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Abstract

This study has two objectives. First, it proffers and then empirically
investigates what is being identified as the “small firm hypothesis,” i.e., a
hypothesis that the greater the percentage of firms in the U.S. that are
“small,” the greater the percentage of the population that can be expected
to be without health insurance. The study adopts the percentage of private
firms with 20 or fewer employees as the measure/definition of “small
firms.” The empirical analysis adopts state-level data and finds, after
controlling for a variety of other factors, strong empirical support for the
small firm hypothesis. Second, with this as the backdrop, this study seeks to
critique public policies in the forms of (1) mandated universal health
insurance coverage (mandating) and (2) tax-credit incentive policies
intended to reduce the percent of the population without health insurance.
The study then compares said policies to a private enterprise perspective
and finds no compelling evidence of a market failure in the health insurance
market. Mandating and tax-credit policies are not only uhnecessary but also
would create myriad negative economic effects for the economy and
jeopardize the private enterprise system.
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I. Introduction
In addition to the extensive attention they receive in the media,

health economics issues, in their myriad dimensions, continue to
attract increasing attention in the scholarly literature. Indeed, a broad
literature addresses numerous diverse aspects of health care in the

* The author is indebted to the editor of this journal, two anonymous referees, and
to Gigi Alexander and Tony Bopp for helpful suggestions and comments.
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