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CHAPTER 14: POLICY ANALYSIS OF INSURANCE REFORMS 
 
Overview 
 
Many of the highest profile policy analyses examine the impact of health reform and 
coverage expansion policies (for example, the Affordable Care Act, single payer). Given their 
prominence, it is worth understanding how modelers approach policies that will have ripple 
effects throughout the system.  
 

 
 

From: Saltzman E and C Eibner. Donald Trump’s Health Care Reform Proposals: Anticipated 
Effects on Insurance Coverage, Out-of-Pocket Costs, and the Federal Deficit. The Commonwealth 
Fund. September 2016. 

 
Most of the models used to predict the impact of health reform policies are large, complex, 
proprietary, and have been developed over many years. In some cases, they are a product 
that firms (like the Lewin Group) or individuals (for example, Professor Stephen Parente at 
the University of Minnesota) market and sell. So we will not try to replicate them. Instead, 
the goal is to try to understand how they work. How do they predict how a policy, like 
subsidizing individuals to buy private insurance, will affect coverage rates, employer 
behavior, federal spending, etc.? 
 
We are going to draw heavily on a paper by Sherry Glied and Nicholas Tilipman (Simulation 
Modeling of Health Care Policy Annual Review of Public Health 2010;31:439-455). Dr. Glied  
worked in the Obama administration during the passage of the Affordable Care Act and has 
conducted research on which some key assumptions behind these models are based. 
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Health reform models have played an important role in assessing, designing, and gaining 
support for coverage expansions. But that wasn’t always the case. Glied and Tilipman write:  
 

 
 
Key assumptions 
 
The models rely on a number of assumptions. 
 
 

 
 
From: Abraham JM. Predicting the effects of the Affordable Care Act: A comparative analysis of health 
policy microsimulation models. State Health Reform Assistance Network. Robert Wood Johnson 
Foundation. Policy Brief. March 2012.  
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There are “counting” assumptions. For example, how many people are uninsured? The 
Congressional Budget Office’s model bases assumptions on the Survey of Income and 
Program Participation, the Medical Expenditure Panel Survey, the National Health 
Expenditure Accounts, and the National Compensation Survey. 
 
There are a number of behavioral assumptions. For example, how will an increase in the 
share of a firm’s workers who are eligible for subsidized individual coverage affect the 
firm’s decision to offer coverage? Will a firm drop coverage if a large share of its workers 
are eligible for Medicaid or other free public programs? Will individuals limit their income 
to stay under the threshold to qualify for Medicaid? 
 
Just because a person is eligible for free or heavily subsidized coverage does not mean they 
will take advantage of it. (There is an important lesson here generally: just because you 
make a product or service free does not mean everyone will use it.) Models incorporate 
assumptions to reflect actual, rather than optimal, use and enrollment of public programs. 
 
 

 
 
The earliest health reform models expressed behavioral responses to policy changes in 
terms of elasticities. For example, a modeler might assume there are 10,000 small firms, 
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each with 10 workers, and that a 10% decrease in the price of insurance will increase the 
share of small firms that offer coverage to employees by 9%. A model might include 
assumptions about the elasticity for individual coverage, employers’ decision to offer 
coverage, and workers’ decision to buy insurance through their employer. 
 

 
 
Another approach to modeling behavior, which is used in some of the newer models, is to 
specify individual and firm utility and base predictions on utility maximizing behavior. For 
example, the utility of an individual may depend on whether or not they have insurance and 
money (a stand-in for all other goods). Individuals choose whether or not to buy coverage: 
 

Utility(insured) = U(Covered, Income - premium) 
 

Utility(not covered) = U(Not covered, Income) 
 
Individuals will buy coverage if the utility of being insured, which requires that they pay a 
premium, is greater than the utility of not being covered.  
 

Buy coverage if: Utility(insured) > Utility(not covered) 
 
Government policy takes the form of a subsidy:  

 
Utility(insured) = U(Covered, Income - premium + subsidy) 

 
The size of the subsidy affects the purchase decision. We cannot actually observe 
individuals’ utility functions. We can infer information about the functions based on actual 
behavior (the same way we can estimate price elasticities). 
 
The actual utility functions used in models include more arguments describing the 
characteristics of insurance. For example, utility may depend on premiums, copayments, 
deductibles, and whether the coverage is private or public (if you think public coverage has 
a stigma or requires complex application forms). Individuals may select from amongst 
multiple different types of coverage. Utility functions may include parameters that vary the 
utility that individuals obtain from coverage based on their age, health status, marital status, 
etc.  
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Models will incorporate feedback loops. For example, under community rating, premiums 
reflect the average costs of the pool of people who buy coverage. Who buys coverage will 
depend on premiums. 
 
 

 
 
 
 
Modelers create “synthetic firms” made up of workers, and each worker has his or her own 
utility function. Firms consider the utility of their workers when deciding whether to offer 
coverage and the generosity of coverage. 
 
 

Premiums

Enrollment

Cost sharing

Average 
costs
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Model performance 
 
Glied and Tilipman present a table comparing model’s predictions with actual spending, 
indicating that the models perform pretty well. 
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However, the Congressional Budget Office’s model overestimated enrollment in the 
exchanges (as shown in this slide from the Trump-era Department of Health and Human 
Services). 
 

 
 
 
 
Provider behavior 
 
Up until now, we have focused on health reform and insurance markets. But some models 
have many moving pieces that address other segments of the health care system. For 
example, some health reform proposals, such as the Affordable Care Act, fund a portion of 
the cost of insurance expansions by cutting Medicare payments to physicians and other 
providers. They may react. The Congressional Budget Office assumes a 10% reduction in 
physician fees will lead to a 2.8% increase in the use of services. 
 
 

 


