 1,706,375 781,594 210,732 2,698,701

At least one priority condition in family
Percent forgoing care 21% 9% 3% 9%
Number forgoing care 3,052,631 1,666,275 672,833 5,391,740

No priority conditions in family
Percent forgoing care 10% 4% 1% 5%
Number forgoing care 932,869 465,886 191,640 1,590,395

At least one family member in fair or poor health
Percent forgoing care 24% 13% 4% 15%
Number forgoing care 2,536,300 1,019,468 319,444 3,875,212

No family member in fair or poor health
Percent forgoing care 11% 5% 2% 5%
Number forgoing care 1,457,075 1,113,245 545,871 3,116,190
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generally set far above the costs as-
sociated with someone of average
health care risk, the incentives to
enroll the best risks would remain as
strong as they are today. As a conse-
quence, the examples of policy ap-
proaches presented here do not
include government reinsurance
alone as a potential strategy. While
broader spreading of risk at these
levels is a reasonable goal in itself, the
objectives of the proposals presented
here are more extensive and include 
a significant increase in access and
affordability of coverage for high-cost
adults and families. 

Option 1. Assignment of 
Risk to Existing Insurance
Carriers Combined with
Government Subsidies 

The main thrust of this approach is
that high-cost individuals can apply
for random assignment to a private
insurance carrier operating within
their market area. Insurers would be
assigned a share of those eligible for
the new program in proportion to
their market share. Both group and
non-group insurers would be re-
quired to participate in order to sell
insurance of any type in the private
market. Individuals would be eligible
for this program based on rules simi-
lar to those used to qualify for high-
risk pools, such as a list of specific
diagnoses or denial of coverage from
a private insurer. Eligibility could be
broadened to include those with out-
of-pocket medical expenses exceeding
a threshold or those who have been
offered substandard coverage by pri-
vate insurers—such as benefit riders
excluding treatment for particular
conditions or body parts. Eligibility
could also be limited to low- and
middle-income individuals—for ex-
ample, those with incomes up to 300
percent of the federal poverty level. 

The government would deter-
mine which benefit package would 
be offered to eligible individuals.

Administrative burden on insurers
would be limited if the required
package were defined as the carrier’s
most popular plan (this is consistent
with regulations under the Health
Insurance Portability and Account-
ability Act, or HIPAA); however, that
type of benefit definition is unlikely
to best suit the needs of eligible popu-
lations. Without a standard definition
of benefits, coverage offered by par-
ticular carriers may be sparse, a prob-
lem identified with many HIPAA
plans. Instead, the government could
define a comprehensive benefit pack-
age with well-defined limits on cost-
sharing responsibilities, providing
stronger financial protection for the
targeted population. The trade-off is
that carriers would incur higher ad-
ministrative costs when offering an
insurance package that is not part of
their regular business.8

Under a voluntary health insur-
ance system, designing a reform
requires considering the impact of
new programs on incentives for all
individuals to purchase insurance
coverage. Providing open access to
subsidized insurance for those with
particular conditions or high levels of
spending may create a disincentive
for healthy individuals to purchase
health insurance. Pre-existing condi-
tion exclusion periods under the new
program may reduce such disincen-
tives but would impose heavy finan-
cial penalties on those with chronic
conditions and could lead to serious
adverse health consequences. Experi-
ence with Maryland’s high-risk pool,
which eliminated pre-existing condi-
tion exclusions entirely, suggests that
it may be feasible to offer full access
to benefits without restrictions. Alter-
natively, one could consider imposing
income-related financial penalties on
the previously uninsured, with virtu-
ally no penalty for the low-income
chronically ill. The income-related
penalty option is one way to provide
appropriate incentives to those who
could afford coverage while healthy

without curtailing access to necessary
care when seriously ill. 

Carriers would be required to
charge the same premiums that
would be charged to a person of stan-
dard risk in the plan provided to 
each eligible. Individuals would pay
income-related premiums with the
government paying the balance.
Ideally these subsidies would limit
individuals’ direct premium contri-
butions to a specified share of family
income. Each carrier could participate
in a new reinsurance pool, and a
substantial share of the claims (e.g.,
90 percent) for the eligible population
that exceed 100 percent of standard
would be reimbursed through this
pool.9 The costs of the reinsurance
pool should most likely be borne
jointly through premiums paid by
insurers and by government. The
higher the share of these costs paid
for by government, the larger the
public cost of the new program and
the lower the incentives for insurers
to effectively manage the high-cost
cases. Increasing the share of rein-
surance premiums paid by carriers
would produce stronger incentives
for innovation in effective manage-
ment of high-cost cases, with larger
carriers opting out of the pool if they
develop cost-saving strategies be-
yond what carriers in the pool can
achieve. However, the higher the
share paid for by the carriers, the
greater the disincentive for the
healthy to continue to purchase
health insurance coverage at current
levels, since program costs would
then be more heavily financed by
those paying for private insurance.

Option 2. Federal Financing 
of State High-Risk Pools
Combined with Federal
Guidelines on Benefits 
and Eligibility 

Thirty-two states currently have
active high-risk pools (Abbe 2005).
These pools vary considerably from
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state to state in their size, eligibility
rules, benefits provided, premium
pricing, waiting periods, and exclu-
sions for pre-existing conditions. While
the pools share a common goal of pro-
viding insurance coverage to those
unable to access it in current private
insurance markets, they also share the
constraint of very limited funding to
support assistance for the high-cost
population they are designed to serve.
As a consequence, state high-risk pools
insure only about 180,000 people com-
bined (less than 2 percent of the mar-
ket on average), with over half of that
enrollment attributable to pools in just
four states (Abbe 2005).

A commitment of federal finan-
cial support and uniform guidelines
for eligibility and benefits could go 
a long way toward improving high-
risk pools’ abilities to serve low- and
middle-income individuals with
high-cost medical needs. This type of
federal commitment would provide
strong incentives for states without
high-risk pools to develop them. 

Restructured high-risk pools
would have no enrollment caps. Sim-
ilar to the discussion in option 1,
mechanisms could be put in place
that would balance incentives for the
healthy to continue to purchase cov-
erage without imposing onerous pre-
existing condition exclusion periods
that could hamper access to services.
Access to coverage in the pools
would be based on a federally de-
fined set of priority medical con-
ditions. Eligibility could also be
allowed for those with medical costs
exceeding a threshold amount or for
those denied coverage by outside
carriers. Benefit packages would be
comprehensive, would include pre-
scription drugs and devices, and
would have explicit limits on cost-
sharing with no benefit maximums.
Premiums would be charged accord-
ing to an income-related schedule,
ideally limiting individual contribu-

tions to a specified percentage of
income. Benefit costs in excess of
premiums would be financed by the
federal government or jointly by the
federal government and the states.
States could be required to maintain
responsibility for administrative costs
associated with the risk pools as a
condition of federal funding.

Conclusions

There are numerous options for sub-
sidizing health care coverage for
high-cost, high-risk populations.
These risk subsidy options can all be
combined with low-income subsidies
to further reduce the cost of care and
coverage for people of modest means.
Premiums and cost-sharing can be
subsidized for this population to
enable them to purchase coverage
through existing private insurance
carriers. However, some regulation 
of eligibility, guaranteed issuance of
policies for eligibles, benefits offered,
and premium pricing would be re-
quired to ensure that the targeted
individuals can access sufficient ben-
efits. Considerable thought must also
be given to ensure that the excess
costs associated with high-cost, high-
risk individuals are spread as broadly
as possible. Such approaches keep
existing private insurers involved
and may carry less stigma than pro-
grams specifically designated for
high-cost enrollees. But insurers may
bristle at additional regulations and
oversight, particularly regarding ben-
efit packages and premium pricing,
leading to trade-offs between admin-
istrative complexity and the ability to
best serve the needs of enrollees.

Subsidized coverage outside
existing private markets can be
offered to high-cost individuals
through improved high-risk pools;
expansions of the Medicare, Medic-
aid, or SCHIP programs; or entirely
new insurance mechanisms. These

approaches decrease administrative
complexity appreciably compared
with using existing private carriers,
but they may separate coverage of
family members and require that pro-
grams be made available in each state.
To treat assistance for those with high
medical needs equitably, federal stan-
dards for eligibility, benefits, and
financial assistance must be applied.

Neither policy option described in
this brief would be considered a minor,
incremental reform. Either would lead
to a significant redistribution of pri-
vate costs and would increase public
spending on health care. However,
both approaches can be implemented
incrementally, for example, by initially
targeting even one chronic disease or
condition, such as diabetes. 

Regardless of the approach taken,
the need is clear. Mounting empirical
evidence, policy research, and reports
in the popular press attest that the U.S.
health care system is currently inade-
quate to ensure access to care for those
with the greatest health care needs.10

Many insured as well as uninsured
high-cost individuals are at finan-
cial risk and at risk for poor health
outcomes as a result. Also, many pur-
chasers of private non-group insur-
ance do not understand the very
limited protection from risk that the
complex products they are buying pro-
vide. The exact nature of these limited
policies becomes evident only when a
significant health care need arises. 

These circumstances can only
worsen as employer and individual
purchasers of insurance continue to
opt for health insurance plans with
higher cost-sharing requirements and
stricter limits, trends driven by med-
ical inflation and new tax incentives.
Increases in the share of the popula-
tion with chronic diseases, diabetes 
in particular, highlight the growing
share of the population that is vul-
nerable. Options are available for
expanding financial and medical pro-



HEALTH POLICY BRIEFS

7

tection for those most in need; they
just have yet to receive the attention
they deserve from policymakers. 

Notes
1. Health savings accounts provide incentives

for individuals, particularly those in the
highest tax brackets, to purchase medical
care outside an insurance arrangement.

2. In addition to the authors, the participants
were John Bertko, Randall Bovbjerg, Tom
Boyer, Len Burman, Gary Claxton, Beth
Fuchs, Earl Hoffman, John Holahan, Karl
Ideman, Jim Mays, Len Nichols, Karen
Pollitz, Ward Sanders, Christine Schmidt,
Mary Beth Senkewicz, Tom Stoiber, Kathy
Thomas, Cori Uccello, Tim Waidmann, and
Steve Zuckerman.

3. The priority conditions are diabetes,
asthma, high blood pressure, heart disease,
stroke, emphysema, and arthritis or joint
pain.

4. We exclude those reporting the very lowest
incomes (less than $500 a year) from this
analysis to avoid presenting statistics more
reflective of extremely low income than of
high relative health expenses.

5. See Galbraith et al. (forthcoming) for a dis-
cussion of the regressive gradient in finan-
cial burden across income groups.

6. Proxy values for health insurance premi-
ums were computed in the following man-
ner. Average employee contributions for
employer-sponsored health insurance from
the MEPS-IC were associated with those
reporting employer-based coverage by
state and firm size. Premium payments
were reduced for those with partial year
coverage. For those with non-group cover-
age, 80 percent of the total (employer +
worker shares) MEPS-IC premium for the
smallest firm size in the state was assigned.
Only 80 percent of the premium was used,
presuming that non-group coverage is 
less comprehensive than group coverage.
Premiums are prorated for the number of
months covered.

7. Results in table 4 are from a two-year
merged file of the 2000 and 2001 MEPS-
HC. The question on forgone medical care
was not asked in 2002.

8. Additional administrative costs to insurers
can be mitigated by defining required ben-
efits in such a way that allows carriers to
simply modify some of their internal cost-
sharing structures. For example, if a carrier
has a three tiered co-payment for prescrip-
tion drugs, forcing the carrier to offer a
two-tiered co-payment for particular eligi-
bles might be administratively complex.
Instead, the reform guidelines could permit

the carrier to maintain its existing tiered
structure but limit the co-pays to some
fraction of existing levels, thereby reducing
the carrier’s new administrative burden. 

9. The remaining 10 percent would be ab-
sorbed by each carrier, presumably by
spreading the costs across all of its insured
population.

10. For example, see Achman and Chollet
(2001), Merlis (2002), Pollitz et al. (2001),
and Pollitz et al. (2005). In the popular
press, see Cable News Network, “Wal-Mart
Memo: Unhealthy Need Not Apply,” Octo-
ber 26, 2005 (http://money.cnn.com/2005/
10/26/news/fortune500/walmart/index.
htm); Christopher J. Gearon, “High Deducti-
ble, High Risk: ‘Consumer-Directed’ Plans
a Health Gamble,” Washington Post, Octo-
ber 18, 2005, page HE01; and John Leland,
“Being a Patient: When Health Insurance Is
Not a Safeguard,” New York Times, October
23, 2005.
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