
























































































































































Tabl e 2.2. Pre-H PAA MSAs

1993 1994 1995 1996
MO AZ I'N LA
CO Mr CH
ID NM CA
IL NV PA

M K

1% ur

WA

W/
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Tabl e 2. 3. MSA Maxi mum Contri butions Specified

$5000 $3000 $2000
I N (95) CO (94) AZ (94)
1L (94) I D (94)
M (94) OK (95)
MT ( 95) UT (95)
OH (96)
PA (96)
W (95)
NM ( 95)
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Table 2.4. States with Penalties on Nonnedi cal Wthdrawal s

20% 15% 10%
W/ (95) (P AZ (94) CA (96)
LA (96) | D (94)®
M5 (94) L (94)
NM ( 95) IN (95)
M (94)
MT ( 95)
OK (95)
PA (96)
UT (95) @

(a) penalty only if account balance falls bel ow $4, 000
(b) no penalty if nonnmedical withdrawals are nmade after the age of 59%
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CHAPTER THREE

STATE POLI CY | NNOVATI ON AND MEDI CAL SAVI NGS ACCOUNTS: A
REVI EW OF THE LI TERATURE

I nt roducti on
In order to address the question as to why 19 states
adopt ed MSAs over a period of four years, | considered the
br oader question of why state governnments adopt policies in
the first place. The question of why states adopt the
policies that they do has been considered often in the

policy innovation literature.

Revi ew of Policy Innovation in the States

Much of the policy innovation literature in political
science begins with Jack Wal ker’s study (1969) on the
di ffusion of innovation in the Anerican states. Wl ker
defines “innovation” as a “programor policy which is new
to the states adopting it” (Wal ker 1969, 881). In his study
of 88 different policies adopted by at |east 20 states,
Wl ker says that a state is nore likely to adopt a
particular policy if surrounding states have previously
adopted a simlar policy. Wal ker envisions a diffusion
process whereby there would be policy |eaders, followers,
and | aggards. The | eaders of policy adoption would be nore
urban states that are nore professional with nore resources
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than those of the follower or |laggard states. Walker’s
“l eader states” are |eaders across policy types.

Wal ker’s study is followed by Virginia Gay s (1973)
study of civil rights, education, and welfare. She cones to
t he concl usi on that adoptions vary according to the type of
policy. States that lead in one policy area woul d not
necessarily lead in another. Furthernore, she finds that
the tenporal pattern of these adoptions resenbles an “s-
curve” in which a fewinitial states take the risk of
adoption. This initial phase is followed by an increase in
the rate of adoptions. After the burst of adoptions, the
rate of adoptions declines.

Model s foll ow ng Wal ker and Gray tend toward either an
“internal determ nants” approach which focuses on
influences within a state or a “regional diffusion”
approach which focuses on the enul ati on of adoptions across
state lines. Berry and Berry (1990) observe this
segregation in the policy innovation nodels foll ow ng
Wal ker and Gray. They provide a unified theory of policy
i nnovation in which both internal determ nants and regi onal
diffusion are utilized in the explanation of why states
adopt the policies they do.

Berry and Berry (1990) base their unified adoption
nmodel on Mohr’s (1969) Theory of Organi zational |nnovation.
Mohr’ s theory proposes a rel ationship anong i nnovati on,
notivation, and the obstacles and resources that states
possess. Berry and Berry use Mhr’s framework in expl ai ning
t hat when nei ghboring states adopt a policy (the
regi onal / external approach), this act provides information
(a resource) and reduces uncertainty (an obstacle) to the
state considering whether or not to adopt. Berry and Berry

46



categori ze their explanations of policy adoptions as
“notivation,” “resources,” and “obstacles.” The interplay
of these factors can be explained in terns of econom cs,
culture, politics, and region. Berry and Berry follow with
a simlar approach in their 1992 research on state tax

i nnovation. In that work they consider econom c

devel opment, fiscal health, proximty of elections, party
control, and region as explanations for adoption.

Since the early 1990s there has been a surge in the
nunber of policy diffusion studies in areas such as
abortion (Money and Lee 1995), the death penalty for the
mentally retarded (Enmert and Traut 2003), digital
governnent policies (McNeal et al. 2003), education
(Mntrom 1997a, 1997b; M ntrom and Vergari 1998; Wng and
Shen 2002), electricity regulation and deregul ati on (Ka and
Teske 2002), Indian gam ng (Boehnke and Wtner 2004),
interstate conpacts (Dodson 1998), living will laws (dick
and Hays 1991), Medicaid waiver policies (Arsneault 2000),
right to die (dick 1992a, 1992b), taxes (Berry and Berry
1992), and tort law (Lutz 1997). Nice (1994) anal yzes state
i nnovations in the areas of teacher conpetency training,
bal anced budget provisions, sunset |aws, public canpaign
finance, rail passenger service, property tax relief,
deregul ation of intimate behavior, and the state ownership
of freight railroads. Together these studies provide
vari ous explanations for state policy adoptions,
expl anations that can be characterized as soci oeconom c,
political, economc, and regional.

Many of these sane expl anations for adoptions have
been used by policy scholars to provide expl anations for
health policy innovations. Carter and LaPl ant (1997)
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consider the major influences on health policy adoptions to
be 1) problem environnment 2) popul ation density 3)

political factors and 4) region. In his research on snal
busi ness insurance reform Stream (1999) categorizes the
expl anations of adoption as 1) political context 2) fiscal
health 3) problenfseverity demand 4) interest group 5)

regul atory environnent and 6) diffusion. Both Carter and
LaPl ant (1997) and Stream (1999) consider fiscal,

political, and regional influences as determ nants of

i nnovati on.

Revi ew of Medi cal Savi ngs Accounts

Wil e there have been a | arge nunber of state policy
i nnovation studies since Berry and Berry (1990) and even
sone in the health policy area, to date, there have been no
peer-reviewed articles or texts dealing with the adoption
of MSAs in the Anerican states. Mich of the conversation
about the MSA at both the national |level and state |evels
began wth the book Patient Power by John Goodman and
Gerald Musgrave (1992). In Patient Power Goodman and
Musgrave offer readers a market-oriented approach to health
insurance. In their introduction the authors state their
thesis that conmon-sense principles nmust be applied to
health care decisions as they are to other goods and
services. It was in this work that the MSA i dea was
presented. This 672-page book was | ater abridged by the
Cato Institute and received a wide circul ati on (Goodnman
2004) .

According to Goodnman (2004), Patient Power delivered a
death blow to the Cinton-managed conpetition plan. Wile
Patient Power did not nention the dinton plan per se,
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Goodman states that the MSA policy outlined in the book
becane a rallying point for several nenbers of Congress.
About 40 Republican senators enbraced the MSA as an
alternative to the dinton plan. It is Goodman’s view t hat
once those Republicans enbraced the MSA policy, the dinton
pl an was dead.

After Patient Power and after attenpts to get the MSA
adopted at the national and state |evels, discussions about
the MSA began to appear in the academ ¢ and popul ar
l[iterature. Debates over the MSA were centered nore on
national -l evel than on state-|level issues and covered
several topics such as the attenpt by Congress to pass MSA
legislation in the early 1990s (CGoodman and Musgrave 1992,
1993; Granm 1994; Harris 1996; N chols 1995; Pauly and
Goodman 1995a, 1995b) and design issues (Anbrose and Butl er
1997; Anerican Acadeny of Actuaries 1995; Litow 1994, 1996;
Litow and Mul | er 1996; Moon, N chols, and Wall 1996, 1997;
Thorpe 1995). QOpponents of the MSA wote of the potenti al
negative effects that the health care system m ght incur
because of MSA inplenentati on such as adverse sel ection
(Nichols 1995), the undesirable condition of expanding an
i ncone tax subsidy to one nore exception (Pauly 1994), the
underm ni ng of managed care (Bodenhei ner 1996), the
thwarting of policy goals ained at achi eving universal
coverage (Lav 1994), and the apocal yptic forecast that MSAs
woul d wreck the health insurance system (Burry 1994a,
1994b). However, others that were generally supportive of
the MSA included Barchet (1995), Barchet, Anderson, and
Chapman (1995), Ferrara (1996a, 1996b), Goodman and
Musgrave (1993), Jensen and Morlock (1994), Matthews
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(1996), Norquist (1996), Pauly and Goodnman (1995a, 1995b),
Roth (1994), and Tanner (1995).

The policy debate over the MSA and the issues
surroundi ng that debate can be illustrated by Mark Pauly
and John Goodman and their critics in an exchange that took
place in 1995 in the academ c journal Health Affairs.

In their article “Tax Credits For Health I nsurance and
Medi cal Savi ngs Accounts,” Pauly and Goodman (1995a) say
that a problemw th the health insurance systemis that it
provi des a tax subsidy for enployer-purchased health
i nsurance which results in nore funds goi ng to purchase
unnecessary health insurance (and thereby increasing
inefficiency) and in discrimnation against those who are
sel f-enpl oyed or not enpl oyed. They suggest that political
conditions will not allow for conprehensive health care
reform noting that “renoving the tax subsidy by whol esal e
revisions of the tax code seens politically inprobable”
(131). Instead, they suggest that the tax system be changed
at the margins. This could be done by allow ng for a tax
credit of $750 for the voluntary purchase of catastrophic
health insurance in lieu of the current tax subsidy.
Receiving the tax credit would be conditional on whether or
not consuners had net a mninmal requirenment of obtaining
catastrophic health insurance along with an MSA. The tax
credit would be fixed: consuners would not get a greater
tax credit if they purchased nore health insurance.

The tax credit would be one of three policy goals: the
second woul d be the purchase of a catastrophic health
i nsurance policy wwth the third goal being the opening of
an MSA for the purpose of saving after-tax dollars in order
to pay the high deductible. Revenue earned fromthe account
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could be tax-free, but there would be a limt on how much
tax-free revenue could accunul at e.

Several critiques followed the Pauly and Goodnman
article. Nichols (1995) criticizes Pauly and Goodman’ s
attenpt to achieve tax reformat the expense of encouraging
ri sk segnentation. According to Nichols tax favorability
granted to enployers in paying health insurance premuns is
inportant to the pooling of risk. Ni chols maintains that
the tax incentive in the MSA woul d underm ne the pooling of
ri sk, encouraging risk segnentation and resulting in
costlier health insurance prem uns for those at risk.

Paul y and Goodman (1995b) reject the claimthat MSAs
necessarily lead to adverse selection and risk segnmentation
as suggested by N chols (1995). They point out that the
mar ket is already segnented and that MSAs woul d probably
have the effect of bringing in consuners currently
uni nsured, |ike those that are healthy and young.

O her respondents included Chollet (1995) who
critiques the Pauly and Goodnman proposal on efficiency
grounds saying that catastrophic plans are likely to
i ncrease the anount of health care debt consuners incur
This would only transfer the cost of health care to
provi ders. Al so, increased out-of-pocket health care
expendi tures woul d encourage a reduction in “necessary
heal th care” especially anong those with a | ower incone.

Hsi ao (1995) says that the market power of physicians
greatly surpasses that of patients, a power which allows
providers greater latitude in setting prices. The author
uses the exanple of Singapore’ s experience with Medi save
accounts to show how health care costs have risen in spite
of the accounts.
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Those generally supportive of the MSA tend to use two
lines of support for the MSA. The first line of support is
based on findings fromthe Rand Corporation’s Health
| nsurance Experinment (HIE). The H E finding of nost
interest to MSA supporters is that participants are nore
cost conscious about their health care spending as the
I nsurance co-paynent increased, yet this increased
frugality by the participants does not result in a decline
in health (Newhouse 1993). Those who use this first |line of
support include Barchet (1995), Bunce (2001), Goodnman and
Musgrave (1993), Jensen (2000), Jensen and Morlock (1994),
Keel er et al.(1996), Scandlen (2001), and Tanner (1995).

The second |ine of support used to state the positive
features of the MSA is to report the past successes of MSAs
in the corporate world. As was nentioned in Chapter Two,
ol den Rul e I nsurance Conpany, Dom ni on Resources, and
Forbes all adopted sonme formof MSA as a part of their
enpl oyee heal th benefits package. Typical of this |line of
support is to describe the plan and to report the savings
to both the conpany and the enpl oyee (Barchet 1995;
Barchet, Anderson, and Chaprman 1995; Buckeye Institute
1999; Bunce 2001; Ferrara 1996b; Goodman and Musgrave 1993;
Granm 1994; Jensen 2000; Jensen and Mrl ock 1994; Tanner
1995; W/ davsky 1993).

Opponents also tend to use two lines of support in
their opposition to the MSA. Wil e MSA supporters tend to
rely on the sinulation of the Rand H E, MSA detractors tend
to cite the sinulation fromthe Anmerican Acadeny of
Actuaries (AAA) in support of their position (Amrerican
Acadeny of Actuaries 1995, 23). Speaking of the MSA
“Wwnners and | osers,” the AAA concluded that “the greatest
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savings will be for the enployees who have little or no
heal th care expenditures. The greatest |osses will be for
the enpl oyees with substantial health care expenditures.
Those with high expenditures are primarily ol der enpl oyees
and pregnant wonen.” While the AAA does say that the
average person would do well under the MSA plan, the AAA
estimates that anong enpl oyees with the hi ghest nedical
expenses, the amount of prem umincrease could be as much
as $926 under the MSA as opposed to a traditional plan
(Ameri can Acadeny of Actuaries 1995, ii). Those using this
i ne of argunent include Bodenhei mer (1996), Burry (1995a,
1995b), Dreyfuss and Stone (1996), Kennedy (1996), Moon,

Ni chols, and Wall (1996), N chols (1995), Stark (1995), and
Warsh (1996).

Second, opponents tend to cite a study by the
Congressi onal Budget Ofice (CBO which states that "in the
I ong run, the existence of any type of catastrophic-plus-
MBSA (nedi cal savings account) option that woul d be
attractive to a | arge nunber of people could threaten the
exi stence of standard health insurance" (Congressional
Budget O fice 1994). MSA opponents citing this projection
of the CBO include Burry (1995b), Dreyfuss and Stone
(1996), Judis (1995), Kendall (1996), Kennedy (1996), Moon,
Ni chols, and Wall (1996), Pallone (1996), and Quinn (1995a,
1995b) .

Wil e nost of the recent focus on MSAs has been at the
national level, the focus of this study is on MSA adoptions
at the state level. Between 1993 and 1996, 19 states
enacted non-H PAA MSA legislation in their states. Mst of
the state MSA studi es have been a review of what states
have done so far and the potential inplications for MSA
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i npl enent ati on (Hol ahan and N chols 1996; Manchester 1994;
M nnesot a Departnment of Health 1994; Mwon, N chols, and
Wal | 1997). However, in their dissertations, Dolfini-Reed
(2000) and Karch (2003) provide sone analysis for state MSA
activity.

Moon, Nichols, and Wall (1997) sinulate the effects of
i ntroducing MSAs into the current m x of enpl oyer-sponsored
heal th i nsurance arrangenents. They al so exam ne the
experience of 13 states that enacted sone form of MSA
| egi sl ati on. They conclude that MSAs hold some prom se,
especially for healthy workers. However, they al so report
that MSAs may trigger higher premuns for those |ess
heal t hy and produce ot her negative consequences for the
heal th i nsurance narket.

Scott Manchester (1994) did a briefing paper for the
Oregon Departnent of Health in which he eval uates the MSAs
in seven states and conpares themw th two congressional
MBA proposals. He raises the point that the MSA creates a
“concern” for managed care systens and nmay cause adverse
selection to existing Oregon health plans. M nnesota
Department of Health (1994) is nore forthright in stating
that the MSA concept is inconpatible with the concepts of
uni versal coverage and nmanaged care.

There have been sonme suggestions as to why MSAs m ght
have received favorable attention within a state, including
the influence of Golden Rul e Insurance Conpany (Andrews
1993; Cal abrese 1994), ?* Republican governors (Freudenhei m
1992; Norqui st 1996; Roth 1994) or Republicans in general

24 For Colden Rule’s political activity at the state level in other
areas besides M5As see Andrews (1992a, 1992b), Feaver (1994),
Ket zenberger (1989), Mnk (1994), and Strange (1991).
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(Pet erson 1997), ?° conservative ideol ogy (Dol fini-Reed 2000;
Karch 2003; Peterson 1997), state laws that prohibited the
sale of health plans other than the “standard, state-
defi ned benefit packages” (Anerican Medical News 1994), the
result of budget constraints (Carter 1997), and Congress’s
failure to enact conprehensive health care reform (Parish
1994; Snei der 1993).

Two di ssertations have provi ded sone anal ysis of state
MBSAs. Dol fini-Reed (2000) includes the MSA in her
eval uation of the “laboratories of denobcracy” thesis by
conparing health care policies that are nostly state-
dom nated with those that are Washi ngt on-dom nated and
conparing them across the adoption and inplenmentation
phases of the policy process. The MSA along with child
health insurance, health alliances, high-risk pools, and
mar ket reforns are anal yzed. She chal |l enges the oft-held
assunption in the state policy literature that innovation
is largely an act of liberal ideology. Rather, in her
concl usi on, she states the foll ow ng:

It is not the case that the states that innovate
first and nost frequently are those with a

i beral ideological orientation. State policy
innovation is not only a liberal act reflective
of liberal ideologies. Instead, state policy

i nnovation is an act of change that may refl ect
conservative or |iberal ideol ogi es dependi ng upon
t he ideol ogical |eanings of the state. It is an
act of change realized under the Anerican federa

% peterson (1997, 1105) says, “Republicans swept the congressiona

el ections in 1994, took control of the legislature for the first tine
in forty years, and advanced MSAs as a feature of conservative narket
ort hodoxy.” While this is a reference to the Republican Party at the
national level, it is not too far a field to infer here that if the MSA
was an inportant part of the Republican national agenda, the same can
be said for state parties. Al so, see Karch (2003).
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structure and reflective of the responsive nature
of American denocracy. (201)

Dol fini-Reed al so finds evidence in her baseline nodel
for the influence of socioeconom c, market, and regional
i nfl uences on state MSA adoptions.?® In his dissertation on
state health care policy innovations Karch (2003) finds
evi dence that supports the conclusion that soci oeconom c,
political, regional, and national influences are affecting
state MSA activity at different tinmes in the policy
process.

Li ke Dol fini-Reed and Karch, | al so provide an
anal ysis of state MSAs; however, in this dissertation, |
focused only on the state MSA adoptions. Anot her
di stinction between these two studies and mne is that |
utilized the Berry and Berry unified adopti on nodel
explained in the next chapter. Interpreting policy adoption
within this franework led to sonme explanations different
fromwhat Dol fini-Reed or Karch found. A third distinction
between this study and theirs is that | considered the
i nfluences on one policy rather than the influences across

several policies. Focusing on one policy allowed ne to

26 There is a discrepancy between ny research and Dol fini-Reed s over
whet her or not certain states adopted the MSA. First, she excl udes
California, Nevada, and Pennsyl vania as adopters (164, Table 61).

However, | find that those states were adopting states. Second, she
speci fies Maine as having adopted MSAs in 1995 (164, Table 61).
However, | find no evidence that Maine ever adopted them Sheila

Bearor, the Reference Librarian for the Maine State Law and Legi sl ative
Ref erence Library confirned ny research (Bearor 2004 El ectronic Mil,
August 25) as did Colleen Reid, Legislative Analyst for the Joint

Standi ng Conmittee on Insurance and Financial Services at the Ofice of
Policy and Legal Analysis in Augusta (Reid 2004 El ectronic Mil, August
25). Third, she specifies Oregon as adopting an MSA in 1991 (164, Table
31), yet | find no evidence that Oregon adopted MSA | egislation then.
My findings on Oregon were confirmed by David Harrell, Legislative
Librarian for the Oregon State Capitol (Harrell 2004 Electronic Mil,
August 26). Oregon did adopt an MBA |aw in 1997.
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concentrate on what m ght have been the influences on the
adoption of the MSA irrespective of other policies.

As for Dol fini-Reed s research specifically, the
di stinction between nmy research and hers is that there are
a nunber of differences between her research and mne as to
what states actually adopted the MSA. As to Karch’'s
research specifically, this dissertation is distinct from
his in that | amproviding an analysis of only those MSAs
that were adopted just prior to H PAA Second, Karch
includes Virginia and Wsconsin in his analysis. However, |
excl ude these two states because their adoption of an MSA
was conditional on a national MSA adoption. In effect,
congressional and presidential inaction was tantanmount to a
veto on the state MSA, even though it was passed by the
| egi sl ature and approved by the governor. ?

27 |n addition, Karch says that Chio adopted the MSA in 1994. However,
nmy findings indicate that Chio did not adopt its MSA until 1996 (HB
179, adopted July 2, 1996). Greg Schwab, a staff attorney for the Oio
Legi sl ative Service Conmi ssion confirmed nmy findings (August 27, 2004).
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CHAPTER FOUR

THE UNI FI ED POLI CY ADOPTI ON MODEL AND MSAS

| nt roducti on

In the analysis of state MSA adoptions, an EHA using
probit is enployed. The probit analysis provides the
potential enpirical support for the hypotheses pertaining
to state MSA adoption. This statistical nodel is presented
in Chapter Six of the dissertation. Wthin this chapter the
uni fied policy adoption nodel that provided the franmework
for the analysis is presented.

The fundanmental research question in this project is
“Why do states adopt the policies they do?” One descriptive
answer to that question is that “policy adoption” occurs
when there is sufficient agreenent between the majority of
the state house nenbers and the governor to vote for a
specific bill. This explanation of policy adoption has the
virtue of providing the analyst with a clear and distinct
boundary between the place where an event has not yet
occurred and the place where the event has occurred.

As for the causation of the policy event, earlier
policy adoption studies have tended to focus on nodel s that
consi der those influences that are regional or internal to
the state. Berry and Berry (1990) offer an approach that
unifies the two types of nodels. In their review on
i nnovation and diffusion research, Berry and Berry (1999,
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187) propose the foll ow ng nodel of state governnent
i nnovati on:
ADOPT; ; = f(EXTERNAL;  MOTI VATI ON ;, RESOURCES/
OBSTACLES; {, OTHER PCOLI CIES; t)
Berry and Berry define each of the variables as foll ows:

ADOPT; 1 is the probability that state i w |l adopt
the policy in year t. EXTERNAL; ; denotes

vari ables reflecting diffusion effects on state i
at tine t; thus, they would neasure the behavior
of other states at tine t, or in the recent past.
MOTI VATI ON . represents vari ables indicating the
notivation to adopt the policy of public
officials in state i at tinme t.... RESOURCES/
OBSTACLES; : denotes variables reflecting
obstacles to innovation and the resources
avai l able to overcomng them...[f]inally, OTHER
POLICIES  is a set of dumry variabl es indicating
the presence or absence in state i of other
policies that have inplications for the

i kelihood that the state will adopt the new
policy. (188)

As in this nodel created by Berry and Berry (1999), ny
expl anations can al so be considered in terns of
notivations, obstacles, resources, external influences, and
other policies. Below, | provide an explanation of NMSA
adoption within the context of the Berry and Berry
framework, along with the hypotheses to be tested (See
Table 4.1 for a summary of the nodel factors with their
hypot heses.).

The Mdtivation to I nnovate
The Unified Moddel of Policy Adoption (Berry and Berry
1999) states that adoption is, in part, a function of the
nmotivation to innovate. Lawrakers are nore likely to be
notivated to i nnovate when faced with a crisis, when the

policy offered is also consistent with their own ideol ogy,
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and when their party has control over the governnment. As it
pertains to the MSA, the notivation to innovate is |ikely
to be highest in states where | awrakers are Republi can,
conservative, and reside in states that have a high rate of
uni nsurance. Further analysis of the notivation to innovate
follows and includes a discussion about the el ectoral

hypot hesis as a notivation to innovate as well as the role
t hat uni nsurance, political party, and ideol ogy played in

t he adoption of state MSAs.

The El ectoral Hypothesis

Much has been made of the electoral hypothesis as an
expl anation for the notivation to innovate (Berry and Berry
1992). According to the electoral hypothesis, |awrmkers are
likely to be influenced by public opinion as the tine for
reel ecti on approaches. Therefore, | awmakers are nore likely
to support popul ar programs just prior to an election and
to del ay passing unpopul ar progranms until right after an
el ection, creating as large a buffer of tinme as possible
bet ween passi ng the unpopul ar program and t he next
el ection. Furthernore, |awmakers are likely to be nore
receptive to timng their support of policies based upon
the degree to which they are vul nerable on El ection Day.
The nore vul nerable they are, the nore likely they are to
support popul ar prograns just prior to election tinme and to
del ay supporting unpopul ar progranms until after the
el ection. The el ectoral hypothesis seens reasonabl e
especially if | awrmakers adopt unpopul ar policies that are
highly salient with the public.

However, it is not likely that elections act as a
significant notivation in the adoption of MSAs. |nsurance
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issues are not normally salient with the public; this |ack
of public interest has been attributed to their conplexity
(Mei er 1988; Randall 1999).2% For exanple, the MSA idea was
difficult to understand (a conplaint nade by insurance
agents after the passage of HI PAA) (Bunce 2001). If the MSA
is not a salient issue with the public, |awmakers need not
fear that NMSA adoption will generate voter retaliation. Nor
do | awmrakers need to fear retaliation fromthe market
sector as the MSA is voluntary, and thus, not likely to
generate the kind of resistance nornmally associated with
regul atory policies.

State Uni nsurance

Though fear of public retaliation can reasonably be
ruled out as a conponent of MSA adoption, sone el enent of
fear may have been at play in the notivation to innovate.
For exanple, earlier works address the relationship between
a crisis and policy innovation (Carter and LaPl ant 19972
Gray 1973; Gray and Lowery 1990; Nice 1994; Savage 1985;
Stream 1997; Wl ker 1969). Reforners often allude to a

2 Randal | (1999, 626, n.3) says, “Consumers do not participate in

i nsurance issues for a nunber of reasons....insurance issues are
typically conplex, requiring special know edge and experti se.

I ndi vi dual insurance consuners can obtain and understand information
about the issues only with great effort and at great cost.” Meier
(1988, 17) says “insurance regulation is a widely ignored segnent of
political econony.” MNeal et al. (2003) finds that citizen demand is
not a factor in the adoption of a technical policy like digita
governnent policy. States with households with greater internet access
are actually less likely to be innovators in digital policy.

¥ Carter and LaPl ant (1997, 21) state that the “probl emenvironnent” (as
measured by the “percent of the popul ation aged 65 and over, per capita
Medi cai d spendi ng, and state heal th/ hospital spending as a percentage

of general expenditures”) has a “limted effect” on the adoption of
state health care policy innovations. This “probl em environnment”
variable correlated with sone innovations but not with others.
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“crisis in health care” that demands that new policies be
enacted. Gven the attention by states on health insurance
reformand the related rising rate of uninsurance, it is
likely that the notivation to innovate is, in part, an
attenpt by | awmakers to manage a perceived crisis in health
care resulting fromlack of health insurance. Innovative
health care refornms would be ained at raising the nunber of
insured citizens in the state.

The notivation to innovate is |likely to be greater if
there is sonme crisis in the mnd of the |awraker that
rai ses the saliency of the issue. According to Nice (1994,
33), “a crisis, a deteriorating situation, or a vague
perception that current performance is not satisfactory can
spur decision making into researching for new approaches,
assessing their nmerits, and adopting those innovations that
of fer some prospect for inproving the situation.” A rising
or already high rate of uninsurance will likely be
percei ved by | awmakers as “a deteriorating situation” and
thereby raise its level of saliency. There is sone
i ndication that uninsurance is a salient issue (Barrilleaux
and Brace 2001).3% 1f | awrakers deemthe state’s
uni nsurance | evel as severe enough, they may surm se a
“deteriorating situation” that N ce speaks of and respond
by adopting innovative policies.

Gray (1994, 1352) notes that one way that problens can
be identified is by “data already coll ected” that provides
a nmeasure for sone problem An inportant indicator to
| awmmakers of the state’s insurance problemwould be the

state’'s rate of uninsurance. This statistic can serve as a

*Barrilleaux and Brace (2001, 4) say that “....uninsurance represents
the nost salient health policy problemof the decade.”
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benchmark for assessing how the state is faring in
controlling the rising rate of uninsurance. It can also
provi de a neasure for conparing one state with the next.
Lawrakers can assess how their state fares with other
states in addressing their state’s health care probl ens.

However, there are sone [imtations to the use of a
measure of uninsurance. There is the limtation of tineg;
any response by | awmakers to a measure of uni nsurance woul d
have a tinme lag. Information on insurance rates nust be
gat hered and assessed. Normally, a | awmker receives
know edge of insurance rates the follow ng year. However, a
| awmaker receiving and reacting to information on
uni nsurance rates for 1992 in 1993 woul d probably not have
time to respond to that information in the 1993 | egislative
year, but would have to wait until at least 1994 to
advocate a policy adoption. Therefore, it appears that
there would be at | east a two-year lag on the effect that
the rate of uninsurance could have on the notivation to
adopt .

If Nice (1994) is correct that a crisis can spur
i nnovation, then it is reasonable to assune that a high or
rising rate of uninsurance provides a platformfor reform
m nded | awmakers to conpete in pronoting innovative
policies in their states. As the saliency of the issue
i ncreases anong | awmakers, greater pressure will be placed
on themto pass sone reformto deal with the problem M
conclusion is that such states will be nore receptive to
adopting MSA | egi sl ation.

Therefore, | hypothesize that

Hi the probability that a state will adopt the MSA policy
increases as its rate of state uninsurance increases.
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| deol ogy

A second conponent of the notivation to innovate
surrounds the potential influence of ideology on policy
adoption. O her policy studies have remarked on the
i nfluence that |egislative ideology has on state policy
adoption (Carter and LaPlant 1997; Ka and Teske 2002;
Skocpol 1993; and Starr 1982). Barrilleaux, Brace, and
Dangrenond (1994, 28) consider ideol ogy “the nost
persistent force underlying state health reformefforts.”
In short, the notivation to innovate is likely to increase
when policy proposals threaten the | awraker’s i deol ogi cal
principles, with the | awraker reacting to protect those
principles. This reaction could extend to pronoting an
alternative policy to counter an offending policy.

An ideology is defined by Ball and Dagger (2004, 4) as
“a fairly coherent and conprehensive set of ideas that
expl ains and eval uates social conditions, hel ps people
understand their place in society, and provides a program
for social and political action.” As | awrakers rely on
their ideologies to guide themin nmaking policy changes,
their policies will likely clash with other |awrakers who
deemthose policies a threat to their own ideol ogy. Should
that occur, it is possible that those | awmmakers who feel
threatened will propose their own policies to counteract
the policies that they deemthreatening.

The persistence of ideology as an influence in health
policy may be due, in part, to the polarity between
conservative and liberal views on health policy. Balla
(2001, 234) summarizes the distinctions between
conservative and liberal views about health care, noting
that “in general, conservatives are |ess favorably disposed
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than liberals toward econom c regulation, and this pattern
typically holds in the health sector” (See al so Gol dstein
1997; Johnson and Broder 1996). Liberals tend to support
government regulation as a solution to market failures. On
the ot her hand, conservatives are likely to point to
government intervention as being one of the causes of
mar ket failure (Wissert and Wissert 1996).

An exanple of this ideol ogical conflict between
i berals and conservatives occurred when President Bil
Clinton attenpted to inplenent his managed care program
Since liberals are nore likely to view regul ation of the
mar ket as a renedy to state problens (like rising
uni nsurance rates), they were nore likely to have supported
Cinton’s managed care plan. Conversely, since
conservatives are nore likely to view regul ation of the
mar ket as being one source of market failure, they were
nore |likely to have opposed Cinton’'s plan. This is, in
fact, what we do find with conservatives, referring to
Cinton’s plan as “socialized nedicine. "3

Conservative | awmakers are apt to see increased
government regul ation of the market as an ideol ogi cal
threat. The reaction by conservatives that Cinton’s
managed care policies would | ead to socialized nedicine
i ncreased the |ikelihood that conservatives would offer
policy alternatives to the Cinton plan if given the
opportunity. The MSA appears to have been such an
alternative offered at both the state and the federal

' The pejorative of “socialized nedicine” originally came fromthe
Ameri can Medi cal Association (AMA) and was | evel ed by them agai nst
Harry Truman’'s plan to nationalize health insurance in 1945 (Hogeboom
1994).
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| evel s (Bordonaro 2002; Brown 1994; Goodman 2004; Pari sh
1994; Schoch 1994; and Snei der 1993).

Once President dinton’s nmanaged care plan was
i ntroduced in 1993, conservatives began to nobilize in
opposition to it. On July 1 the Chairman of the American
Conservative Union (ACU), Donald Devine, said that “we
don't want a governnent-nmanaged systemthat wll lead to
rationi ng" and joined ALEC to actively oppose the O inton
plan (Priest 1993, A3). It was also at this tine that a
coalition of conservative organizations called the Ctizens
Agai nst Rationing Health (of which ACU and ALEC were a
part) began denouncing the Cinton managed care plan and
pronoting the MSA as an alternative (Priest 1993; The
Record 1993). By Decenber of 1993, Vice President Dan
Quayle’s chief of staff, WIlliamKristol, a prom nent
neoconservative, began issuing nenbos to congressional
Republ i can | awmakers urging themto oppose the Cinton plan
(Patel and Rushefsky 1999).

Not only was there a reaction anong nationa
conservative | awmakers to the dinton plan, but there was
al so a reaction by conservative state | awmakers. Bordonaro
(2002) notes that during her tine at ALEC, conservative
| awmakers were | ooking for policy alternatives to the
Cinton plan. By 1993 ALEC was pronoting the MSA and wote
an MSA nodel |aw for state | awmakers to introduce into
their state legislatures. During 1995, 28 state
| egi sl atures proposed ALEC s MSA nodel |aws; eight states
adopted them (State Capitol Reports 1995). In several
states conservative | awmmakers were pronoting the MSA as a
mar ket solution to existing health care probl ens by
changi ng i ncentives toward individual choices (Geenwald
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1994), by meking the patient a consunmer (PR Newswire
1994a), and by creating conpetition anmong providers (Chen
1996). Based on what we know about the ideol ogies of state
| awmakers, these market solutions were nore likely to be
vi ewed positively by conservatives than by liberals.

| f ideology is inportant to the notivation to innovate
in the case of the MSA we shoul d expect that conservative
state | awrakers would be nore likely to respond positively
to the MSA policy than |iberal |awrakers. Because the
conventional wsdomis that the MSA is a conservative
policy and that the intense discussion about its nerits
took place in the aftermath of the proposed Cinton health
care plan, | hypothesize that

H, the probability that a state will adopt the MSA increases
as its rate of state governnent |iberalism decreases.

Political Party

A third conmponent of the notivation to innovate is the
i nfluence that state political parties have on the adoption
of policies. McNeal et al. (2003) reports on the inportance
of the Republican party in digital governnent policies
while Hays and dick (1997) report on the Denocratic
party’s influence on the adoption of living will |aws.
Political parties provide the notivation to innovate to the
degree that their party can control the state governnent.
The chances of the MSA being adopted are greater with the
Republicans in control than with the Denbcrats in control

There are several reasons for state parties to provide
anple notivation to innovate. First, parties historically
and currently provide the nmeans by which conpetition takes
place wwthin the | egislative process. Al nost all | awrakers,

whet her they are | egislators or governors, have chosen to
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run for office as either Republicans or Denobcrats. Second,
Dye and McManus (2003) note that the party has influence

wi th | awmmakers by communi cating expectations via roles. The
party can relay to its |lawrakers its expectations that they
be loyal to the party and its goals. Third, nmenbers of the
majority party exercise control over the main instrunents
of the legislative process. In nmany states the mgjority
party caucus sel ects the speaker in the | ower house, the
presi dent of the senate in the upper house, and commttee
chairs (Dye 2000). The majority party may al so caucus to

di scuss the policies they should support. Such
opportunities are likely to be used by the majority party

| eadership to advance their goals within the |egislature.
Wth actual control over the legislature, |awrakers in the
majority party are likely to reason that their pet projects
can becone policy realities. This confidence would
undoubtedly increase if the sanme party controlled both
chanbers of the legislature as well as the governor’s

of fice.

Shoul d the Republicans have opportunity to increase
their control over the | awaki ng process, they would al so
be the ones nore likely to pronote the MSA. There are at
| east two reasons why it is nore likely that the
Republ i cans are the ones to pronote the MSA. First the
Republican party tends to be supported by pro business
organi zati ons such as the NFI B and m drange i nsurance
conpani es, both of which are generally supportive of the
MBA. Second, the historical record indicates that support
for the MSA cones nostly fromthe Republicans (Norquist
1996; Roth 1994).
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During the 1990s the rise of interest in and pronotion
of the MSA corresponded wth the rise of Republican party
control of state governnents. The 1990 census and ensui ng
redistricting in 1992 marked a decline in control by the
Denocrats over state houses nationw de. By 1992 Denocrats
had dropped to 57% from 60% control of |egislative seats
that they held just before the census. By 1994 Denocratic
party control had slipped further to about 52% (Patterson
1996). Prior to the 1994 el ections, Republicans had control
of only eight of the state |egislatures; after the 1994
el ection, they controlled 19. Wth regard to the governor’s
mansi ons, Republicans occupied only 19 of themjust prior
to 1994; after the election they occupied 30 (Bi bby and
Hol brook 1999). This slippage by the Denbcrats and the
surge by the Republicans just prior to the first MSA
adoptions nmay provi de sone explanation for the attention
that the MSA was receiving in the early 1990s. G ay (1994,
1354) notes that “a change in adm nistrati on—a new gover nor
or a different party in control of the |egislature—all ows
new i deas to surface.”

Because it appears that political parties notivate
| awmmakers to take sides on specific policies, and because
it is nore likely that the Republicans supported the NMSA, |
hypot hesi ze t hat

H; the probability of state MSA adoption increases as
Republ i can control over the state |legislative and executive
branches i ncreases.

bstacles to I nnovation and the Resources to Overcone Them
The second factor in the Berry and Berry state
adoption nodel pertains to the agents that provide the
resources and obstacles to state policy adoption. Four such
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agents are considered as possible obstacles or resources
that affect policy adoption. First, the federal
relationship is likely to have sone effect on adoption
because of the financial assistance provided by Washi ngton
to the states. The resources that Washi ngton provides are
likely to steer states toward policies that Washi ngton
desires and away fromindividual state initiatives. These
resources will probably have a negative effect on MSA
adoption. Second, state professional associations are also
likely to influence the MSA adoption. The state

pr of essi onal association nost likely to have an effect is
the National Association of |Insurance Comm ssioners (NAlC
NAI C has the potential to influence choices in state policy
through its process of accrediting state insurance prograns
and through its insurance nodel |aws which are likely to
pronote uniformty of policies anong the states. Like
federal assistance, NAIC s resources probably decrease the
i kelihood that states will devel op uni que policies.

Third, legislative professionalismprovides |egislators

wi th additional noney and tinme to consider potential

i nnovations. However, not all policies are equal; sone may
require only a small nunber of resources. A policy
requiring few resources like the MSAis nore likely to be
adopted by a state having fewer resources and nore |likely
to be overlooked in a state having nore resources.
Therefore, the resources provided to state legislators are
likely to have a negative effect on MSA adoption. Finally,
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policy entrepreneurs3 are likely to influence MSA
adoptions. Since few state | awrakers have training in

i nsurance and since insurance issues are characteristically
technical, the policy entrepreneur could prove to be a

val uabl e resource by providing information. Such
informati on may be valuable to state | awmmakers actively
seeking solutions to problens related to health insurance
that are conpatible with their own ideals. The influence
that the policy entrepreneur has on MSA adoption is |ikely
to be positive. Below, | provide a further analysis of each
of the vari abl es above.

Federal i sm

Washi ngton’s program of providing financial assistance
to the states has been dubbed by scholars as “fiscal
federalism (King 1984; Misgrave 1959; QCates 1972). An
inportant part of fiscal federalismis the financial
assi stance that reaches states through the federal grants-
in-aid. According to Hanson (1999, 45), “Financial grants-
in-aid are the chief incentives by which national policy
makers i nduce state governnent to enact prograns and
policies intended to serve national objectives.” If, as
Hanson wote, the grants are the “chief incentives” of
states’ legislative actions, this would seemto inply that
Washi ngton pol i cymakers assune they can enlist state

2 Ki ngdon (1984) describes the policy entrepreneur as one who is in the
policy comunity and who is willing to comrt resources “in the hope of
future return” (129). According to Kingdon, the “hope of future return”
could include the political acceptance of a policy for which they
advocat e.
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| awmakers in nmeeting their own national objectives.?3 Al ong
with the grants Washi ngton attaches regul ati ons governing
the grants in the formof conditions-of-aid. According to
Wlson and Dilulio (2001) the regul ations that acconpany

t he noney may steer the states away from generating and
adopting their own innovations in health policy.

We shoul d expect that federal grants and their
acconpanyi ng regul ati ons would i nfluence state policy
adoptions and that the type of grants offered woul d be
conditional on the party that controll ed Congress. A change
in party control of the Congress would likely lead to a
change in what grant prograns were introduced, continued,
or cancelled. Such a party change did occur in 1994 when
t he Republicans took the majority position away fromthe
Denocrats in the Congress. Wien Denocrats control Congress,
it islikely that they will discourage state | awrakers from
adopting the MSA. But given that many congressional
Republ i cans pronoted the MSA at the national level it is
i kely that when Republicans control Congress, they wll
encourage the adoption of MSAs by the states. Therefore |
hypot hesi ze:

H, When Republicans control the Congress, as the
percentage of state health care financed by Washi ngton
i ncreases, so does the likelihood that states will adopt
the MSA. However, when Denocrats control the Congress, as
t he percentage of state health care financed by Washi ngton
i ncreases, the likelihood that states will adopt the MSA
decl i nes.

As party control shifts in Congress from Denocrats to
Republ i cans, we shoul d expect that this change woul d affect

¥ Nice (1994, 22) says that “state adoption of the 55 MPH speed |imt
was spurred by a requirenent attached to federal highway aid.” Also see
Wl ker (1969) and Wel ch and Thonpson (1980).

72



t he substance of the federal grants offered which would, in
turn, affect the policy decisions of state | awrakers.
However, there is good reason to be suspicious of the above
hypothesis as it pertains to the adoption of state MSAs and
that federal grants during this period would have a
negati ve effect on MSA adoption. Gven the tinme period
under investigation, there was probably not sufficient tinme
for a change fromthe Denocrats to the Republicans in
Congress in 1994 to affect state policy outconmes. The
federal grants that the states were exposed to during the
1993-6 period were policies that were made while the
Denocrats controlled the Congress. Any changes in the
federal grants woul d have been nmade toward the end of the
period under investigation and it is unlikely that
sufficient tinme would have el apsed for state policy to be
af fected. Therefore, ny hypothesis for the specific period
of MSA adoptions is that

H; states are nore likely to adopt MSAs as their dependence
on Washington to assist themin financing health care
decr eases.

State Professional Associations

Anot her likely influence on the adoption of the MSA is
that provided by state professional associations. Frances
Berry (1994) suggests that state officials wth menberships
in national associations mght influence state policy
adoptions. MNeal et al. (2003) findings point to the
inportant role of state professional networks in policy
adoption. The state professional association nost closely
related to health insurance is the National Association of
| nsurance Comm ssioners (NAIC). According to Randal
(1999, 668) “the NAIC nenbership is conposed of state
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officials with regulatory powers and responsibilities in
their respective states, who nmay al so wi el d substanti al
influence in their own state's |legislatures.” Existing
evi dence points toward NAIC resources having a negative
effect on MSA policy adoption. Follow ng are four reasons
why NAI C nenbership is likely to | ead states toward
policies contrary to the MSA

First, state professional associations are likely to
encourage policies that are uniformstate-to-state, thus
reduci ng the probability that NAIC w |l encourage the
adoption of innovative policies. (Randall 1999, 666-7)
i ndi cates that because of its nodel laws and its
accreditation of the state’ s insurance program NAI C
“elimnates the possibility of regulatory experinentation”
According to Brady et al. (1995), this power exists because
NAI C s nodel |aws and accreditation process are attractive
incentives for state legislators wishing to save tine and
noney that they woul d otherw se spend in conducting
research. Such research may be needed by | awmakers to find
policy solutions to the problens relating to health
i nsurance. Brady et al. (1995) state that because only
about 4% of | egislators have a background in insurance,
such a deficit of expertise on insurance would be all the
nore reason for | awrakers to defer to state professional
organi zations such as NAIC within their state. Recogni zing
that NAI C provides nodel |aws sets the standards for
accreditation, and provi des expert know edge regarding
matters related to insurance, there would be little
incentive for state | awrakers to adopt uni que policies
tailored to their state.
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Second, the evidence supports the conclusion that NAIC
di scourages the adoption of the MSA policy. Norton (1995)
finds that NAIC opposed the MSA at the national level. In
1995 NAI C opposed the national Fam |y Medical Savings
Account Act because they said that the MSA woul d raise
i nsurance rates for those for whomthe MSA was unavail abl e.
NAI C s opposition to the MSA on the premse that its
passage woul d increase insurance rates for sone people
appears to fall inline wwth the association’s policies of
| owering insurance rates. It seens reasonable to assune
that if NAI C opposed the MSA at the national |evel, it
woul d al so oppose it at the state |evel.

A third reason why NAIC nenbership coul d di scourage
MBA adoption is that the MSA as an incentive policy is
voluntary. NAIC tends to enphasi ze the regul ati on of
i nsurance and i nsurance conpani es, and not voluntary
initiatives.

Fourth, disagreenent and sonetines antagoni sm has been
not ed between NAIC nenbers and Gol den Rul e | nsurance
Conpany, a mmjor proponent of the MSA (Andrews 1992a,
1992b; Carlson 1989). Patrick Rooney and Gol den Rul e had
earlier initiated nunerous | awsuits against state insurance
commi ssioners in states such as Iowa, Massachusetts, North
Carolina, and West Virginia (Carlson 1989), earning a
reputation as the scourge of insurance regul ators. Col den
Rule’s attenpts are not likely to be well received by state
i nsurance comm ssioners and NAIC, the organization which is
made up of state insurance comm Ssioners.

Many of NAIC s nodel |aws and standards for
accreditation are fornulated within the NAIC conm ttee
system Each commttee within NAIC is conposed of a
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sel ected nunber of the states’ insurance conm ssioners.
Bal |l a (2001) anal yzes the influence of professional

associ ations by studying the commttee systemw thin NAIC
and asks whether or not an insurance comm Ssioner’s
presence on an NAIC comm ttee has a bearing on whether a
comm ssioner’s state adopts HMO reformlaws. Balla finds
that comm ssioners that sit on specific NAIC conmttees are
nore apt to have influence within that specific area of
policy within their state. My reasoning parallels that of
Bal | a except that while Balla speaks of NAIC s influence in
encour agi ng the passage of legislation, it is my assertion
that its influence can extend to the obstructing of
policies, specifically MSAs. Therefore, | hypothesize that

Hi a state’s |ikelihood of adopting MSAs decreases as the
state’ s insurance comm ssioner’s involvenent in NAIC
I ncr eases.

Legi sl ative Professionalism

Anot her resource for the adoption of state policy is
that provided by state | egislative professionalism
According to Dye (2000, 117), a professional |egislature is
one that is “a well-paid, full-tinme, well-staffed body”
that has “less turnover in nmenbers and nore experience in
| awmaki ng.” The rel ati onshi p between professionalismand
policy adoption appears to be that | awmakers are able to be
nore innovative as they have nore resources. Resources turn
part-tine legislators into full-tine |egislators. It
follows that as nore |egislators view their |aw making task
as a career rather than a part-tinme job, the nore tine they
have to devote to |egislative tasks such as specializing in
a specific area of policy making as well as conducting
oversight in the inplenentation of policy. Such a
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pr of essi onal approach will allow |l egislators the option of
devel opi ng nore el aborate regulatory schenes with the aim
of achieving policy goals.

More resources also allow |l egislators to consider the
broad range of options that may neet their state’ s needs.
This may be especially inportant if the policies are
technical in nature. For exanple, Ka and Teske (2002) and
McNeal et al. (2003) find that state |legislative
prof essionalismhas a positive effect on the adoption of
technical policies of digital government and electricity
regul ation respectively. Wth regard to
prof essi onal i zati on and policy, an increase in resources
for the legislator should result in an increase in the
policy options fromwhich to sel ect.

Wiile it may be true that increased resources wll
i ncrease the policy options for state | awrakers, having
nore resources will not necessarily increase the
probability that those | awrakers will adopt any specific
policy. When the nunber of policy options increases, the
probability that any one policy will be selected should
decrease. Lawrakers with nore resources have a broader
range of options fromwhich to choose and, therefore, have
a greater chance of adopting el aborate regulatory policies
than those | awmakers fromstates with fewer resources have.
| ncreased resources translate into nore staff nenbers who
can take care of routine |legislative matters and thereby
free up the legislator to do further research and consi der
a w der range of policy options.

However, according to Nice (1994, 11) “resources my
not be critical for conparatively inexpensive or
technically sinple innovations” (Al so see Downs 1976; Jacob
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1988; Savage 1985). Should | awmakers with nore resources
focus on regulation, they are likely to have their
attention diverted fromso-called “barebones” policies,
whereas | awmakers with fewer resources are likely to be
attracted to such policies because they require fewer
resources to inplenent.

Support for this hypothesis can be found in Dodson
(1998, 124) who finds that, contrary to his prediction,

“l ess capable” states are nore likely to adopt interstate
conpacts. He reasons that |ess capable states nay be
willing to join in cooperative efforts for the disposal of
radi ati on waste while nore capable states are “less willing
to join a conpact due to being saddled with problens |ess
capable states may bring to the process.” Simlarly,

Carter and LaPl ant (1997, 23) found that, contrary to their
prediction, |legislative professionalismis negatively
associated wth the adoption of state high-risk insurance
pool s. They reason that “high-risk insurance pools are
perhaps the sinplest type of reform Little if any state
funding is needed, and in sone cases, the entire programis
del egated to the private sector.”

Li ke the risk pool, it can be said that the MSAis a
“sinple” policy. The MSA can be nonitored basically within
the existing state framework and needs little additional
fundi ng. The hi gh-deductible policies sold by the insurance
conpany are nonitored by state insurance conm ssioners, and
t he tax-deduction features of the MSA are nonitored by the
state tax comm ssion. The major financial concern seens to
be the | oss of state revenue should the state allow for the
MBA deposits to be tax exenpt.
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Because | ess professional |egislatures apparently have
less tine and staff to consider and inpl enment conprehensive
refornms, these legislators are prone to | ook for reforns
that will not make great demands on existing scare
resources. Also, since the MSA policy is voluntary and, for
the nost part, would be inplenented and nonitored by
al ready-existing state systens, it does not appear to cal
for an extensive anmount of resources on the part of state
| egi sl atures. Based on this conclusion, | hypothesize:

H, The probability that the state will adopt the MSA
decreases as the rate of state | egislative professionalism
i ncreases.

The Policy Entrepreneur

Anot her resource to consider for advancing policy
adoption is the policy entrepreneur.®* Mntrom and Vergar
(1998, 130) define the policy entrepreneur “as people who

*At one level it would be desirable to enconpass all health insurance
conpanies in a single variable. However, for this study, | have chosen
to center ny attention on one entrepreneur and one health insurance
conpany that | believe to be pivotal to the adoption of state MSAs for
the foll owing reasons(ln chapter five, | consider the overall strength
of insurance interest group strength). First, earlier, Andrew Rich
(2000) confirmed my focus when he wote in an e-nail that | should
search for the “CGolden Rule Effect.” Second, it is unlikely that health
i nsurance conpani es would be uniformin their advancing of the MSA In
1993, five of the largest health insurance conpanies (Aetna, C gna,
Metropolitan Life, Prudential, and Travel ers) broke with H AA and
started their own trade organization that pronoted nmanaged conpetition
Their break with H AA was due, in part, to their heavy investment in
managed care. Third, Freudenheim (1994) notes that the |arger insurers
are not likely to have the sanme interests as snaller insurers that
operate off of a fee-for-service basis. There are other reasons why

| arge insurance conpani es and snall insurance conpani es are not

i kemi nded when it conmes to interest. Larger conpanies blanme the
smal | er conpani es as the indirect cause of rising health insurance
prices (Garland 1990) by accusing them of “skinmmng” the best risks.
This is why, in part, larger health insurance conpani es have advocat ed
smal | market reform something that smaller health insurers have
opposed (Garland 1992). Al so, larger conmpanies are likely to wel cone
the uniformty of federal regulation rather than the nosaic of state
regul ati ons (Pear 1993).
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seek to pronote policy innovations.” Gay (1994, 1355)
remarks that the policy entrepreneur is soneone that is
“out si de of government.”3® While policy entrepreneurs may
not viewtheir efforts as innovative per se, the effect of
their behavior is to influence the adoption of |egislation
t hat probably woul d not have been adopted wi thout their
efforts.

One notable policy entrepreneur in the area of
i nsurance i s Pat Rooney. Prior to his |obbying for the NSA,
Rooney was no stranger to | obbying at the state |evel.
Rooney is described as a policy entrepreneur in an earlier
study by Mntrom (1997b) that deals with the issues of
school choice and educati onal vouchers. Rooney spear headed
a school voucher programin Indianapolis in 1991 and | ater
establ i shed the Educational CHO CE (Creating Hope and
Qoportunity in Children’s Education) Charitable Trust to
provi de vouchers to |l owincone children to enable themto
attend the school of the famly's choice (Farnan 1993;
Meyer son 1999).

Rooney not only | obbied state governnents, he al so
litigated against them As nentioned earlier, Golden Rule
initiated several |awsuits against state insurance
departnents that limted Golden Rule’ s capacity to raise
prem uns nore than once during a year (as in Florida
[ Andrews 1992a]) or to sell types of insurance products
ot her than those scripted by the state (as in Vernont
[ Andrews 1992b]). In the mdst of litigation, Rooney

3% Gay (1994, 1355) distinguishes between the policy entrepreneur who
wor ks to change government policy but has no formal government
position, and a “policy chanpi on” who holds a formal governnent
position.
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