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1 Literature Review

Friedman (1974) discusses how the selection of one

insurance package out of a choice set of alternative

contracts reveals an agent’s risk preferences through

revealed choice. In particular, he builds on the work

of Arrow (1963) by doing away with the assump-

tion that illness does not affect utility directly; more-

over, Friedman (1974) articulates a theory of insur-

ance take-up based on an expected utility maximiza-

tion subject to some accuteness of illness and a typ-

ical budget contraints that limits plan selection. An

agent’s aversion to risk determines their sensitivity

to the acuteness of illness, and maximizes their util-

ity as usual.

1.1 Deviations From Expected Util-
ity Theory

Although it is a sensible assumption that choice

is a maximization process, Kahneman and Tver-

sky (1986) write that real observable actions deviate

fundamentally from normative models of choice like

that constructed by Friedman (1974). In particular,

Kahneman and Tversky (1986) find that, “variations

in the framing of decision problems,” i.e., whether

decisions problems are presented as positive or neg-

ative, “produce systematic violations of invariance

and dominance that cannot be defended on norma-

tive grounds.”

Rabin and Thaler (2001) quite starkly claim that

the observation that, “risk aversion pertains to large

stakes and not small stakes isn’t merely an arti-

fact of the structure of expected utility theory—it

is the central premise of the theory.” Given the ob-

jections of Kahneman and Tversky (1986) and Ra-

bin and Thaler (2001) to risk aversion and utility

maximization as candidates to explain health insur-

ance selection, Rabin and Thaler (2001) offer myopic

loss aversion (i.e., aversion to short-term losses) as

a more complete explanation of observed subopti-

mal insurance selection. They predict that an econ-

omy full of myopic loss averters would result in in-

surance markets predominantly offering small-scale

coverages with high prices, Rabin and Thaler (2001)

subsequently identify that health insurance policies

are of precisely that variety, having low deductibles

and low limits. Furthermore, “people’s choices can

vary depending on the wording (or ‘framing’) of a

problem, rather than its objective features” (Rabin

and Thaler, 2001).

1.2 The Patient Protection and Af-
fordable Act of 2010

According to Auerbach et al. (2010), the 2010 Pa-

tient Protection and Affordable Care Act (ACA) ini-

dividual insurance mandate would, by 2014, impose

2



ECON-6270 Max Troeger

a penalty in the range of $695–$12,500 for not hold-

ing health insurance, and—in combination with the

Health Care and Education Reconciliation Act of

2010 (HCERA)—would create, “$900 billion in sub-

sidies, including a substantial expansion of Medicaid

and the creation of tax credits for low and middle-

income families” (Auerbach et al., 2010). Behav-

ioral economics implies that, given loss aversion and

status quo bias, conventional framing of insurance

may lead people to avoid obtaining insurance, seeing

the premiums as a loss given an underweighting of

the probability of a health event. The authors indi-

cate that, “a penalty has a larger effect on demand

for insurance than a subsidy of equal value” and,

moreover, “mandates may effectively change the sta-

tus quo, by increasing the certain costs associated

with being uninsured (via the penalty)” (Auerbach

et al., 2010). Thus, given conventional framing, a

tax penalty can obviate the status quo bias that cre-

ates private suboptimal insurance take-up.

Congdon et al. (2009) discuss tax efficiency and

tax incidence, dedicating part of their discussion to

the interaction of the United States taxation system

with the expansion of health insurance coverage. In

particular, the authors indicate that using tax re-

turns to facilitate enhanced coverage is attractive

because tax returns already contain the information

necessary to assess Medicaid eligibility, and states

like Massachusetts had already implemented such

a system (Congdon et al., 2009). Tax compliance

then is an important issue. Auerbach et al. (2010)

report that the net misreporting rate for income re-

ported by third-parties does not exceed 5%, but the

misreporting rate for self-reported income exceeds

50%. The tendency to nonconform depends on the

strength of the enforcement mechanism and the un-

predictibility of IRS enforcement, whereas voluntary

conformity depends on social norms (Auerbach et al.,

2010). Therefore, implementing health insurance ex-

pansion through an existing taxation infrastructure,

though convenient, requires additional oversight.

Baicker et al. (2012) write that in 2010, 50

million people in the United States—roughly one

in six—lacked health insurance, primarily because

of affordability issues; and, in 2011, the average

annual employer-sponsored family health insurance

premium exceeded $15,000. Moreover, “[roughly]

two-thirds of the uninsured are in households with

a below-median income...” and most of them are

adults (Baicker et al., 2012). The ACA was pre-

dicted to reduce the number of uninsured to 23 mil-

lion by the end of the decade (Auerbach et al., 2010)

by addressing insurance affordability concerns, but

Baicker et al. (2012) indicate that, of those with-
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out private coverage who were already eligible for

state or federal relief, 15% of children and 50% of

adults were not enrolled. This behavior violates

traditional theories of expected utility maximiza-

tion (Friedman, 1974; Rabin and Thaler, 2001), and

prominant means by which expected behavior varies

from observed insurance take-up include an infor-

mation, “transaction cost associated with learning

about, applying for, and collecting benefits” (Baicker

et al., 2012), social stigmas surrounding welfare par-

ticipation, and limited scope of benefits offered by

national programs.

1.3 The Breakdown of Mandated
Health Insurance

The work of Krueger and Reinhardt (1994) makes

clear that, barring a health insurance mandate, peo-

ple would choose to remain uninsured. Nevertheless,

a fully tax-funded, portable health insurance plan

à la Canada is not politically feasible (Krueger and

Reinhardt, 1994). So, Krueger and Reinhardt (1994)

propose two alternatives: an “employer mandate”

(as in Massachusetts) and an “individual mandate”

(as in the ACA). It is also evident that employers

participating in an employer health insurance man-

date, “recoup their outlays, dollar for dollar, either

in the form of higher prices for consumption goods or

through reductions in take-home pay to employee,”

and, Baicker et al. (2012) write, as state mandated

health insurance requires employer contributions to

health insurance premiums, “the standard models

predict that the employer’s share of health insurance

premiums is ultimately borne by the workers them-

selves in the form of lower wages.” Paradoxically,

“those who decline employer coverage are implicitly

accepting a lower wage in the long run for no benefit”

(Baicker et al., 2012).

Baicker et al. (2012) identify one avenue for ex-

plaining this behavior as choice overload: as the size

of a choice set increases, so does the likelihood of

choosing nothing. To this end, Domurat et al. (2021)

investigate the impact of experimentally varying in-

formation mailed to California households and iden-

tify insurance enrollment frictions. They identify

that, “informational search costs and psychological

frictions...” such as, “Consumers’ lack of awareness

of plan attributes, choice complexity, choice over-

load, and inertia... can result in higher equilibrium

pricing... and adverse selection welfare loss.”

Based off data from the Massachusetts health-

care insurance marketplace, Finkelstein et al. (2019)

offer the additional explanation that marginal en-

rollees have a willingness-to-pay (WTP) for insur-

ance coverage that falls below their marginal health-

care costs, so they choose to remain uninsured de-
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spite their eligibility for subsidies. The gap between

WTP and marginal cost is so extreme that, “across

the entire distribution [...] enrollees’ willingness to

pay is always less than half of their own expected

costs that they impose on the insurer.” Finkelstein

& al. also identify an extreme price elasticity of

insurance premiums for subsidy-eligible individuals:

“As subsidies decline, insurance take-up falls rapidly,

dropping about 25 percent for each $40 increase in

monthly enrollee premiums.”

The higher equilibrium pricing and substantially

low WTP drive individuals away from insurance

coverage despite subsidy eligibility. To solve this,

Epstein et al. (2022) experimentally research ways

of increasing insurance uptake through moral fram-

ing and find that conventional framing—i.e., pre-

senting insurance coverage as being the smart, self-

interesting choice with attractive subsidies—in ad-

vertisements performs worse at the p = 0.01 level

than “moral” framed advertisements (e.g., featuring

language about supporting the community). Baicker

et al. (2012) emphasize that the former, usual fram-

ing of insurance encourages risk taking, status quo

bias, and discourages take up.
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2 Policy Proposal

As of 2023, 7.6% Americans do not carry any form

of health insurance (CDC, 2024), and, since the year

2000, this population is responsible for incurring in

excess of $745 billion in uncompensated hospital care

costs (“Fact Sheet: Uncompensated Hospital Care

Cost”, 2022). It is evident that increasing the num-

ber of Americans carrying health insurance would

reduce the negative externality on the US healthcare

system associated with low health insurance uptake.

To this end, Epstein et al. (2022) write that,

“increased subsidies, with the effect of reduced pol-

icy cost, have been shown to improve insurance

uptake.” Nevertheless, Auerbach et al. (2010) indi-

cates that, “a penalty has a larger effect on demand

for insurance than a subsidy of equal value.” The

optimal scheme for increasing insurance uptake is

then the intersection of these two: namely, to man-

date health insurance—uninsurance being subject to

some penalty optimally collected through existing

tax infrastructure—and increase health insurance

subsidies overall (Auerbach et al., 2010; Congdon

et al., 2009). This optimal policy, however, was

already implemented under the ACA, with the in-

dividual penalty being repealed in 2018 under the

Trump administration. Reimplementing such a pol-

icy under the current administration would thus be

a political impossibility. Furthermore, health unin-

surance persists despite the 2022 expansion of ACA

subsidies.

To increase health insurance enrollment, we rec-

ommend that state and federal governments leverage

behavioral biases—through nudges and framing—to

increase the evaluation of the benefit of carrying

health insurance by uninsured households.

Epstein et al. (2022) indicate that health in-

surance advertising usually takes the following self-

interest form:

1. “Pay less for health plans due to the new Covid

relief law.”

2. “You can pay less for health coverage.”

3. “For less than $14 a month, I’m covered—

doctors visits, meds, vision & dental.”

4. “Keep kids healthy throughout the school year

with free and low cost health insurance.”
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where individuals shopping for insurance encounter

framing that appeals to rational (i.e., cost minimiz-

ing) decision making. As we have seen, however,

deviations from optimal insurance uptake are due to

irrational behavior. Consequently, the investigation

by Epstein et al. (2022) into different possible fram-

ings of health insurance advertisements reveals that

“responsibility” framing is especially effective in in-

creasing the incidence of advertising responses (mea-

sured through the number of clicks on ads) for health

insurance packages. Unlike self-interest framing, re-

sponsibility framing in health insurance advertising

takes the form of

1. “Do not make others have to cover your costs

when you get sick: get health insurance.”

2. “When you need healthcare, who do you ex-

pect to pay for it? Get covered.”

The authors document that framing which includes

language about helping one’s community or about

matching one’s own insurance premiums for pa-

tients with pre-existing conditions (i.e., moral fram-

ing) similarly increases advertisement click through.

Community and moral framing, however, do not as

strongly influence advertisement response behavior

as responsibility framing (Epstein et al., 2022), and

the political unfeasibility of matching insurance con-

tributions between any two parties is clear.

In order for health insurance plans to be avail-

able in state health insurance marketplaces and on

HealthCare.gov, health insurance providers are re-

quired by the Department of Health and Human Ser-

vices (HHS) to seek Qualified Health Plan (QHP)

certification. Although the constitutionality of com-

pelled corporate speech is ambiguous (Joo, 2015;

Ribstein, 1995; Winkler, 2006), QHP certification

requires, in part, that insurance providers make

cost summary information, “available to [individu-

als] through an internet website and through other

means for individuals without access to the inter-

net” with simple wording so as to reduce complexity

(HHS, 2020). HHS further requires that, “people

will receive the summary when shopping for cover-

age, enrolling in coverage, at each new plan year,

and within seven business days of requesting a copy

from their health insurance issuer or group health

plan” (CMS, 2024). It is clear, therefore, that health

insurance markets are sufficiently regulated to en-

able mandatory framing. Thus, we recommend that

HHS require insurance companies include responsi-

bility framing in their advertising and mandatory

summaries. Principally, we suggest that all manda-

tory summaries include the following text at the be-

ginning of the document:

7
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As of 2023, the Centers for Disease Con-

trol and Prevention (CDC) reports that 7.6%

of Americans do not have health insurance.

When everyone is insured, we all ben-

efit. Do not make others have to cover

your costs when you get sick. Get health

insurance.

We pull this responsibility framed wording di-

rectly from Epstein et al. (2022) because its efficacy

in increasing response activity has been documented:

Epstein et al. (2022) state that, “Assuming that $100

million in online advertisements targeting higher in-

come consumers based on the Self-Oriented theme

were instead switched to the Responsibility theme,

the improved strategy could cause an additional 3.52

million users to click.” Clearly, clicks do not map

perfectly to insurance uptake; but, the significant

correlation between responsibility framing and at-

tention is salient.

In a further discussion of the value of mandatory

summaries we present the work of Domurat et al.

(2021): the authors document the efficacy of mes-

saging interventions in increasing health insurance

uptake among the uninsured. In particular, they

find that sending targeted informational nudges to

uninsured households in California increases insur-

ance enrollment by 16%—equivalent to a monthly

subsidy of $25–$53. They increase enrollment by re-

ducing cognitive frictions that make purchasing in-

surance difficult by sending letters that informed

households of the state uninsured tax penalty, of

enrollment deadlines, of estimated subsidies avail-

able to each household, and of plans offered in the

state insurance marketplace. As many households

which are not carrying health insurance are, para-

doxically, subsidy eligible (Baicker et al., 2012),

we suggest leveraging state or federal tax returns—

which are themselves used to assess eligibility—to

identify households suitable for an information pack-

age and, with the existing HHS infrastructure for

information dissemination, send suitable households

information about subsidies and marketplace health

care plans. Although this would not cover all unin-

sured parties, it would reach a significant proportion

of the uninsured population: nearly 50% of state or

federal subsidy eligible adults (Baicker et al., 2012).

If, for the purposes of nudging uninsured house-

holds towards insurance uptake, we construct an

information package as described in Domurat et

al. (2021) with the same featured text we recom-

mended be present in the HHS mandated summaries,

we would diminish the power of behavioral fric-

tions present among the (specifically subsidy eligi-
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ble) uninsured and expose this uninsured population

which is not already looking for insurance to the re-

sponsibility framing that would otherwise only affect

those whom Epstein et al. (2022) document are look-

ing for insurance packages (i.e., those responsive to

advertising).

The net effect of our recommended policy would

therefore be that those without insurance, assessed

as predominantly being those who are subsidy eligi-

ble, receive an information nudge containing respon-

sibility framing in the mail. Consecutively, unin-

sured individuals looking to purchase health insur-

ance would encounter responsibility framing in HHS

mandated cost summaries and in regulated adver-

tising. Given the state of the literature, we claim

that such an approach would augment insurance en-

rollment. The theoretical efficacy of this approach

notwithstanding, the current administration’s reduc-

tion of HHS staff by approximately 25% and propen-

sity toward funding cuts—particularly toward medi-

cal research and offices—makes such an intervention

unfeasible at the federal level (Luján, 2025). We

could instead leverage state tax returns to acquire a

list of subsidy eligible people to send informational

nudges to. Rather than requiring HHS increase QHP

certification requirements by mandating the addition

of the responsibility framing in cost summaries, state

Medicaid agencies could instead require that our rec-

ommended phrase be added in order to participate

in state health insurance marketplaces. A state,

rather than federal, approach also restores the polit-

ical feasibility of imposing an individual penalty for

health uninsurance. Several states, including Mas-

sachusetts and California, have both implemented

their own individual penalties. Given the political

heterogeneity of the United States (Kirkland, 2014),

it is likely best that such an apportioning be made

as it would permit those states that do not want to

impose a mandate the freedom not to without pre-

cluding those states that wish to from doing so.

Despite our policy proposal’s emphasis on fram-

ing and penalties, we do not suggest that such an

approach replace subsidies. Although we cite the

finding of Auerbach et al. (2010) that penalties are

more effective than subsidies, we cannot discount

that subsidies are valuable in increasing uptake in

health insurance (Epstein et al., 2022). Given how

relatively inexpensive sending letters and mandating

framing likely would be in decreasing the negative

externality of health uninsurance, we instead recom-

mend that our policy be used in conjunction with

subsidies and penalties.
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