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b A warning to the self-employed:
il Even affluence and good health may not matter
und themselves .

stina when you shop for health insurance.

treaucratic
aze with no exit.

By Jody Miller and Matt Miller

|8 G

t was simple enough — or so we thought until the letter came. A local broker had
suggested we consider obtaining our health insurance as individuals. We had been
covered in a group plan thanks to Matt’s fellowship at Occidental College, a post
he held while at work on a book. But the two of us were increasingly structuring
our work lives as entrepreneurs. Jody worked part time in venture capital, served as
lead director ot a public companv and was thinking of launching her own business;
Matt had added consulting to column and book writing and his weekly radio show.
The agent we had spoken with had recommended getting into the individual mar-
ket for health insurance while we were in our early 40’s and healthy. That way, he
said, we could pursue such freelance lives with the assurance that we would always
have health coverage. Once vou are in the svstem, he said, you will only be subject
to the annual premium increases the insurers apply to everyoné. But trying to
move from group coverage mnto the individual market when we were older might
be much harder. If vou think you are headed in an entrepreneurial direction, he con-
cluded, it’s best to make the shift as soon as you can. It seemed straightforward.

Until it didn’t. The letter from Blue Cross of California was three pages of
dense boilerplate, but the message was clear: “Enrollment Declined.” We might
want to apph to the state’s “major risk” insurance program. Here were phone
numbers we could call for more information. Oh, and PS., Blue Cross would be
pleased to otfer coverage to our 6-year-old daughter.

Both of us paced around the kitchen that night after putting our daughter to
sleep. There had to be some mistake, we said. We’re healthv people! We'll get this
tixed, but whart a ridiculous hassle it’s going to be. At least we have Cobra unul we
straighten this out, we thought. But it’s $1,300 a month! And what if we don’t get
this reversed . . . ? That’s when the sinking sensation began.

For starters, one of us might need to hold down a “real” job with an employer
who offered health benefits. (So much, we thought, for our entrepreneurial
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ambitions,) But bevond that, we felt the dis-
orientation of bemg relabeled. We had always
thought of ourselves as healthy people —
scratch that, we were healthy people — and sud-
denly we had been informed tha: by official
standards, ne, we were not in fact healthy at all.
We presenced undue nisks thar the company could
not afford 1o bear. A wave of self-doubt came
over us, as if we had had a secret exposed and the
image of vigor and healrh we had been provecting
to the world had been revealed as a fraud.

Mavbe there really was something wrong
with us. We had been judged uninsurable —
branded with a Scarlet U. by one of the most
reputable firms in the business. And the fact
that we were reasonably well off fimancualiv
couldn't help us fix this problem.

It was only when we got past the ~hock and to-
cused on the reasons we were being Jenied cover-
age that anxiery turned 1o anger. Though the -
surance company hadn't asked us to take physi-
cals, it had asked us to disclose everv concetvably
refevant aspect of our medical histones on the ap-
plication form. Now, it scemed, the mustinnoce-
ous-seeming facts had been tumed againar us

Jodv’s Flonase? She used that nasal spray ror
sinus problems before flving — like 2 million
other people. Her skin creams? Thev were to-
tally cosmetic — and she paid for them herself
anywav. Her neck spasm. whick sne woke up
with one morning a few monche earlier. went
away with minor treatment. Mot people think
Jody is much younger than she v Blue ross
made her sound as if she were 1alling apart.

And Martt's eve? Tt was true. Martr haad a weird
episode three years carhier. A little wispr some-
thing in his tield of viston. Nothmg major, but
annoying enough when reading 0 nave caecked
out. It rurned out 1o be a tiny blood clot behind
his retina, which went away by nself. He wkes 2
baby aspirin every day as a precaunon Our aod-
tors say it's fine. Now Blue Cross said ir meant it
couldn't offer him insurance 1* rnar’s the cane.
we thought, Could 1t be offcrmg INNLITHIILE T
anvone who 15 over 337

WE DECIDED TO appeal, though the siuns werc
not promusing. We had menrioned m vur apphea-
uon, for example, that Jody had bretiv hservea
some extra hair coming vnutm her harmoeuss, Our
doctor said ths was Aor UncomIRan [or women
in their 465, On our gemal lerter thas became the
ominous-sounding “har s with envtogy wn-
determined” — part oof the catabog of Flonase-
like infirmities thar made foay 4 walking nme
bomb. On one cal.. a #C-womedhing Jemale Bluc
Cross rep wa~ symipathenc. telling Mat thar ~he

Jody Muller 15 a part-time venture canniainst ana
comsultant. Mart Miller 15 4 Lo Svgeies-pasea
sem'orfeﬂow at the Cen Eerﬁ:‘r American Propre
and the authur Q{"Thr 2 Pereent Senusvor, Fiung
Amenca’s Problerm i Ways Liberals ana Con
servatives Can Love’

had experienced 2 mimor hair episode herself,

“Su are you urunsurable? " Matt asked her.

“With Biue Cross of California, probably!”
she said cheerfully.

Biue Cross's responses to our appeal left us
dowmthearted. Mart's eve episode had been la-
heled 4 “rermal wemn veclusion” and, we were
rold. this meant he would never be eligible for
any form of coverage under its guidelines. Burut
dia ask for more information on Jody, which
gave us some hope. After three months of going
back and forth — and plenty of gallows humor
around the hiouse abour which of us had really
dragged the family down — our places
switched An ophrhalmogist’s letrer, along with
4 three-payge handwritten note from our prima-
e care phvsician, had swayed the underwmting
supervisnrs: Mate's eve had been reconsidered,
and he was being urfered the P.P.O. plan for
which we had applied

But no suck weh for Jody. The most Blue
Cruss would offer her was its “basic,” or cata-
qur'-phw pian It didn’t cover prescription
-lruga‘ MALeTNILy costs OF imany protessmnal
services — and we were not interested in such a
siimmed-down policy.

Worse, the “guidelines™ the agent kept citing
dunng a surreal hour on the phene seemed as if
thev had been hatched in some underwriting Ti-
lzht Zone, Judy's cnoiesteroi was two points too
high. and this snhented trait “which our aoctor
sard way not 2 coneern) meant she was meligibie
tor any kind o1 noncaastrophic coverage, penod.
Recently. Jody nac ano spoken with & doctor
about a4 1aw ache, which came from some teetn-
2nnding at nught when 4 company she was 2avis-
g faced 2 crista. Bevause the doctor nad serib-
bled the wriers TM™] \rcmporomandibular 1ot}
i a rile. she was agam meligible — cven though
the ache had gone away 1 tnree days and was
never Jlagnmcd as TV[] If her paw wem symp-
toni-free for six months, we were told, she could
reappiv. But there was a carch. thanks wo thae sin-
oI \.U'"DI(I'“L " ‘~"c WOl apnruvcd s1c Wnu](‘
be stuck amb g 20 percent higner preminm -
not 2o menton The 30 Dercent tnat would be
facked on because of tic cnotesrernd! Occasional
Flunase ave mieant a turtner 20 percent markup
And Judy  neck spasr whient went away with
Treatmient ot steroids  mieans that
snouldn’t bother reapping 10 any event For at

ane W
ACART TV Wears

Even minre diconipresensbie was the tact that
Bluc Croas had rargiven Mand by one-oime eve
episode fud woald por turgive fody ner one-time
zpreode of faw pam, Mucen as we pate to second-
anciudhing
VUT QUCLUFS + seelTis To dgree on one (hing: 4 ony
Blow ciat henind the eve 15 2 more nmnous wige
tnan a firtie stress-retated reeth grinding au mghe.
o be et Buue Cross, Mare s cireuta-
tory w ey would probaoy kill humomstandy and
IeXpERSIVelY  af some point via 4 ~troke while
wombd make her 3 chrome and

ZUess THE secuiind-ghessern, Svelvione

Th: LINES

Jouv s stress

costly albatross for some insurer down the road.

But we could worry abour the insurance com-
pany’s racionality only up to a point. That powns
came when an imperfection showed up on
Mart's colonoscopy that we would rather not
discuss. He's fine, but there’s no way it would
have passed the wigilant actuaries at Blue Cross.
At that point. we made the obvious cheice 1o
proceed with the group coverage thar was avail-
able through a think tank Mare had joined while
our appeal was under way. The affiliation was
not only exciting for professional reasons but
had also come 1o seem medically essential.

Who coordinates our coverage in Los An-
geles for the Washington-based thmk tank’s in-
surer? Blue Cross of California.

s our experience makes plam,

people enter the market for in-

dividual health 1nsurance at

their peril. Yet some 15 mitlion
Americans buy their coverage in that marker
They include the self-emploved (both rich and
poor], workers whose firms don't offer benetits
and voung adults and children. (Many parents
who may not be covered themselves find that
their healthy kids are easy — and relatively
cheap — to 1nsure.)

As big firms cut back on coverage and more and
more workers leap from one benefit-free job 1o
another, the individual marker is clearly growing.
One survey found that 1 in 4 adults had locked
for coverage on their own in recent years. It is not
surprisiny, tnen. that politicians ars giving fresh
avrention tu the issue. President Bush has called
for new subudies 1o help people seeking coverage
on their own. as have some Democrats.

It is hard to udge how cvpical our gwn expe-
rience was. the insurance companies have the
relevant Jata, bue they are not sharing. ‘Some
studies susyesc thar with enough patience, a rel-
anvery healthy individual is Likely to find an in-
surer. Butin 2001, Karen Pollitz of Georgetown
Univerwity ang other researchers asked 19 in-
surance compames and H.M.O.'s 1in eight mar-
kets wy consider roe applications of seven hypo-
thetical coverage-seekers. Oalv 1C percent of
the responses were ““clean offer<™: that is, offers
that Jid not link benefit hunits or future pre-
mrum ncreases w the medical hivenry of the
apphicant. Sume 35 percent of the responses
were outnight rejectons, One tictional appli-
cant. Alice. was 4 24-year-old waitress i per-
teet health wnuse only “aitment” was her hay fe-
ver: she ok Allegra to control the sneezing, Al-
ice recerved vy uiree clean otfers out of 60 ap-
pheations: Five mnsurers simply turned her down.
Pollnz's conclusion: “Don’t think, even if you
pelieve vourself 1o be healthy, that vou're going
v be able 1o just walk out and get coverage.”

Hew did things come to such a pass? Insurers
seart with foar facts:



1. Buying health insurance is voluntary.

2. Twenty percent of the population incurs 80
percent of health costs.

3. In order to set premiums that reflect actual
costs, insurers need between 20,000 and 75,000
people in a pool to generate the necessary pre-
dictive models.

4. People who have reason ro believe they will
have higher health costs have stronger incentives
to buy coverage.

In the individual market, these facts create a
risk of what insurers call “adverse selection” —
that is, unless the situation is somehow man-
aged, the pool of the individually insured will
become overstocked with sicker, costlier peo-
‘ple. In extreme cases, adverse selection creates
a classic insurance “death spiral” in which the
higher costs associated with a sicker pool force
insurers to raise premiums, which leads healthi-
er (often younger) people to drop coverage,
which in turn makes the remaining pool even
sicker and .costlier on average, driving pre-
miums up again, and so on. The vicious cycle
continues until premiums are sky-high and
only the sickest are insured, at exorbitant rates.

No one thinks this is a good result. So from
the insurers’ point of view, serving the individ-
ual market is a balancing act. As several execu-
tives told us, they are trying to keep prices as
low as possible, but lower prices depend on in-
surers’ ability to keep higher-risk individuals
out of the pool or at least price their coverage
in ways that reflect higher costs. When you
toss in the fact that the individual market is
more costly to serve than group markets — the
cost of administering and selling policies can
come to 35 percent of premium dollars versus 5
percent for larger groups — you see why in-
surers might reject even marginal risks (like us)
or offer policies with fewer bene-
fits as well as higher deductibles
and co-pays.

stratagem doesn’t run afoul of srate laws because
the rates aren’t being hiked on individuals but on
a whole class of beneficiaries who have had poli-
cies for some time — a nice nondiscriminatory
wayv to distinguish between those who are aging
expenstvely and those who aren’t.)

Manv insurers rationalize their aversion to un-
healthy customers by saving they support state-
run “high risk™ pools — the initial place that
Blue Cross told us to turn. But at least as struc-
tured today, these last-resort ghettos are no an-
swer at all. Only 30 states offer “high risk” cata-
strophic programs, and funds are so scarce thar
they serve just 170,000 people nationwide.
(Only California and Minnesota serve more
than 2,000 each.) Premiums can be nearly dou-
ble normal rates, and here’s the kicker: pre-exist-
ing conditions (i.e., the very troubles that landed
you in the high-risk pool in the first place) are
typically not covered for 6 to 12 months.

Now there’s a compelling advertising pitch to
America’s unluckiest souls: “You cover vour
cancer (or diabetes or heart condition) for 12
months — we’ll pick up the rest!”

IS THERE A CURE for these ills? Reformers on
the left often champion “guaranteed issue™ and
“community rating” laws — these regulations
require all applicants to be offered policies at
basically the same premium, no matter their
health status. But in today’s voluntary and un-
subsidized markets. such
well-intended rules can hurt
some of the people they are
meant to help. In New York
(and elsewhere), insurers re-
spond by setting community
rates higher than they other-
wise would be, since the re-

Employees of large companies enjoy it on a de
facto basis, as health risks are spread among
thousands of workers. A big company is essen-
tially a soctalized health republic in which the
young subsidize the old and the healthy sub-
sidize the sick — and everyone pays the same
premiums for the same plans.

Ultimately, what is disturbing is not the idea
of community rating but the idea that millions
of people are denied the community rating now
enjoyed by the vast majority of Americans — a
denial due only to the accident of where thev
are employed or to health woes that are largely
accidents of birth.

Providing a form of community rating to ev-
ervone requires two essential steps. The first 1s
to make sure that everybody has access to some
kind of group coverage; insurance simply does-
n’'t work for the isolated individual. (John Kerry
wants t0 let individuals and small firms buy into
the federal employees’ health plan: others, in-
cluding some conservatives, have suggested al-
lowing churches, svnagogues or similar organi-
zations to establish their own insurance pools.)
Second, everybody has 1o buy health coverage. If
states can require car owners to buy auto insur-
ance, why can’t they require all of us 1o purchase
health insurance?

Once we require coverage and subsidize
those who need help to buy it, we have come a
long way. The health insurance industrv would
look more like a regulated util-
ity than a business in which
people can get rich by making
sure the sickest Americans are
someone else’s problem.

To be svre, taking these steps
1s not easy, and reasonable peo-
ple have different notions of

e had been judged

But even if most insurance com-
panies are acting reasonably, a

uninsurable

— branded with a Scarlet U. And the fact that we were relatively

number of their practices are unsa-
vory, and some may even skirt the
law. “There are a variety of games
that can be played,” one longtime
industry participant told us. “You know, we’ll
insure you as long as you’re healthy and then
make it so expensive that vou can’t get insur-
ance or can’t afford 1..”

A common pricing strategy, for example, is
called “durational rating.” That means the long-
er you hold your policy. the taster vour rates in-
crease every year at renewal, and when these
rates start to hurt, the insurer offers vou the op-
tion to apply for another policy that is much
cheaper. For this new policy, however, you need
to go through medical underwriting again. If
you can pass muster, the insurer will let you back
into a more favored pool with lower rates. If you
can’t pass through underwriting, well, then you
just have to stay in this ever-costlier policy. (This

well off financially was of little help.

quirement to serve all comers means the pool
will tend to be sicker.

As aresult, while New Yorkers in our situation
today could purchase a policy in the individual
market, they owe their good fortune to a regula-
tory scheme that assures that thousands of their
poorer but healthier neighbors can’t afford cov-
erage at all. Insurers love to mock the unintended
consequences of well-intended laws. “Find out
why it costs less to lease this Ferrar than get a
$500 deductible health care policy in New Jer-
sey;,” shouts the Web site of an industry group
called the Coalition Against Guaranteed Issue.

But whatever free-market advocates might
say, community rating, though controversial in
theory, is actually the norm in America today.

how to fashion the cure. But our Scarlet U per-
suades us that the ground may be shifting. As we
learned once we started sharing our story, there
are a lot more upscale uninsurables out there
than you would think. The trend toward free-
lance work among the well-to-do means a pow-
erful new constituency for health reform is tak-
ing shape. It is one thing for politicians to ad-
dress the uninsured out of a liberal-minded gen-
erosity to poor workers. That makes for nice
speeches. But this is different. If even healthy
members of the professional class are just an en-
trepreneurial itch away from discovering they
are uninsurable, maybe they will decide it is time
to really fix things. And when that happens, per-
haps they will fix them for everyone. m
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