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Health Reform and Small Business

A Look at Problems in Today’'s System and
Solutions Under the President’'s Health Reform
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OCCUPATIONAL REDLINING

TYPES OF INDUSTRIES OFTEN EXCLUDED FROM HEALTH
INSURANCE PLANS

Amusement Parks
Asbestos-Related Industries
Auto Dealers

Aviation

Barbers and Beauty Shops
Bars and Taverns

Car Washes

Commercial Fishing
Construction

Convenience Stores

Domestic Help
Entertainment/Athletic Groups
Exterminators

Federally Funded Organizations
Florists

Foundries

Grocery Stores

Health Clubs and Spas
Hospitals and Nursing Homes
Hotels and Motels

Insurance Agencies

Interior Decorators
Janitorial Services

Junk and Scrap Metal

Law Firms

Limousine Services

Liquor Stores

Logging and Lumber Mills
Meat/Fish Packers

Mining Operations

Moving Operations

O1l Field Operations
Parking Lots

Physicians Practices
Restaurants

Roofing Companies
Security Guard Firms

State Funded Organizations
Taxicabs

Trucking Firms (Long-Haul)

Sources:

List of "ineligible industries” and industries requiring “special consideration”
from selected insurance plans analyzed by the Alpha Center.

American Hospital Association, Promoting Health Insurance in the Workplace
and Local Initiatives 1o Increase Private Coverage (Chicago: 1988), as cited in:

United States General Accounting Office, Health Insurance: Cost Increases Lead

to Coverage Limitaitions and Cost-Shifiing. (GAO/HRD 90-68)










Face Large

Variations in Health Insurance Premiums
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Insurance Problems Facing the Small Group Employee Market

Large Volatile Variation in Premiums

O Underwriting
O High Risk

Workers in Small Firms Finance a Higher Proportion of Total Premiums
Insurance 1s More Expensive Relative to Large Firms

O High Administrative Costs

O Premiums Include Costs of Uninsured

O Provider Payments Substantially Above Costs

Growth in Insurance Premiums is Higher in the Small Group Market

O Less Likely to Have Established Cost Containment Programs



Average insured worker's health spending without health reform

Health Blil"as %% of

Hoalth Billas *% of

1994 Compenasation 2000 Compensation
!Avevage compensalion per worker: $36,299 $50,334
Average Insured worker’'s health bill $7,423 20.45% $12,366 2461%
Health Insurance $4,132 11.30% $6,095 13.70%
Employer’s share ol premium $3.163 8.71% $5.278 10 49%
Individual's share of premium $969 267% $1.617 321%
Medicare payroll tax $926 2.55% $1,546 3.07%
Workers' comp/dieability/Industrial iInplant $246 0.88% $411 0.82%
Out-of-pocket $782 2.15% $1,305 2.59%
Other spending at heallh facilities $113 0.31% $168 0.37%
Federal taxes, fees, & other paymenta $654 1.80% $1,092 217%
Federal employees’' heallh premiums $53 0.15% $68 0.18%
Federal contributions to Medicare HI $19 0.03% $19 0.09%
Medicare (general revenue) $169 0.47% $2083 0.56%
Medicaid $246 0.68% 411 0.82%
Other federal heaith programs $174 0.48% $290 0.58%
Slate & local taxes, fees, & other payments $569 1.57% $950 1.09%
Stale/local empioyees’ health premiums $149 0.41% $248 0.49%
Stale/local contributions to Medicare HI $24 0.06% $39 0.08%
Medicaid $166 0.51% $310 0.62%
Hospital subsidies $01 0.22% $135 027%
Other programs $130 0.36% $210 0.43%

Srenes Offie ol tieslth Policy, ASPHE. HI S onatpsis using Ilesith Cacr ) inancing Admmistsation; V)ihen Institule; and

and Depariment of Comaerre, Buresw of Fronomic Aaslysisdata.




|Cu:rem Speac:s: oz Prvate Health 1nsurance precivms 0y Sae,
IA:. s Percent ¢f Tawolc Eamings

Taxable Eanings Premiums Percent |

ALABAMA 38998615398 3,75159 973 9.R2% ]f

L &l ASKA 7,471,145,760 542 965282 727% |
| AR1Z0NA 40591512828 3,674 53730 8.99% I

“ ARKANSAS 22072511494 236977 B6! 10.74% |
| CALIFORN1A 376 £24.975 470 31877,334,190 B.46%
| COLORADO 4295222017 4,135 548 26) 9.68%
%(:UNNECTICUT 47905041 475 4,355 805242 9.09%
'DELAWAKE 8.849 078 867 T3 S 213 875%
DC 7552571819 445947314 5.90%
FLORIDA 138 666533016 1093691697 1.5%

' CEORGLA 69,107.45829 6,T23213 419 9.73%

| FLAWAII 14576,797 447 1346035317 89%
IDAHO 905 58 536 12835 ,192 1047%
ILLINOIS 143 9RS 945 827 13540,116472 9.61%

"INDIANA 61,043 580 89 6,713556 189 11.00%
IOWA 30016 &2 505 3056074 535 10.18%
KANSAS 28,715,089 38§ 2,789,136 205 9.M%

{ KENTUCKY 34,784,608 184 3266 3% 364 939%

[LOUISIANA 19,52 575 525 3,484 793 997 8.8% |

| MAINE 12 889,977 383 12158 2% 1026%

'MARYLAND 68211468897 5,210965.G&8 7.64%
MASSACHUSETTS 77561 80 617 6.503 215,432 8%
MICHI(GAN 109 409,081 232 11512093 402 1029%

| MINNESOTA £1,705,415 820 $31412517 1028%

| MISSISSTPPI 20,557,708 856 2.125 83 724 1034%

¥MISSOURI 60244 888 374 6222 536 523 1033% |

[ MONTANA 7.830450,16 890 951,169 11384 ¢

:"NEERASKA 17478 245 303 1,796 956 AS9 1028% |

| NEVADA 15,537,209212 1.714 663 £40 11.04%
NEW HAMPSHIRE 16013.65055] 1,667 520 543 1041%
NEW JERSEY 110015551967 904 573 363 8919

! NEw MEXICO 1495033670 1,454 459 K31 9.807: |

’ﬁmaw YORK 217 920,564,116 15235 0998 552 sB%E
NORTH CAROLINA 72,154 132,101 6,571 ,365.130 9.11%

|NORTH DAROTA 6,052341,293 618 523,636 1022%

|OHIO 124 378,254 987 13280,058,130 1058%

j OKLAHOMA 32097,793.109 2,800,309 365 9.00%
OREGON R7TASIILR 3,490 744 D60 1055%

. PENNSYL VANIA 1R 24234 4% 15,138 536 539 1145%
RHODE ISLAND 12,056,487 582 1263 223,740 1048%

| SOUTII CAROLINA 37791500551 3,703 570,746 9.0%

| SOUTH DAEKOTA 6,456 992 90 70%,755.456 1093%

| TENNESSEE 547 GO BAR 4872 0% 057 1023%

| TEXAS 186 506 311095 1570071183 sa%
UTAH 16607270729 1409 372,751 1050%

[ VERMONT 6,471 098 20 645,079,508 9.96%
'VIRGINIA 83,193,483,170 6,488 9Q P15 7.80%

! WASHINGTON 63863 931291 6,000 963 T3 9.41%
WEST VIRGINIA 15 348,775 583 1.62 410 413 1044%

' WISCONSIN 58699 280 587 6,469.131 21 1NN%

, WYOMING S,005270.744 493 377 885 9.86%
jrorAL 2,704 335 574,506 271872.153 970 '936%

l

[ Source: Sccwaj Secunty Wage Base




Without Health Reform

FimSize 1994
Al 11.54%
<25 11.96%
25-99 11.24%
100-499 11.84%
500-999 11.49%
1000+ 11.41%

12.06%

1250%
11.75%
12.38%
12.01%
11.93%

1995

Total Premium Payments as Percent of Payroll

__1996
12.53%

1298%
1220%
12.85%
12.47%
12.39%

12.96%

13.43%
1262%
13.29%
12.90%
12.81%

1997

1898
13.42%

13.90%
13.07%
13.77%
13.36%
13.27%

1999 2000
13.88% 14.36%
14.39% 14.89%
13.52% 13.99%
14.24% 14.74%
13.82% 14.30%
13.72% 14.20% ||

hSource: HHS analysis using Urban Institule analyses of March 1992 Current Population Survey.
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Total premium payments as a percent of payroll vary by firm size
and are highest for firms with less than 25 employees.

06/03/93

Total premium payments as a percent of payroll (1994 $)
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Saource: Urban Institute analyses of the March 1392 Current Population Survey.



Total premium payments as a percent of payroll vary by industry
and are highest for retail.

Total premium payments as a percent of payroll

—— e L
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Source: Urban Institute analyses of March 1992 Current Population Survey.



Employer premium payments as a percent of payroll vary by industiy
and are highest for manufacturing.

Employer premiuim payments as a percent of payroll (1994 §)
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Source: Urban Institute analyses of March 1992 Current Population Survey.



Health Insurance Premiums Relative to Payrolls:
The Distribution Under the Current System

Number of currently covered workers in premium/payroll ratio group (Thousands)

30 e b
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.54
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14-16%

Total premiums as a percent of total payroll

Source: Urban Institute’s TRIM2 model, based on the March 1991 Current Population Survey.



Qdolo

HHS ASPE/HP

T202 690 5854

09:35

U6/704793

Health Insurance Premiums Relative to Payrolls:
The Distribution Under the Current System

Number of currently covered workers in premium/payroll ratio group {Thousands)
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Employer premiums as a percent of total payroll

Source: Urban Institute’'s TRIM2 model, based on the March 1991 Current Population Survey.
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Health Insurance Premiums Relative to Payrolls:

The Distribution Under the Current System

Number of currently covered workers in premium/payroll ratio group (Thousands)
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Total premiums as a percent of total payroll

Source: Urban Institute’s TRIM2 model, based on the March 1991 Current Population Survey.



Workers: How many work for small firns?

Dlstnbutlon of Workers by firm size

100-499 _
16%

i ‘ ' /
A

500-999
6%

Source: The Urban Institute (1993), based on the March 1992 CPS and TRIM2.
Numbers are in thousands.



fering Health Insurance

By Firm Size

Percentage of Firms Of

500 +

100-499

25-99

1.24

All firms

Percent

Size of Firm

Source: Dept. of Labor, based on Small Business Admin calculations of May 1988 CPS Survey Data









SMALL BUSINESS AND HEALTH REFORM

A POLITICAL OVERVIEW

The issue of what health reform will "do to small business” represents a particularly
challenging communications problem both with Congress and with the public at large. Because
of its political potency, the employer mandate will almost invariably be the most difficult and
important issue under health care reform. In fact, it would not be extreme to say that winning
on the small business issue would secure passage of the plan and losing on it would jeopardize
the plan or at least the mandate.

Many key Congressman are extremely wary of a small business mandate. While the
public consistency supports the concept of a required employer contribution, it also is very
vulnerable to arguments that an overly burdensome requirement will threaten jobs and economic
growth. Consequently, anything that is effectively portrayed as threatening that growth will
greeted with suspicion. In addition, the sheer numbers of small businesses make them a potent
political force. Well over 40 million Americans are either self employed or work in businesses
with less than 25 employees.

State experience has demonstrated what a thorny issue the mandate presents. It has
consistently proven to be the key component of health care reform which motivates the business
community to oppose reform. In addition, other less sympathetic opponents of reform frequently
join coalitions with small business to strengthen their opposition.

It is widely believed that the ability of small business interest groups to portray the
California plan as "killing small business” made a major contribution toward the demise of the
plan. In Florida, a state where 95% of the businesses have less than 25 employees, an employer
requirement was not even attempted, and the NFIB state chapter ended up as a key supporter of
the plan. Even advocates of the Hawaii system, the only state to have enacted a mandate,
acknowledge that their plan was passed in a different political climate and that the passage of the
bill was largely a result of a few concerned and dedicated legislators who worked in relative
obscurity. Moreover, in 1974, when President Nixon was advocating an employer mandate, the
Hawaii plan was viewed as the conservative alternative to a "single payer” or "national health
care system.”

In Congress, many moderate to conservative Democrats (and almost all Republicans) have
not been supportive of employer mandates primarily because of the objections and concerns of
small businesses. Even members as liberal as Senator Claibome Pell have steered around
discussion of a mandate because of the political volatility of the issue.

Exempting smaller firms from mandates has been used in many instances to overcome
small business opposition. When the family and medical leave act was finally passed, it
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A CASE SCENARIO

The Congressional Leadership and key staff members have suggested that briefings with members necessitate providing case
examples of a dollar amount a small business could pay under reform. Also, some state's experiences point to the need for a very
simple, specific dollar amount so small business understand exactly what will be required under reform. With these thoughts in mind,

we asked OMB and HHS to prepare a simulation of what a small, low—wage business owner might pay under reform and then we
invented Sarah Howard's print shop to go along with the numbers.



ONE SMALL FIRM'S HEALTH CARE COSTS: TODAY AND UNDER REFORM

Sarah Howard, runs a print shop and is herself a graphic designer in Cook County, Illinois. In today's health care system, she
could pay $11,976 per year/$996 per month in health care premiums to cover her two full-time employees, two part time employees,
herself and her family.! Under the Administration's reform plan, which cuts the high administrative costs such firms face as well
as providing subsidies for small low-wage businesses, this same employer would pay less than half —— $5,005 per year/$426 per

month.
Profile of Beneficiary Salary Cost Today | Under Cost Today: Under Reform:
Reform Per Month Per Month
e Z
The Employer: Sarah, the owner, has two $25,000 $4,546 $1,675 $378.83 $139.58
children. Her husband is a freelance journalist
and has no other coverage.
Worker 1: George works in the front of the $18,000 $1,713 $1,206 $142.75 $100.50
shop taking print orders. He is single.
Worker 2: Stacey, also a graphic artist, is $7,280 $0 $325.17 $0 $27
married with three kids. Her husband does not
work.
Worker 3: Sam is a typesetter and the shop's $22,000 $4,004 $1,474 $333.66 $122.83
manager. He has two children. ,
Worker 4: Mildred is a part time elderly $7,280 $1,713 $325.17 $142.75 $27
woman.
Total: $80,560 $11,976 $5,005.34 $997.99 $426.91
== —

! Pre-reform estimates are based on AHCPR estimated premiums with a 35% load -- fairly standard for a very small firm
today. Estimates were prepared by Len Nichols of OMB.













































































































































