






health insurance through the Internet has stimulated 
individual-market coverage, which would continue 
to evolve under the AMA proposal, offering a greater 
choice of affordable coverage options, and possibly 
becoming less distinguishable from the group market. 
Such market developments will ultimately benefit 
people across risk and income classifications. For 
example, the influx of a critical mass of average-risk 
people into the individual market would reduce the 
cost-effectiveness to insurers of individually risk-rating 
applicants. Costly medical underwriting practices 
would likely be replaced by simplified, automated 
ones, particularly as purchasing insurance over the 
Internet becomes more common. The result would be 
de facto community rating of premiums—but as the 
byproduct of natural market evolution rather than by 
market regulation. 

However, the AMA also recognizes that special 
measures are needed to address the needs of the 
chronically ill and disabled, and supports targeted 
subsidies for coverage of high-risk individuals, as 
described in the third pillar of the AMA plan. Risk-
based subsidies, in addition to having a direct 
impact, would also elicit market response, such as 
the development of specialized facilities or integrated 
delivery systems for people with specific chronic 
conditions, offering the full range of services required 
to manage and treat the condition and common 
co-existing conditions.

Choosing a health plan

The FEHBP provides consumer information and 
assistance for comparing and choosing health plans, 
including annual information fairs and online decision-
support tools. High demand for consumer information 
has also spurred enterprising publishers to issue 
inexpensive, authoritative, user-friendly guides to 
FEHBP health plans (available at newsstands and in 
drugstores throughout the Washington, D.C., area each 
year during open enrollment season). Co-workers also 
exchange valuable information, passed along through 
word-of-mouth. In the same manner, new group 
purchasing associations and insurance exchanges 
would provide consumer information and support with 

plan selection, with additional formal and informal 
assistance forthcoming as well. As reflected by the 
growth of consumer-driven health care, many people 
are becoming more interested in being personally 
involved in health care decision-making, as they 
already are for other major personal choices, such as 
car and home insurance, mortgages, and education.

Compelling insurers to step up  
to the plate

Individual choice and ownership of health insurance 
would have a profound effect on insurer behavior, 
market function and the types of available plan 
choices. Large insurers currently dominating many 
markets will face challenges from smaller insurers and 
other new sources of coverage. No longer insulated 
from being accountable to individual enrollees 
and potential enrollees, insurers will become more 
responsive to patients’ concerns. Because enough 
people will have enough purchasing power—and 
enough say over how that purchasing power is used, 
insurers will be compelled to step up to the plate with 
better, more affordable coverage options that are 
within reach of more people.
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up premiums for younger, healthier people, leading 
less expensive enrollees to drop coverage. In addition, 
the sheer number, variety and complexity of regulations 
has added to the cost of providing insurance.

A good example of how health insurance market 
regulations can backfire is the combination of strict 
community rating, extensive benefit mandates and 
guaranteed issue.

Strict community rating means that everyone 
enrolling in the same health plan pays the same 
premium regardless of health risk, so that the cost of 
covering care for expensive enrollees is spread across 
the community of people buying insurance. 

Benefit mandates require health plans to cover 
specified health services. While any one benefit 
mandate might have little impact, cumulatively they 
can add significantly to the cost of health insurance. 

Guaranteed issue means that insurers must accept 
all applicants, allowing healthy individuals to forgo 
coverage knowing that they can always buy insurance 
later should they fall ill. 

These regulations make premiums inordinately 
expensive for people in good health or with low 
incomes. The greater the number of healthy people 
who decide to go uninsured, the higher the average 
cost of health care among those with insurance, and 
the higher premiums must be to reflect and cover 
average costs. In the extreme, a death spiral leaves 
fewer and sicker individuals with insurance, drives 
up premiums, and eventually cripples or destroys the 
market for health insurance.

The proliferation of market regulations has also increased 
insurers’ costs of administration and regulatory 
compliance. The variation in regulatory environments 
makes it more difficult and expensive for insurers 
to operate in multiple states or markets, preventing 
the realization of economies of scale and inhibiting 
the emergence of new types of group purchasing 
arrangements. By both increasing the costs of offering 
insurance and reducing demand from relatively healthy 
people, market regulations have driven insurers out  
of some states, reducing competition among 
remaining insurers.
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Third pillar: Fair 
rules of the game— 
regulating markets 
and protecting  
high-risk patients

The third pillar of the AMA proposal to expand 
health insurance coverage and choice calls for fair 
rules that allow health insurance markets to function 
properly while also protecting high-risk patients. 
With appropriate health insurance market regulations 
and federal subsidies based on income and health 
risk, every individual would be able to find affordable 
coverage in every state.

The “crazy quilt” of regulations

Since the early 1990s, numerous state and federal 
health insurance market regulations have been 
introduced to make coverage affordable and 
comprehensive, particularly for people with chronic or 
expensive medical conditions. An excessive number 
of state and federal regulations apply to various 
health insurance markets. Even within states, different 
rules apply to large employer groups, small employer 
groups and individuals. Regulations may also differ by 
type of health plan and by individual factors such as 
health risk, age or prior coverage. Compared with 
large groups, small groups are treated unfavorably 
by federal law, particularly the Employee Retirement 
Income Security Act (ERISA), which exempts large, 
self-insured groups from state benefit mandates and 
market regulations.

Insurance regulations have often had unintended 
consequences, making coverage more expensive and 
driving more people into the ranks of the uninsured. 
Regulations intended to protect high-risk individuals 
typically penalize health plans for enrolling people 
with above-average medical costs, giving insurers 
incentives to avoid the sick and cherry-pick the 
healthy. Similarly, regulations often backfire by driving 



A better approach

The AMA proposes streamlined, more uniform health 
insurance market regulation, building upon the lessons  
of state experiences. Regulations should protect 
high-risk individuals without unduly driving up health 
insurance premiums for the rest of the population. 
Regulations also should encourage the creation of 
innovative and affordable heath insurance options,  
as well as new group purchasing arrangements. 
Insurers are likely to consent to, or even welcome, such 
market regulations, as long as they know that they  
are operating on an even playing field in which all 
insurers and plans must play by the same rules. The 
AMA has developed a set of guiding principles for 
health insurance market regulation. These fair rules 
are an integral part of the AMA proposal to cover the 
uninsured and expand choice but can be implemented 
independently, at the state or federal level.

Guiding principles for health insurance 
market regulation

The AMA supports the following principles for health 
insurance market regulation:

n  �There should be greater national uniformity of 
market regulation across health insurance markets, 
regardless of type of submarket (i.e., large group, 
small group, individual), geographic location or 
type of health plan. Differential regulations add to 
administrative costs, prevent realization of economies 
of scale and impede new group purchasing 
arrangements. Limited state variation in market 
regulation should be permitted as long as it does not 
drive up the number of uninsured, unduly hamper 
the development of multi-state group purchasing 
alliances or create adverse selection across states.

n  �The regulatory environment should enable rather 
than impede private market innovation in product 
development and purchasing arrangements. 
Benefit mandates should be minimized to allow 
market experimentation to find the most attractive 
combinations of plan benefits, patient cost-sharing 
and premiums. Removal of legislative and regulatory 
barriers, as well as greater uniformity in regulations, 
would open up opportunities to buy insurance as 
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part of a group, buy multiyear insurance contracts 
and invest in other innovations that would not only 
reduce administrative costs but narrow premium 
differences between high- and low-risk individuals. 
More flexible regulations could also allow 
development of specialized coverage for people 
with chronic conditions, offering better coordination 
of care, reduction of wasteful services and quality 
improvements.

n  �Individuals and families who can afford coverage 
should be required to obtain it. Those earning 
greater than 500 percent of the federal poverty 
level ($52,000 for an individual and $106,000 for a 
family of four in 2008) should be required to obtain 
at least catastrophic and preventive coverage, or 
face adverse tax consequences. The requirement 
would extend to people of all incomes only after 
implementation of subsidies for those who need 
financial assistance obtaining coverage (i.e., 
sliding-scale, refundable tax credits or vouchers to 
buy insurance). A requirement to have insurance 
would make it less cost-effective for insurers to 
risk-rate individual applicants. Simplified, automated 
underwriting would result in de facto modified 
community rating, as the natural byproduct of 
market function rather than as a result of market 
regulation. See more in “Individual responsibility: 
Requiring those who can afford it to have health 
insurance” in the series.

n  �Health insurance coverage of high-risk patients 
should be subsidized by using risk-related 
assistance—such as subsidies for high-risk 
pools, reinsurance and risk adjustment. Explicit, 
targeted government subsidies are needed to help 
high-risk people obtain coverage without paying 
prohibitively high premiums, and to make high-
risk people more attractive to insurers. Risk-based 
subsidies such as high-risk pools, reinsurance and 
risk adjustment can expand coverage for people of 
all risks. For example, by providing subsidized health 
plans for high-risk individuals, high-risk pools give 
insurers reassurance that they are unlikely to end up 
with an unfavorable selection of high-cost enrollees 
in the regular market, allowing them to offer lower 
premiums and making coverage attractive to the 
young and healthy. 



insurance until they need medical attention, as 
under guaranteed issue. Guaranteed renewability 
would protect individuals from losing coverage or 
being singled out for premium hikes due to changes 
in health status, rewarding people for obtaining and 
maintaining coverage. Similarly, people who wish to 
switch health plans should face limited underwriting 
and pre-existing condition limitations, compared 
with those who are newly seeking coverage.

Conclusion

These three pillars provide a prescription for achieving 
health insurance coverage for everyone. While 
additional details and implementation practicalities 
will have to be worked out, any meaningful course 
of action presents challenges of similar scope and 
magnitude. The AMA believes that unresolved 
questions can no longer stand in the way of action, 
and that covering the uninsured is both imperative  
and possible. 

Visit www.voicefortheuninsured.org for more  
information on the AMA proposal and to view  
additional pieces in this series.
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n  �Risk-related subsidies should be financed 
through general tax revenues rather than through 
strict community rating or premium surcharges. 
Financing risk-based subsidies with general tax 
revenues rather than through premiums avoids the 
unintended consequences of driving up premiums 
and distorting health insurance markets. 

n  �Strict community rating should be replaced with 
modified community rating. By allowing some 
degree of premium variation based on individual 
risk factors, but limiting premium differences within 
specified risk bands, modified community rating 
strikes a balance between protecting high-risk 
individuals and the rest of the population. Some 
degree of age rating is acceptable, as are lower 
premiums for nonsmokers, but an individual’s 
genetic information should not be used to 
determine his or her premiums or eligibility for 
coverage.

n  �Guaranteed issue regulations should be replaced 
by guaranteed renewability, and those wishing 
to switch health plans should face limited 
re-underwriting. Just as homeowners cannot 
buy home insurance after their homes catch fire, 
people should not be allowed to wait to buy health 




