
Local Cooperatives Will Not Work for Rural America 
Timothy Stoltzfus Jost 

 
What does public plan choice offer to rural America? 

• D e costs, introducing plan 
com

• Offering rural Americans a choice of insurers. 
orm. 

e financing and delivery. 
 national problem. 

offered to ideological opponents of public plan 
f consumer cooperatives. 

ce are high in rural America, and higher in remote areas.  The rural 
. 

ay higher out-of-

on-group policies. 
is because they must 

eir communities. 

itive.  One or two dominant insurers 
ore of market share in many rural communities. 

erica, but were 
t would face health 

surance company is a complex, difficult, and 
ources. 

atives competitive rates, 

• Local cooperatives are likely either to be the victims of risk selection or to engage in it 
ey will not provide a viable alternative to private health 

insurance. 
• We have tried rural health insurance cooperatives before in the U.S., and they failed. 
 

Rural America needs public plan choice.  

riving cost control by controlling administrativ
petition, and bargaining with providers. 

• Encouraging delivery system ref
• Bringing transparency and accountability to health car
• Offering a national strategy for a

 
The cooperative alternative 

• One compromise proposal that has been 
choice is that o

• But would they work for rural America? 
 
The uninsured in rural America 

• Rates of uninsuran
uninsured also remain uninsured longer than the urban uninsured

• Insured rural Americans have worse coverage than urban Americans. They are less likely 
to have preventive or drug coverage, have higher deductibles, and p
pocket costs. 

• Farmers are generally covered by high-cost, low-value, n
• Rural hospitals and other health care providers are in financial cris

provide care to un- and underinsured residents of th
 
Insurance markets in rural America 

• Insurance markets in rural America are not compet
hold over 90% or m

 
Can rural cooperatives compete? 

• Cooperatives, such as electrical cooperatives, are common in rural Am
formed under completely different circumstances from those tha
insurance cooperatives. 

• Forming a viable, competitive health in
expensive task that requires specialized expertise and massive res

• There is no reason to believe that providers would offer cooper
much less rates that would contribute to cost control. 

themselves.  Either way, th



Local Cooperatives will not Work in Rural America 
 

Timothy Stoltzfus Jost 
 

One of the mo erge during the past two weeks 
has been the c tives. The cooperative has been 
offered as a potential com onrad to overcome Republican resistance to the 
concept of public health insurance plan choice offered by the proposals of President Obama and 

bility of consumer 
ce in rural areas. 

t of a cooperative on rural areas, we must first 
consider the likely effects of a public plan.  The public plan choice alternative addresses each of 

e reform.   

irst, it would be able to 
 the administrative 

 into the health 
 group, small group, 
xceedingly local.  In 

16 states one insurer 
ey simply take prices 
st spiral.  A national 

 every part of the 
ost part been unable or 

 bring down their 
clout and determination 

to make providers moderate the increase in their prices, bringing down the cost of health care 

insurance.  In many 
 when more than one 

is available, it is difficult to distinguish among them based on value, since plan 
tive outcomes data is 

est meet their needs.  A 

 
em reform and 

onstration projects, 
payment reforms, and consumer information initiatives. 
 
Transparency and Accountability.  One of the most important developments in the health care 
reform debate over the past decade has been the data that has emerged from the Dartmouth 

st hotly debated health care reform proposals to em
oncept of health insur nce consumer cooperaa

promise by Senator C

most Democratic leaders. This memorandum explores in particular the suita
cooperatives to serve as an alternative to public health insurance plan choi
 
What does public plan choice offer to rural America? 
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research group on variations in health care spending.  This data, discussed by Atul Gawande in 
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Before explaining why this is the case, however, let us take a look at uninsurance in rural 
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employment-related insurance, compared to 60% of workers in urban areas.4  While the level of 
Medicare and Medicaid coverage tends to be higher in remote areas, the absolute level of the 
uninsured remains high.5   When rural residents become uninsured, moreover, they tend to be 
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The high levels of uninsurance and underinsurance in rural areas has a dire
impact on health care providers in those markets.  One recent study found 
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Insurance Markets in Rural America 
 
Recent studies have demonstrated that health insurance markets are heav
throughout the United States.  This is particularly true in rural states and in
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Falls and 90% of the market in Missoula.  Not surprisingly, given the lack 
these markets, health insurance premiums are rising dramatically, 89% between 2000 and 2007 



has repeatedly reminded us, nonprofit is not synonymous with a public-service orientation.  In 
fact nonprofit insurers are indistinguishable from for-profit, charging high premiums, refusing to 
insure high-risk applicants or subjecting them to pre-existing conditions clauses, dropping high 
cost insureds, paying high executive salaries, and accumulating large surpluses rather than 

arriers to entry, but 
ost-favored nations 

The cooperative is a familiar concept in rural America.  Rural electric cooperatives began in the 
nitiated by the Rural Electrification Act of 1935, serve 

 federal assistance 
od, however, that rural 
s refused to serve rural 

competition with 
ntial rates by federal 
hich operated 133 

r and without serious 
nsurance cooperative 

werful insurers that 
l market. 

ing the cooperative 
 would effectively be dead on arrival and pose no threat to private 

15

ith predicting 

state-by-state basis, 
s in the small group 

ensive policies. 
ny rural areas, there is only 

eas.  At least initially 
uld any provider give a 
th it at all?  Some 

 “most favored nations” clauses requiring providers to offer them 
aginable that 

attract enough members to gain market power if they can’t build provider networks?  
How will they build up reserves? 

• How would cooperatives build the infrastructure to control costs through case, medical or 
disease management? 

lowering premiums.  Even though insurers are reaping enormous revenues, it is difficult for 
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Can Cooperatives Compete in Rural America? 
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• Indeed, how would they be able to afford the infrastructure needed just to start providing 
insurance?  Insurance is a very complicated business, much more so than a milk 
cooperative.  Coops would need to build the infrastructure to do underwriting, premium 
pricing, claims payment, customer relations, and actuarial estimating.  None of this 
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expertise comes cheap.  
 
Another probably insurmountable problem is that of risk selection.  If coo
all of the uninsured in their community, they would inevitably become
selection and the dump
high risk pool, unaffordable to all but the sickest members of their commun
they underwrote vigorously to try to maintain a viable risk pool, they woul
in need of insurance, and offer nothing to solving the problem of the uninsu
 
We are not writing on a clean slate here.  We have tried health insurance co
rural America, and they failed.  During the 1930s and 1940s, the heyday of the cooperative 
movement in the United States, the Farm Security Administration encoura
of health cooperatives.  At one point, 600,000 mainly low-income rural A
health cooperatives.  The cooperatives were small and undercapitalized.  P
cooperative movement and boycotted cooperatives.  When the FSA remove
the movement collapsed 
 
Conclu

Rural America desperately needs access to good affordable health insura
desperately needs health insurance competition.  Local cooperatives can
contribute anything to rural America.  In particular, they will not drive cost
quality, reform the delivery system, provide accountable and transparent in
rural Americans the a
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