


PROFILE OF THE UNINSURED:
MYTH VS. REALITY

As health reform reaches a critical stage in Congress, fashioning the right solution
requires having a clear understanding of the characteristics of the uninsured. Contrary to popular
myth. the uninsured are not all poor. elderly, or otherwise vulnerable. In fact, over half of the
uninsured live in families where at least one spouse is a full-year, full-time worker.
Approximately 84 percent come from families whose head works at least part of the year. In
addition, while even short exposures without insurance put people at significant financial and
health risk. being uninsured is predominately a long-term problem. Finally, those who do
purchase insurance. and taxpayers as a group, bear much of the burden of the uninsured --
through both "cost shifting" to private insurance premiums and increased spending on public
programs.

Myvth #1: The uninsured are unemployed.
Reality: The uninsured are working Americans.

The vast majority ot the uninsured -- 83.8 percent -- belong to working families. Federal
programs already cover most of the non-working population. Medicare provides near-universal
coverage for those over 65, and Medicaid covers 50 percent of those in poverty and 25 percent of
those just above the poverty line.

As a result. large numbers of the uninsured are clustered in working families with moderate
incomes. who do not qualifv for Medicaid. Insurers in general charge higher rates to the self-
emploved and small businesses. which makes it difficult for them to obtain affordable coverage.
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Myth #2: The uninsured are poor.
Reality: The bulk of the uninsured have moderate incomes; many are middle-income.

The vast majority of the uninsured -- 72 percent -- have incomes above the federal poverty
threshold. While the average uninsured American family has a modest income. it is far from
being in poverty.

The bulk of the uninsured are in hard-working families for whom health insurance is
unaffordable. Because small businesses and the self-employed have difficulty obtaining
affordable insurance. almost one in three of the uninsured is a member of a family making more
than $30,000 a year.
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Myth #3: For most of the uninsured, being without health insurance is a short-term,
rather than a long-term, problem.

Reality: 54 percent of those uninsured today will be uninsured for more than two
years. 75 percent will be uninsured for more than a year.!

Some have suggested that being uninsured is a short-term problem, not a long-term condition.
Even short periods of time without insurance do put people at significant financial and health
risk. But being without health insurance is not a short-term problem. A recent study from the
University of Missouri reports that nearly 75 percent of uninsured Americans are “chronically”
uninsured. and will remain uninsured for longer than one year. Less than one in twenty out of
those uninsured today will obtain health coverage before they have been uninsured for five
months.
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Myth #4: The uninsured are mainly young and healthy; they choose not to buy
insurance.
Reality: Almost one quarter of the uninsured are children. Nearly half of the

uninsured are over 30. Less than 30 percent of the uninsured are between 18
and 30 vears of age.

Most of the uninsured are not young, healthy adults. but rather children and persons over 30.
Nevertheless. the young are a disproportionate share of the uninsured. because. with modest
incomes and poor access to affordable coverage, they cannot pay for insurance.
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Myth #5: I have health insurance—the uninsured do not affect me.

Reality: -- Americans who lose their jobs may well become uninsured.
-- Private insurance costs are high because of the uninsured.
-- Taxes are higher because of high Federal health costs.

Nine out of'ten Americans with private health insurance receive insurance through employers.
Those who lose their jobs for an extended period of time may well lose their health insurance.

In addition. the uninsured place a large direct burden on those who do have insurance -- through
higher taxes and through higher private insurance premiums. The effects of a large uninsured
population go well beyond the individuals without coverage. The uninsured do receive health
care -- often in emergency rooms. at very high costs. Hospitals, doctors and other providers raise
the tees they charge those who have private insurance in order to cover the bill for the inefficient,
high-cost services received by the uninsured.

The lack of private health insurance for some raises taxes for all. Some say the obvious solution
is to cut. or "cap." Medicare and Medicaid. But cutting these programs puts pressure on doctors,
hospitals and other providers to raise the fees they charge those with private insurance. As
government programs pay less. everyone else pays more.

According to the Congressional Budget Office, unreimbursed costs for hospitals alone totaled

over $28 billion in 1991. As a result, private payers are charged substantially more by hospitals
than the actual cost ot their services.

Hospitals' Unreimbursed Costs, 1981-1991
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Myth #6: An employer mandate is not necessary to fix the health care system, or to
decrease the number of uninsured.

Reality: The United States has an employment-based health care system. The major
cause of increasing numbers of uninsured is employers not providing
coverage.

According to the March 1993 Current Population Survey, nine out of ten of the nonelderly who
purchase private insurance obtain it through the workplace.

Recent increases in the number of uninsured can be attributed to a decline in the number of
employers who offer coverage. The share of the nonelderly population with employment-based
coverage declined from 66.8 percent in 1988 to 62.5 percent in 1992. This fall was partly offset
by a rise in the number of nonelderly Americans with publicly-financed health insurance -- from
12.4 percent to 15.1 percent. Even with this boost in publicly-financed coverage. the share of the
non-elderly who are uninsured grew from 15.9 percent of the population in 1988 to 17.4 percent
in 1992.
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Conclusion

For millions of Americans with health insurance, the fear of losing their health coverage is a
constant source of insecurity: over 38 million Americans were uninsured at some point in time
in 1992.

Universal coverage is a universal issue. It is not simply about the unemployed. the poor, or the
young and healthy. Hard-working Americans are disadvantaged by today's health care system,
and have the most to gain by reform that includes universal coverage. Today, the statistics show
that the poor and elderly are covered by government programs. while millions of working
Americans and their families are uninsured. Universal coverage is essential to strengthen the
link between work and security.

It makes sense to build on the employer-based system. Most people today with private insurance
obtain it through their employer -- it is a system that works for the vast majority ot Americans.
With universal coverage, small business will not be disadvantaged compared to large businesses.
and those who purchase insurance will no longer pay more than their fair share.

NOTES

Unless otherwise indicated. all numbers come from the March 1993 Census Population Survey.
All CPS numbers refer to the non-elderly population (less than 65 years of age).

1. Whither the Health Care Crises? Misinterpretations of Chronically Uninsured Estimates.,
Timothy McBride. University of Missouri-St. Louis. April 1994.
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FACT SHEET
ADDITIONAL STATISTICS ON THE UNINSURED

OVERALL

. 39 million without coverage in 1994, up from 36.3 million in 1991.
[Employee Benefits Research Institute]

. 58 million uncovered for part of the year. [EBRI]

. The current figure of 37 million uninsured is growing 100,000 a
month. [WSJ, June 9, 1993]

. 2.25 million Americans lose health insurance each month [Families
USA, September 15, 1993]

. 726,000 more Americans in 1991 went without health insurance

than in 1990, despite a large expansion of the Medicaid program.
[Center for National Health Program Studies, Dec. 16, 1992]

WORKERS AND FAMILIES

Workers

. 84 percent of the uninsured are full-or part-time workers and their
families. [U.S. Census]

Children

. There are 9.8 million uninsured children, which is 14.8 percent of
all American children [EBRI, Jan. 1994]

Middle Class

. 18 million middle-class Americans have no health insurance. [CBO]
. Most uninsured Americans are_middle-class working families. 59
percent of the uninsured have incomes between $11,600 and

$45,000 per year. [EBRI]
44.7 percent of the uninsured make over $20,000. [EBRI, using 1992

figures]
Nearly one third of the uninsured -- 12.5 million of the 39 million

people without coverage -- have incomes between the official
poverty level and twice that amount. [NYT 7/8/94]




In 1992, 48 percent of the uninsured earned between $14,000 and
$50,000 a year. [HHS, June 29, 1994)

Only 16 percent of the uninsured are in families "without an
attachment to the workforce." [Kaiser Family Foundation Feb, 1994]
Two out of five Americans who lose their insurance have incomes
of $30,000 or more. [Families USA, April 1994]

Ron Anderson, president of Parkland Memorial Hospital (a public
hospital)- "The impression the average person has is that we're
talking about welfare mothers. But the majority of our patients are
working people. Some work several jobs or in small businesses.
We have seen a marked increase in the number of persons who
never thought they would use a public hospital." [Wash. Post,
12/15/93]

Employees of Small Businesses

Less than a third of firms with fewer than 25 workers offer health
insurance, compared to 95 percent for firms with over 100
employees.  [Kaiser Family Foundation, Feb. 10, 1994]

25 percent of uninsured are from firms with less than 25 employees.
[Kaiser Family Foundation, Feb. 10, 1994]

42 percent of the additional 2.2 million uninsured during 1991-1992
were from families employed by firms with less than 25 employees.
[EBRI, Jan. 1994]

Voluntarily Uninsured

A small minority -- only 7 percent of the uninsured population --

are uninsured because they choose to be that way. [Kaiser
Commonwealth Survey, August, 1993 and JAMA, May 15, 1993]

Security

Without universal coverage, all Americans, even those with good
policies today, are at risk of losing their insurance.




SUMMARIES OF SELECTED ARTICLES: COVERAGE

The following articles on universal coverage are attached:

"Can The United States Reform Its Health Care System" by Henry J.
Aaron [Health Affairs,11/1/93]. One page summary and original attached.

"Universal Coverage: It's Now or Never" [NYT 6/29/94] In this recent op-
ed, Princeton economist Uwe Reinhardt articulates many of the
macroeconomic reasons for universal coverage and criticizes the Senate
Finance incremental approach. Reinhardt argues that without universal
coverage, many reform provisions, such as community rating, are doomed
to failure. He criticizes the lack of available subsidies in the Senate
Finance proposal, the firm-based subsidy structure in most of the bills
(including the HSA), and wamns that the faulty financing in the Finance
proposal will lead to rationing of health care services for low-income
people.

"An Unpleasant Choice if Employers Won't Pay" [NYT 7/6/94] This article
by Robert Pear examines the employer mandate and why many health
policy experts favor it as a means to universal coverage. Pear also
highlights the large number of working class people who comprise the
uninsured, but argues that the mandate will be passed along to workers in
the form of lower wages. Good quote from William Custer, Director of
EBRI: "Uninsured people at the poor end of the middle class are least
likely to pick up coverage as a result of these [incremental] reforms."

"Frayed Nerves of People Without Health Coverage" [NYT 7/11/94] This
article contains anecdotes about uninsured individuals and families. It is
useful as background for the human interest side of the debate over the
uninsured. Good quote from Drew Altman of the Kaiser Foundation: “A//
the studies show that the uninsured get less care and end up sicker than
people with insurance."



"Players and Payers" [NYT 6/12/94] Yale law professor Michael Graetz
and Yale economist James Tobin attack the HSA's chief financing
mechanism for universal coverage -- the employer mandate -- as
administratively awkward and inequitable. The authors contend that the
mandate is passed back to employees in the form of lower wages and that
it involves enormous administrative difficulties. They argue instead for a
tax cap, an individual mandate with a Stark-like version of Medicare -- in
this case called "FedMed" -- with a nsk adjustment and reinsurance
mechanism.

"Health System Reform: Let's Not Miss Our Chance" [Stuart Altman,
Excerpted from Health Affairs, Spring, 1994] "The Clinton plan incorporates
three key components that should be strongly supported by all: universal
and comprehensive coverage, a mandated employer-based financing
system, and a national expenditure limit." Altman expresses three
concemns about Othe Health Security Act's efforts to achieve universal
coverage:

1) relies too heavily on savings from Medicare and Medicaid.
2) health spending growth reduction targets are unrealistic.
3) regional alliances are too powerful.

"A Dangerous Year" [NYT 10/28/93]) Harvard doctor Rashi Fein argues
against delays in the time table for universal coverage because it could
take time to realize savings from reform necessary to finance reform in
the absence of a broad-based tax. This article is useful background for
two reasons: it makes the argument that universal coverage is necessary
to eliminate cost shifting in the current system and it counters the Cooper-
type argument that we should expand coverage only as savings from
competition materialize.

"Universal Care: Not From Clinton" [NYT 6/12/94] This article by
Harvard doctors Steffie Woolhandler and David Himmelstein is useful to
get a sense of criticism from proponents of a single payer system. The
two doctors contend that managed competition will not produce savings
necessary to finance reform. The authors maintain that the Health
Security Act would enrich the largest HMOs and open the door to gaming
by providers and patients. In addition to criticizing the administrative
costs and bureaucracy of the Clinton plan, the authors maintain that the



HMOs that would thrive under reform would threaten quality of care.

"The Logic of Comprehensive Coverage" [Excerpted from "A New Framework"
in The Logic of Health Care Reform, by Paul Starr 1993] This excerpt from
Princeton sociologist Paul Starr's book discusses the principles behind
universal coverage. It is helpful background material to understand how
universal coverage eliminates the problems inherent in a non-universal
system, including: cost shifting, adverse selection (only high risk people
buying insurance), high administrative costs, and avoiding purchasing
insurance until a serious illness develops. Note: Starr is for the employer
mandate but argues against employers providing health benefits to their
employees because he believes it limits consumer choice, discriminates
against the unemployed and imposes large administrative costs on
employees.

Note on Secretary Bentsen's Statements on Universal Coverage

A nexis search spanning the last ten months revealed statements by
Secretary Bentsen on the following three issues related to universal
coverage:

. Lower Threshold for Firms that Want to Self-Insure The address to
the National Association of Manufacturers immediately after the
State of the Union address (1/27/94) promising to lower threshold
for businesses who want to self-insure.

. The Need for Cost Containment The Secretary's prepared remarks
before NAM focused on the need to contain costs, contain
entitlements, and increase preventive care. Transcript of remarks
attached.

. Slower Phase-In The Secretary was quoted in the Post in May
saying that "you'll probably see some of these things phased in
more than the administration proposed -- both the mandates and
the benefits package...there will certainly be a carve out for small
businesses...The measure will aim for universal coverage...but...such
coverage will 'never be 100 percent." [5/10/94]



Can the United States Reform Its Health Care System?
by Henry Aaron

8UMMARY

In this paper, Henry Aaron examines the prospects for health
care reform from more of a political and practical perspective
than an economic one. His basic point is that the scope of the
administration's proposals are unprecedented in U.S. history and
beyond the capacity of our political system to deliver in their
entirety. Nevertheless, Aaron looks favorably on many aspects of
the President's plan, and he believes a less extensive compromise
has the potential to be enacted to "serve as the seed from which
real reform can grow."

The author begins with an overview of structural obstacles
to fundamental reform, including the political difficulties of
changing a multi-billion dollar industry and the shifting of
resources that comes with such change. Aaron focuses on the
President's proposals in recognition of these underlying forces,
and he comments on some of the other major plans. While he
labels the President's initiative as "unavoidably complex," he
says the Chafee plan "contains no coherent road map to universal
coverage and relies upon the rosy claims for cost containment of
the more euphoric proponents of managed competition."

Finally, Aaron analyzes five fundamental "questions" that
will drive the health care reform debate.

jversal erage

Support for this goal has grown. The debate will focus on
timing and method, which together strongly influence cost.

Employer Mandate

A compromise "limited mandate" would allow opponents to
claim victory in practice and proponents to win in principle.

3) Spending Limijts

The magnitude of savings the President is calling for will
take more than four years to achieve. While spending limits are
preferable, they will not win majority support.

4) Role of Alliances

Some form of "health alliances" will be approved, although
the role and powers of the alliances will not be as extensive as
proposed by the President.

5) How much can be implemented over the remainder of this decade

The scope' and timing of what can be done ultimately depends
on political leadership and will.



Can the United States Reform Its Health Care System?

by
Henry J. Aaron'

All too often participants in the debate on health care reform present "best” new
systems, rather than "best" reforms of the system thatexists. Rather than worrying about
how to move from where we now are to where thev would like_us to be, such advocates
pretend that it is possible costlessly to erase current arrangements and start afresh.

Such immaculately conceived visions fail because they do not recognize the
cnormous mvestment that the United States (and every other country) has in its current
system. Creating wholly new arrangements entails wholesale changes in methods of
paving for care, the relationships between patients and health care providers, and
perhaps the organization of the delivery of care itself. In a country such as the United
States, fundamental change in the health care financing system forces renegotiation of
billions -- quite literally billions -- of significant contractual and personal relationships.
The wrench of change is compounded if. as under the plan advanced by president
Clinton, a large cut in the use or price of medical services is the keystone to finandng
the new svstem. Such savings require massive income shifts, changes in practice
patterns, or both.

Short of economic or military catastrophe, democracies seldom break so much
china in the name of reform. Even parliamentary systems seldom make revolutionary
changes when the population is sharply divided, although narrow pluralities can and

sometimes do effect sweeping reforms. Under the US. governmental system, in which

'Director of Economic Studies, The Brookings Insttution
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minority interests can marshall numerous and powerful defenses to block major changes
not supported by dominant and well-mobilized majorities, they are inconceivable.

The structure of US. health care problems compounds this political difficulty.
Americans recognize the need to assure and extend insurance coverage. This step will
cost money. But most reformers say they also want to sharply slow the growth of health
care spending. If both goals are met, reform must inflict losses on some people,
businesses, industries. and regions. as the gainers win resources that would otherwise
have flowed elsewhere. Such shifts run afoul of the political law, peculiarly apt in this
case, that Charles Schultze articulated. "Never be seen to do direct harm.”

As noted, however, health reform must do some harm. To pay for extending
benefits, one must either raise taxes, which is always politically difficult, or cut
somebody’s income, which is politically insupportable under Schultze’ law, unless the
somebody is shown to be a fool ("we are cutting waste") or a knave ("we are slashing
fraud and abuse”).

[ believe that a recognition of these underlving forces is important for interpreting
the various proposals for reforming the U.S. system of paying for health care and for
making sense of the forthcoming debate. [ shall focus on the proposal President Clinton
outlined on October 22nd. but will comment briefly on other major proposals that will

play a meaningful part in the debate.
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The President’s Plan
President Clinton’s plan begins with a basically conservative political vision, but
deviates substantially from it in execution. The conservative vision sees that most.
Americans are currently well, if unreliablv, insured and that all can be covered securely
by building on, rather than replaang, the current system. This vision recognizes that
curbs on premium growth linked to limits on approved cost sharing and prohibition of

balance-billing can create the budget discipline that is largely missing from the current

svstem.

Unavoidable Complexity

Although advocates of the President’s plan would deny it, the vision behind the
plan rests on an acceptance of the complexity and cumbersomeness of the current
svstem. [t does so., because it forswears neat alternative program designs that would
scrap the current system. In fact. the president's strategy must increase complexity
because his plan cannot relv exclusively on any one of the three possible ways to achieve
unuversal coverage, but must use all three — an employer mandate to pay for insurance,
an individual mandate to purchase tnsurance, and government provision of insurance.

) Since most Americans. other than those who depend on public programs,

are insured through work, the president would extend that system to
workers not currentlv covered by requiring all employers to pay most of
the cost of insurance coverage for their employees and families. However,
for companies with fewer than 5,000 employees the plan scraps the current
employer practice of spcnsoring insurance plans for their employees and

creates new ‘regional alliances” that would approve a limited number of
insurance plans among which individuals must choose.
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¢ The range of insured services that all approved plans must cover is at least

as generous as the average current benefit package, particularly in
coverage of mental health and preventive services.

¢ Exclusion from personal income tax is retained unchanged for required
emplover-financed benefits.  Exclusion for extra employer-financed
benefits, such as payment for the share of premium for which employee’s
would otherwise be responsible, is retained for ten years.

. To avoid disrupting coverage for the elderly and disabled, the Clinton plan
would retain government insurance through medicare. But the option of
medicare tenericiaries to elect coverage through regional alliances hints at
the eventual replacement of government administered insurance with
insurance administration cv regional alliances for everyone. \eanwhile,
the plan adds a new drug benefit and modest long term care coverage.
These extensions simultaneously address real problems of the elderly and
secure their political support for reform and boost plan costs.

° By definution, self-employed or not-employed nonelderly Americans cannot
be covered through an employer. The only way to assure them coverage,
in the absence of direct government payment for health coverage, is
through what amounts to an individual mandate.

To make the individual mandate arfordable, the plan provides subsidies for
households containing full-time workers and retirees with incomes below 150 percent
of offical povertv threshelds, a limut covering most of this group.? To ease the shock
of the employver mandate for companies that do net currently pay insurance for their
employees, the plan ccntains expliait government subsidies for some companies with 75
or fewer employees in which average earnings of full-time workers are under $24,000

annually. The cap on employer liability for health insurance costs of 7.9 percent of

payroll irdirectly subsidizes all companies for which the current cost of services

“The plan also provides subsidies to individuals or rarrulies with incomes up to 250 percent of offidal

poverty thresholds if the familv contains one ur more part-ime workers, but no full-time worker. The
incentives of these vaned thresholds are quite odd.



Henry J. Aaron 1 November 1993
Health Affairs Page §

mandated under the president’s plan exceeds 7.9 percent of payroll. These subsidies are

paid for by the government or by payments made by companies that do not now pay

for employee health plans.

The president’s plan will also redistribute insurance costs among companies in
other ways. Companies whose emplovees are now covered by the plans of relatives
: mployed by other companies will have to shoulder those costs directly. The shift from
experience to communty ratng fcr all companies with more than fifty but fewer than
5.000 employees [will cause even larger inter-company shifts in costs of health care.
. Comparnies with above average current costs receive subsidies paid, at least at first, by
increased charges on companies with below average costs.” If growth of spending is
slowed, most companies would have lower insurance costs after a few years. Reportedly
at the last minute, a provision crept into the plan to relieve companies of costs of retiree
health benefits for people under age 65. This provision, a massive gift mostly to the
shareholders of a few, large. old ccrporations is likely to be subject to the political

equivalent of LIFO accounung -- last 1n, first out.
Each of these steps 1s initially costly. Exactlv how costly is determined by the
comprehensiveness of cover#ge provided under the plan, the generosity of new benefits

for the elderly, and the depth of subsidies. The estimated costs of these benefits is $100

. The consensus among economusts 1s that most health insurance costs, before and after reform, are
bome by workers through reduced wages. For a thorough review of these issues, see Alan B. Krueger,
"Observations on Employment-Based Covernment Mandates, With Particular Reference to Health
[nsurance,” duplicated. October 15. 1993. Few people other than economists believe in this off set, and
economusts acknowledge that the adjustment process may be slow and painful.
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billion in 1998, the first year in which the plan would be fully operational and four years
after presumed enactment.

Paving the Bill

The next step is to decide how to pay for the added costs of new and extended
services. The problem for government payers is quite different from that of private
payers. Governments have four opticns. Two - deficit financing and cutting nonhealth
programs — can be disregarded. Tle deticit is already too high, and elected officials
have paid in political blcod with pregram cuts to bring it down; further politfcally
acceptable spending cuts in nonhealth programs are decidedly scarce. The fall-out from
the deficit reduction debate seems also to preclude more than token use of the third
instrument, tax increases. The added federal costs of the president's health plan are
therefore financed largely from cuts in current health programs, notably medicare and
medicad.

The added private costs are met initially by public subsidies and by cost shifting
among private payers. The magnitude of inter-company shifts' has not been reported,
but is likely to be quite large, as the cost differences among plans are now frequently on
the order of two or three to one. Moreover, these variations arise primarily from
variatons in local prices, differences in local practice patterns, and work force
characteristics. While the president's plan would perpetuate some of these differences,

most would be levelled out by proposed community rating within each regional alliance.

‘As noted in the preceding footnote. what appear as inter<ompany shifts in the short run can be
expected over ime to become shifts in the composinon of worker compensation.
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Over the longer run, both private and public payers are projected by the
Administration to benefit from a sharp slowdown in the growth of health care spending.
Real growth of medicare and medicaid, projected to grow under current policy at an
annual rate of 8 percent from 1995 to 2000 would be slashed to 1.4 percent in 2000. The
ferocity of the implied cost containment is indicated by comparison with the 1980s, when
the number of hospital days per person was slashed 30 percent, when medicare and
medicaid pavments to providers were slashed, but medicare expenditures rose an
average of 7.7 percent annuallv, medicaid expenditures rose 6.5 percent annually,® and

all other health care spending rose 5.3 percent annually, all after adjustment for inflation.

Administration

President Clinton’s plan would also massively change the administration and
politics of health insurance. Emplovers with fewer than 5,000 employees and all
individuals would be prohibited from dealing directly with insurers or at-risk providers
such as prepaid group practices. Each state would be required to establish one or more
non-overlapping regional health alhances that jointly cover the whole state. These
alliances would be required to accept applications from entities wishing to sell health
insurance and to approve those plans that meet certain conditions, some of which are

outlined in the draft plan. The alliances would be the conduit for subsidies paid to

*Part of this increase was attributatle to extension of medicaid eligibility. In the latter years, part of

the increase occurred as states exploited a loophole in federal legislation that permitted them the increase
federal payments by an accounting gamrruck.
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small businesses and low-income households. The alliances would administer risk-rated
payments to health plans.

Serious technical and political issues surround these new entities. How would
the alliances prevent cream-skimming by health plans? Are available techniques of risk-
rating adequate to squeeze the profit out of cream-skimming? If states tried to
gerrymander health alliances, are there objective and legally defensible techniques for
identifying when such practices are improper? How would the provision prohibiting
alliances that span two or more states from favoring providers located locally over
providers located in neighboring aliiances be enforced? If political differences arise
between the president and Congress, on the one hand, and governors and state
legislatures, on the other, regarding administration of the plan, are enforcement
techniques politically plausible? No reliable answers exist because these questions have
never been put in practice.

For example, suppose that the National Health Board allocates to a given state a
share of national health spending well below the level the governor or the state
legislature deems appropriate or acceptable. Suppose further that they respond by
refusing to enforce such limits on local health plans. Is it plausible that the federal
government will take over operation of these alliances as called for in the President
Clinton’s plan? Would it not be preferable to place the states at financial risk, as is done
in Canadian provinces, a measure that the administration is reported to have considered

and rejected?
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Major Alternative Approaches to Reform
Plans that claim to achieve universal insurance coverage iwvithout an employer
mandate can choose either of two alternative options -- mandatory individual and family

purchase of insurance or tax-financed. government insurance -- or a blend of the two.

The Chafee Plan

The proposal advanced by Senator John Chafee and cosponsored by other senate
Republicans relies on a mandate that emplovers make group insurance available to all
emrlovees without regard for preexisting conditions or certain other limitations currently
common tn the group insurance market. But emplovers would not be required to pay
any of the cost of such insurance. Current tax advantages would be extended to the
unemploved. but limited in amount for all individual income-tax payers.

Individuals and families would be required to purchase insurance to achieve
universal coverage. Unfortunately, however, low income households cannot afford
insurance without subsidy. How the Chafee mandate would deal with this problem is
unclear. It would provide some subsidies to low-income households, but limit the
subsidies 1nitially to households with incomes below 90 percent of offidal poverty
thresholds. The subsidies would gradually be broadened, extending to families with
incomes up to 240 percent of official poverty thresholds by the year 2000. The subsidies
would be financed out of savings from shaving 2 percentage points annually from the
growth of medicare and medicaid spending.

The Chafee. proposal leaves fundamental questions about the subsidy and the

mandate for universal coverage unanswered. The subsidy budget is implicit in this cost



Henry J. Aaron 1 November 1993
Health Affairs Page 10

control target, but the outline of the proposal does not specify the exact size of the
subsidies. Would the individual mandate take effect gradually from the bottom of the
income scale as subsidies become available? Would it apply immediately to those who
will never be eligible for subsidies? Or would it be introduced in some other pattern?
The plan does not say, and the absence of evidence that these issues and others (for
example, how would the mandate to have insurance be policed?) have been thought
through raises doubts on whether ti:e sponsors are genuinely serious about universal
coverage.

Like President Clinton’s plan. :hie Chafee plan would create new regional health
alliances, although their powers would pale beside those of the Clinton alliances. The
Chafee alliances would be responsible for creating an insurance pool for employvers with
fewer than 100 employees and individual purchasers, but would not be empowered to
approve health plans or to enforce fee schedules. The Chafee plan would institute some
features of managed competition. but would contain no other administrative measures
to slow the growth of private health care spending. As the materials accompanying
release of the plan acknowledge, the Congressional Budget Office is not likely to credit
the plan with any savings in health care spending other than for scorable cuts in
medicare and medicaid.

Like the president’s proposal, the Chafee plan would rely on reductions in growth
of medicare and medicaid spending to pay for the federal costs of subsidies to low

income households. Unlike the president’s plan, however, the Chafee proposal calls for
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no additional revenues and contains no controls to discourage providers from shifting
additional costs to private payers, as they have done over the last decade.

In contrast to President Clinton’s plan, which unambiguously promises universal
coverage and a genuine budget constraint in the form of limits on the growth of
premuums, the Chafee plan contains no coherent road map to universal coverage and
"eites upon the rosy claims for cost containment of the more euphoric proponents of
managed competition.

Full National Health Insurance

Several plans call fer the government to directly provide health insurance to
everyone. All contain broad benefit packages, contain some form of budget control or
fee regulation on physicians and hospitals, and depend on new taxes along with savings
from reduced growth of current programs to pay for the new program.

Long advocated by a solid core of liberal Democrats, this approach credibly
promuses universal coverage and would create powerful regulatory instruments to
control growth of spending. But its even more credible promise to move health care
spending from private to public budgets has effectively discouraged support among
centrist and conservative members of both parties. Nothing in the current debate has
so far suggested that the fate of full national health insurance as the perennial

bridesmaid will change soon.



Henry J. Aaron 1 November 1993
Health Affairs Page 12

Conservoative Options

While all of the preceding options promise universal coverage, proposals for
reform advanced by conservative House Democrats led by Representative Jim Cooper
and by House Republicans and Senator Gramm make no such claim. These plans would
mandate that employers make available group insurance to employees but not pay for
it. These plans would prohibit underwriting practices that bar new employees from
eligibility and would bar preexisting condition limitations. The Republican proposal
would expand tax sheltered savings :cr medical expenses. The plan advanced by
Representative Cooper would establich the framework of managed competition, but not
force any emplover to pay for insurance. The Cooper plan would pay for coverage for
households with incomes below poverty thresholds and partial subsidies for households
with incomes up to twice official poverty thresholds. No limits would be placed on the
growth of medical expenses except those arising from the incentives created by tax

sheltered savings for upper income households to buyv high cost-sharing plans.

Defining Questions for the Health Reform Debate
The course of the health care reform debate will be determined by how the
Congressional participants respond to tive fundamental questions. While members of
Congress are clearly responsive to the:r constituents’ views and President Clinton and
other members of the administration will try hard to shape these views, I believe that
the positions of members of Congress are sufficiently set on the first four so that one can

predict the opening and middle-game of the great chess match now beginning. The final
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moments of this contest, likely to enliven late summer 1994, hinge on answers to the fifth
question and still hold important mysteries.

Question 1 Do participants embrace the principle that government
should assure essentially all Americans health insurance
coverage?

Support for this guarantee has clearly grown. The ranks of supporters have long
included most Democrats in both houses and now number many Senate Republicans
who have endorsed the Chafee plan. \Vhether a clear majority in the House endorses
this proposition remains unclear, but whatever the count may be on the principle of
universal coverage, what counts is agreement on timing and method, which together
strongly influence cost. The cnitical but still unresolved question is whether the
president can mobilize the growing and well-founded middle class fear of curtailment
or loss of health insurance coverage into an irresistible force in support of his approach
and timetable.

Question 2 Should universal coverage be achieved by requiring
emplovers to sponsor, and pay most of the cost for, insur-
ance for their employees?

On the answer to this question hinges the fate of President Clinton’s approach to
health care reform. In the Senate, nearly all Republicans and a few Democrats,
constituting (at least) a filibuster-sustaining minority oppose such a mandate, Nearly
all House Republicans and a solid bloc of conservative House Democrats, who together

form a majority, also now oppose a mandate as extensive as that proposed by the

president.
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The outcome of the health care reform debate may well hinge on whether the
president and his administration can persuade enough opponents to a full blown
mandate to accept a limited mandate that would initially force relatively few businesses
to change their practices. Opponents of a sweeping mandate would claim that they had
won in practice, while proponents would claim they had won in principle.

Question 3 Should the United States impose an effective budget
constraint on growth of health care spending?

If this question refers to a nationallv legislated limit on the annual growth of
health insurance spend:ing, whether translated into caps on health insurance premiums
or imposed through fee controls and hospital budget caps, the line-up in both the House
and Senate closely resembles that on forcing employers to pay for health insurance for
their workers. .

The important difference. as far as President Clinton’s proposal is concerned, is
that no obvious compromise exists. The administration could easily accept less stringent
limits on pr.emium growth than it proposes. But opponents cannot agree to any such
limit without capitulating, in flagrante delicto, on the fundamental princple of
disagreement with the president's approach to cost control. Furthermore, many
opponents to a legislated cap on spending hold fast to the faith (I believe to an illusion)
that their method of controlling costs is not only “lighter but tastes better.” They believe

that various measures to promote price sensitivity among insurance purchasers and to

standardize the health insurance product will suffice to produce a sustained slow-down
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in the growth of health care spending, while the president’s approach will fail through
bureaucratic elephantiasis.

\

President Clinton will no doubt continue to try to persuade the public that |
national spending goals can be met, at least through the year 2000, by eliminating
medical waste, fraud, and abuse. In <o doing, I believe he will be making a seri;ms
blunder. First, trying to wring so much out of health care spending as quickly as he
Froposes is not practicable. Cuts of the magnitude he projects — one sixth of baseling,
acute care spending by 2000 -- would require radical changes in medical behavior of
providers or large cuts in their inccmes. But while many providers acknowledge
instances of waste, [ think most believe they are now doing the right thing most of the
time. And large cuts in provider incomes are likely to provoke guerilla warfare by the
groups whose complicity in, if not actual support for, reform is essential for its success.

Those who note that citizens are more satisfied with their health care financing
svstems in countries that spend far less than the United States does should acknowledge
that large savings will eventually be possible. But they can still insist that such savings
will take much more than the four years the president allows their achievement.

Second, large sustained reductions in the growth of health care spending must
eventually force the denial of some beneficial care to some people. Despite the palpable
truth of this assertion, it is more effective in emptying a room of elected officials than
shouting “fire.” The efforts of elected cfficials to avoid it is understandable, as the

choices that rationing will impose are ethically and politically distressing. But health

care reformers who insist on claim that enormous savings can be quickly achieved
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complicate the task of politicians bent on fuzzing this truth. The president’s claims of
fast and large savings, which come too quickly for cuts in waste, fraud, and abuse
aedibly to generate, defeat the political desire to banish the ogre of rationing.

For all of these reasons, I believe that President Clinton’s proposed national health ‘
budget and limits on premium increases will fail to win majority support. The limited
chances for acceptance of the principle of a national health budget were doomed by the
high cost of the plan cevelcped bv his advisors. The atmosphere created by the 1993
budget debate made pcl:ticailv unthinkable the advocacy of increased taxes on anything

' but the voluntary inhalation of poison This situation is highly regrettable, in my view,
as President Clinton’s repeated insistence on national spending limits are essential for
T
the sustained control of growth of spending is correct. Spending limits are also
necessarv to create the incentives for efficient resource allocation and even to enable
managed competition to achieve its {ull potenual.®
President Clinton’'s health proposal also en:braces price regulation of physicians and
hospitals that continue to deliver services for fee. Butitis not clear how this mandatory

extension to the private sector of current practice under medicare and medicaid could

win approval outside the general framework of the president’s plan.

‘ “Henry |. Aaron, Serous and Unstatle Conditon F:mancing Amenca’s Health Care, Brookings, 1991; Henry
J. Aaron and William B. Schwartz. “Managed Compentnon: Little Cost Containment without Budget Limits,
Hedlth Affarrs. vol 12 (supplement 1993). pp. 204-215; Henry J. Aaron, “"Budget Limits gnd Managed
Competition, Health Affairs. vol. 12 (Fall 1993), pp. 132-136.
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Question 4 What role, if any, should mandatory associations of insur-
ance buyers play in mediating the purchase of insurance by
private businesses and individuals?

Something called "health alliances" is likely to win congressional approval, givD
their inclusion in both the president’s plan and that of Senate Republicans. But the role .'
and rowers of the alliances remains in doubt. At a minimum, they would assemble
s> mall purchasers into large groups for the purchase of insurance. The larger question
1s whether they will be vested with regulatory powers to approve health plans, to
regulate fees, to pay subsidies to business (if an emplover mandate survives), and to pay

subsidies to households.

For reasons set forth above and elaborated below, [ think Congress is not likely
to approve powers for health alliances as extensive as proposed by President Clinton.
The incentives are large for health alliances in states politically in the control of a party
different from that in control in \WWashington (even assuming one party is in control) to
pursue pclicies that are intolerable to Congress or the president. The regulatory
demands con the National Health Board or other federal agencies to police the health
alliances are enormous and probably unmanageable.

Despite these difficulties. however, the infinite variations in the design and
possible powers of health alliances make this the most negotiable element of the reform
debate. A broad consensus has developed on the failures of the small group marke?
Health alliances are a natural vehicle for effectuating any limitations on permitted

practices. The case for insisting that health plans all quote prices for a standard plan to

help purchasers compare prices is also powerful. This requirement is an element of the
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president’s and Senator Chafee’s plan. It could easily be accepted by all partidpants in
the debate other than those who never met a government function they didn’t dislike.
Alliances could become the agency for administering medicaid and for offering coverage
to any medicare beneficiaries who wished to switch from HCFA.

Any compromise is likely to invest health alliances with powers twell short of
those proposed in the Clinton plan. A process of gradual evolution would then
commence, as Congress added. subtracted. and modified alliance powers. The eventual
character of the alliances would be i::luenced by their initial design, but it would be
determined largely by future decisions. The creation of health alliances would be a
watershed event, bringing into existence entities that in the future could become
enforcers of managed competition, managers of an employer mandate, or the
administrators of government sponsored health insurance.

Question 5 How much change in health insurance arrangements can be
implemented over the remainder of this decade?

No hard analysis can answer this question. How much can be done and how fast
it can be done depend on political leadership and will. In fact, U.S. history contains no
example of legislation that remotelv resembles the President’'s proposal for reforming
health insurance in the depth and pervasiveness of institutional c.hange. It has become
commonplace to compare reform of health care financing to enactment of the Sogal
Security Act in 1935. This analogy is faulty, but instructive. On a scale of complexity
starting at zero, if the Social Security Act rates a 10, President Clinton’s health reform

plan rates 200.
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The Sodal Security Act was passed during a time of great economic distress, an
era of chaos in the American capitalist system that more closely resembles the current
conditions of Russia or the near collapse of Britain after World War II than the slowly
emerging and comparatively minor chronic difficuldes the United States is now
experiencing. Nevertheless, the largest element of that landmark legislation, old age
insurance, was financed by taxes that did not start until 1937, nearly two years after
enactment. to pay for benerits that did not start until 1940, more than four years after
enactment. Survivors insurance was enacted only in 1939. These programs began with
a delay and grew slowly. More fundamentally, they replaced essentially nothing and
required virtually no one to rewnte existing contracts or change then existing pension
arrangements.

In contrast, the president’s health care reform would transform the finandng and
organization of the delivery of roughly 11 percent of gross domestic product. It would
bring into existence a wholly new type of agency, the regional alliances, with sweeping
regulatory powers and would do so in the space of less than two years. Quite apart
from the huge administranve task this represents, the successful operation of these
alliances hinges on the successful execution of difficult technical tasks, such as risk
rating, that have never been carried out in practice before and whose feasibility remains
in doubt, even among experts sympathetic to an employer mandate.

Under some circumstances. such enormous change is possible. The mobilization
for World War II involved direct control of most of the U.S. domestic economy and the

creation of countless agences with new and untried powers. The exigendes of war



Henry . Aaron 1 November 1993
Health Affairs Page 20

elidited enough cooperation and tolerance for mistakes to make that episode the most
glorious triumph of government policy in U.S. history.

The practical question facing Congress involves how much change to ask the
American people to embrace during a peacetime of relative prosperity and how fast to
ask them to accept it. In making this decision, Congress and the administration that will
have to administer the new legislation will not be able to draw on the good will,
patriotic fervor, and sense of shared sacrifice that united the nation after Pearl Harbor.
They will not even be able to count on the toleration of experimentation born of
economic desperation that smoothed the way for the untried and often unsuccessful
innovations of the New Deal. They will confront a public suspicious of government and
elected officials, that is mosty satisfied with the access to health care it now enjoys but
is worned about losing it, and that is bombarded by information and disinformation
provided by groups with enormous eccnomic stakes and not all of whom hold truth in
high regard. Against this background, [ believe that the plan advanced by President
Clinton asks more of the political system than it can or will deliver.

The mystery that will not be settled until late next year is whether the ad-
ministration can keep alive in the public the recognition that reform is imperative and
that its plan contains many good ideas that should survive in any compromise plan.
Can those committed to reform prove sufficently flexible to start down a road to reform
the end of which cannot be seen and that will not be reached within the political lives

of most of those asked to begin the journey?
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lane m the indusirisiized
warld, the typwcal
American Inmily
must  wiry  that
medical bills could
bankrupt it sume

day, or thiat a siricken parent, son or
daughter could go withoul needed
care. That nightinare haunls not only
the mlllions uf Americans who are
uninsured, it should worry anyone
whose insurance cuverage cmnes
with a job that may be lost

When he was clected Presideut,
hilt Clinton vuwed 1o end this insecu-
rity through ““‘universal coverage.”
Nis reform proposal would requirc all
employers to provide employces and
their dependents with comprehensive
coverage and (o pay 80 percent of the
premium. Americans who were un-
cemployed or scll-employed nnd nut
covered by Medicare or Medicaid
would be required 1o huy private in-
surance, with the help nl fFederal
subsidies where needed

There cian be no questinn that Mr
Clmton  remains passiohately com-
mitted to reaching the goal of univer-
sal coverage Lefore the year 2000
Alas, he must work with a Congress
that remains decply divided not only
over how best 10 achieve it hul over
the Roal itsell,

At the moment, there are numer-
ous proposals belnre Congress, none
of them coming close tn offerig uni-
versal coverage. One of the plans that
Is it least keeping the process muv-
I, however, is the compromise hill

Uwe . Remhardt is professor of po-
htical ecomnmmy at Princeton

Universal C
It’'s Now or Never.

being worked aut In the Senate Fi-
nance Commiltce. Made public yes-
1ciday hy the chairman, Danicl Pat-
rick Moynihan, the bill would rety on
a cumbinittion of incentives, new reg-
ulations and so-called 'iriggers,”
which would require employers 1o
Insure their workers | more than a
certain percentage ol the population
remaincd uninsured by some fulure
date. Whether even this version will
prevail is very much in doubt.

Fundamental 1o this compromise
sirategy is a reform:ol the private
insurance markel. All insurers would
be required 1o sell policies to all com-
ers in order 10 preclude the game of
“cherry picking” by which private
carricrs have traditionally sought 1o
avnid cusiumers with health proh.
fems,

For this to work, the carriers’ pre-
miums would have 1o be averaged
over a large pool of palicyholders in a
delined geographical arca, so that an
individual's premium would be insu-
lated from his or her health status
These ““community-raled™ policies
could not exclude pcople with existmg
illnesses The new recgulabions, 0 s
hoped, woukl make insurance cover-
age more accessihie 1o the chiom-
cally ill and a maore elleclive salety
nct lor emplnyces who loasc their jobs.

he legislatoss  who
worked long hours 1o
forge this compromise
may have had the best
of intentions  They
may belicve that this
is all the health reform the American
voler will accept, and they may be
right. Their strategy. however, would
Icave many Americans behind. Un-
less insurance coverage is made
compulsory, as Prestdent Clinton had

proposed, many young and healthy
Amcricans might choase 10 go with-
oul insurance, then throw themselves
on the mercy ol community-rated In-
surance when they grow older or gel
sick. This would leavc Insurers with a
relatively sicker group and thus drive
up the community-rated premiums,
Unless Congress stands ready 1o
spend $60 billion to $100 billion a year
In premium subsidles for uncm-
ployed or low-income working fam-
llies, community-rated insurance
may be no easler to allord than a
Mereedes-Benz — which, in princlple,

Congress seesaws
while 20 million
Americans will

remain uninsured.

1s “‘accessible’ 10 all Americans now

At the momenl. the linancing lor
adequate suhsidies is nowhere in sight
Many members of Congress scem 10
believe that the rapid growth of health
maintenance organlzations and other
managed-care plans, with thelir sirict
cost-control systems, will make health
Insurance more allordahle. But there
is no assurance that managed care will
significantly cut health spending. And
if u docs, lowered spending will de-
prive doctors and hospitals of the [I-
nancial cushion with which they have
long been ahle 10 underwrite the care
they glve 10 people without Insurance.

ibns, unless it includes some As-

rage.

surance ol adcquate [Inancing, the
compromise siralcgy could imposc
very harsh rationing on the millions
of low-Income Amcricans it is likely
10 leave uninsurcd. Not only the unin-
sured will besr the expense of that
ratloning, 11 will spill over onto the
rest of us. Prolonged ncglect of prop-
er health carce for nilllons of Amerl-
cans could unleash a major public
healith hazard, In the form of commu-
nicable discascs

In short, onc nced nmt be a card
carrying socialist 1o suppurt the prin
ciple of universal coverage for very
pragmalic reasons, which is probably
why so many Americans do support 1l
and why so many of our overscas
competitors instituted it decades ago.
Americans might he surprised o
learn that both Japan and Germany
finance thelr umversal insurance sys-
tems through thc employcr, with pre-
mlums that vary with the employee’s
Income, usually in the form ol a (lal
percentage of the gross payroll,
shared cquallv beiween cmployer
and employce

These countiies du not hic the size
of that premtum or of public suhsi-
dics to the size of 1the fam, i avand
templing employers te, lor example,
hire part-time workers or pay mwure
overtime rather than hire anoiher
employce who will put them over the
Jimit. Unfortunitely, most of the re-
form proposals now belore Congress
do make nn Issuc of the firm’s size

In the end, the seesaw in Congiress
over health reform could leave us
wilhout any bill at all this years, or
with onc that allows so many key
provisions 1o bk delayed that 1 re-
calls Scaslett O'llara’s lamous re-
mark, “tommnw (s another day ™’
Even this would pratably be hetier
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than nothing. Bul Ihese propwsils meé
likely to Icave 20 million Amecricians
uninsured by the end of the decadr,
moust of them In the lower muldie
income groups. By then the cost bf
ordinary spells ol illness will gui¢ kly'
break the hank of such famihes, il '
cven that of many sohdly muddle
class peaple

[ Amenican volers are content |

10 couple their otherwise ex
cellent health care  system

with this unseemly game of
Russian rouletic in health i
surance, then let them be
mindfui that the game may hit their!
own households one day, when they *
arc sick and for snme reissan snon- |
sured )
I.ct them then be indhividoally ¢ °
sponsithle’ for theh plight, as nany !
allluenmt Amernicans would no dabt s
tike them 10 be, and as they them-.
sclves hid planncd 1o be, wheo they
were employed and well imsuied, s
just voung and healthy )
On the other hand, f Amciuan
volers truly crave secure and allovd-
ahle heatth msurance. as s vey after
survey suppests, then now s the tine
1o cummunicate that 1o Congaess,
londly and unmistakahly. Oppwn tum
hes for significant  health ceiorn
arise only every couple uf decides |
we s the train this time, she next
one may ba far belund Ml
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An Unpleasant Choice if Employérs Won't Pay for He

By ROBERT PEAR
Gpucinl 16 T Hew Yort T\

WASHINGTON, July 7 — Presid

DENOGRAPWHICS

“limon’s goal of health Insurance for
il Americans is often described as o
noral imperative or a polltical objec-
ive, but It la also a pocketboak lesue.

In one sense, there is no ml:ury
\bout how to reduce the number of
alnaired: |t just takea maney. The
pestion la who should pey.

In trylng 0 achieve univarsal
walth insursnce coverage, Mr. Clin-
on and Cag:: will confront an
mnpleasant in the next few
weooke. 1{ employers do not pay most
o the coet, aa Mr. Clinton haa pro-
0eed, hén the Gavernment and con-
wmers muat pay more. .

Many people describe Mr. Clinton's

for an “‘employer mendata’’

18 an aliernative to taxes. Stlil, the
sublic would ultimately pay. Econo
misls say that employers would pass
an the costs (o their workers by re-
the amaunt of mongy avall-

abls for wages or fulure pay relses

Guarasniees, byt Not lsc AN

Ittish
about nqulm everyans (o obtain
surance, many flatly oppass
Mr. Clinton'e propuss) to make em-
pay moet of the cost Many
wmakers now est that the Gov-
srnaant ehould 11,3 (? 10 guar-
astes cmuynge for some (recuan of

ST a

diffarence dosd it make

And

is most likely lo remain unlnsured?
Those quastions re at the heart of
e current debals over how 1o rede-
sign the nation‘a hesith care system.

Currently, the Government estl-
mates that 39 milllon Americans, ac-
ocounting for 15 percent of 1be popula.
tian, have no heaith Insurance. But
such numbers Imply (ar more precl-

category. 1992 figures.®

680,000
and over

Source: Employee Beneft Rsssarch insssue

The Uninsured, by Income
The perceniage ol unineured Americans in each famity incame

#6000 -
..‘m Excludes siderty peopie. |

Becauss of rounding, Agures
do not add jo 100 percent. .

amployers.

programa lixe Medicald and Med:-

cane.

Virtually all the major health care
pmﬁnh now in Congress would
make health Insuranse more avail
able, prohibit Insurers (rom denyl
covarage (o le with a huloryla
lilnesa or disability and prevent In-
surers (rom charging extremely hi
premiums to people with high mezr-
cal riska

But such changes, by themselves,
would not solve rm‘lem, and ex-

s wam that hall measures could

ve unintended adverse ellects. Al
ice F. Rosenblatt, an actuary at Coo-
pers & Lybrand, the accounting firm,
said that ‘‘a small proportion of the
uninsured, probsbly Jess than S per-
cent, have denied coverage be-
cause of pre-existing conditions like

Tha Now York Tigmm

cause they donot want to be bothered,
see no need for coverage or cannot
sfford thelir share of the cost.
““Many people may ratlonally
choose not (o purchase health nsur-
ance coverage, elther becauss they
have low income or because the
belleve they have a low risk of
ing health care services,” sald Wil-
llam S. Custer, research director of
the Employee Benelit Research Insti-
tute, @ nonpartisan organization
whose members Include busineases
and labor unlong

The Yeuag May Go Without
If there ls PO dequirement for peo-
ple (o have (nsuy , many who are

young and healthy will probably go
without It use they see no Imme-

uninsured. It ls desirablg (o have
these people In the Insurance pool
because their medical cosis are gen-
arally lower than twee of older pso-
ple, actuariea say.

Under most of the pi Is
Congresa, poor mle would pay little
or nothing lor health insuranca. The
Government would pay the premi-
ums for people with Incomes below
the officlal poverty leval, now 314,764
for a famlly of four. Lawmakers as-
sume that affivent can buy

rivate health Insurance, oostl

,000 to $6,000 a year for a famlly, |
they do not receive coverage through

So, bealth policy experts say, If
amployers are not uired o pro-
vide Insurance (o their employees
the people most likely to be unlnlureJ

* aro people In the middle-lncome

range, particularly those who work
for amall companies.

*“All the major propossls would
glve full coverage to le below the

verly line,” sald Mr. Cuater of the
mployee Benellt Research Inatl-
tute. *'That's the lirst group that
would pick up coverage. Uninsured
people at the poor end of the middle
clasa are least likely to pick up cover-
age as a result of these reforms.”

Eleven mililon people without In-
aurance, or 2§ percent of the unin<
aured, have Incomes below the pov-*
enr level. They could get coverage at
little or no charge under most of the

Is pending in Congress.

1f the Government provided cover/!
age almilar to what the average em-
ployer now offers, It would cost $2,000
a year for each uninsured pereon. For
every mililion le who recelved
fully subald coversge, the Gov-
emment would have to pay at least $2
blilion a year.

Nearly one-third of the uninsured
— 12.5 million of the 39 million people
without coverage — have Incomes
between the official goverty level and
twice that amount. Under the major

dlate need, the coet It ol’mll-
cant numbers of healthy p 80

proposals, these people would get

alth Care i

the cost of the Insurance and
portion, If any, paid by amployers.

Mr. Custer sounds a cautlona
note. “It Is extremely unilkely
simply lowering the costs of
ance will achieve universal cove
age,’”’ he sald.

Clinlon Administration officlaly
say that universal coverags Is not
on r good health policy but also

lltics. Health care is a pocke

.lhem, because people can
Impoveri, by medical bills.

o le who work should not be
left when we reform the health
care gystem,” oald Gregory K.
Lawier, a lawyer coordinating the
heslth care campalgn at the White
House. “They should have guaran-
toed privete rence.”

More than hall of the uninsured are
working adults. Eighty-four percent
of the uninsured live in famllies head-
ed by workera. But i recent years,
there has been e decline in coverage
provided by companies with (ewer
than 23 employeea. Such companies
u, they are often unable (0o obtain
affordable health lnsurance for their
workers . because insurera charge
them higher premiuma, reflecting
risks and the administrative coets
assoclated with amall groups.

Concern (er Childrea

Congress haa for years shown spe-
clal concern for the medical nceda of
children, and that Impulse Is clear in
many propossis 0 overhaul (he
health care system. The Flnan®
Committee, lor example, accepted o
proposal by Senator Donald W. Riegle |
Jr., Democrat of Michigan, to prov
extra subsidies (0 help pay Insurance §
premiums for children In (amllies
with Incomes up (0 2.4 times the pov-
erty level.

Nearly 10 mitiion children under 18
years old have no health Insurance
coverage, and most of them could
obtaln it under the bills now pending
in Congress.

About ane-third of the uninsured

m":‘&:’m".‘&mg‘ any meas- cancar and cardiovascular prob- t Insurance, the average riskof  some financial assistance (rom the children are In poor (amliles. Another
Insurance statug is continuall Y lema. 'ders rises, and thelr pre-  Government (0 help them buy Insur- third live in (amilies 2~~0 mes
ing o8 Ihey' change jobs, m.{_d“‘ md" ‘Moreover, unless Lhere s some \se as a result ance. between the poverty vice
dleorce m{we r :m s mtertyo . - Mechanism (or enrolling all people in 6 million people 18 10 29 Whether such subsidies would be that amfount. The r e

] y " health plans, millions of Americans .ave g0 heslth Insurance.  ggequate depends on many ques. (amily Incomes exc the

~her and @0 on and off the rolls of gre llkely (0 remain uninsured be- y account f8r 30 percent of the povenly level.

tions: the amount of the assistance,


















































































UNIVERSAL COVERAGE AND ECONOMIC GROWTH

OVERALL MESSAGE:

As part of the President's long-term economic strategy, health care reform is designed to:

bring health care costs under control, helping businesses and reducing the
deficit

provide workers with the security they need to move from job to job in a free-
trade, change-oriented economy

increase the overall productivity of the American economy by increasing labor
mobility and reducing inefficiencies in the health care system

PRESENTATION:

I. Health Security and Job Lock:

Eliminating job lock is an essential component of a productive, more efficient
workforce.

- In a recent Employee Benefits Research Institute (EBRI) survey, 20% of
respondents said they or a family member had based a job decision
solely on health benefits.

- Research by Brigitte Madrian at Harvard has found that mobility rates
for married men are depressed by 25 percent because of job lock.

I y " :
1) can't take the same insurance with you from job to job

2) you or a family member might have a pre-existing condition
3) next job might not have benefits

4) no guarantee of affordable benefits if in-between jobs

5) no benefits during retraining or continued education

With universal coverage, all these problems are eliminated.

WITHOUT UNIVERSAL COVERAGE:

Any plan that does not guarantee workers that they will have affordable health
insurance if they lose their jobs or change jobs still creates job lock. While
some incremental reform plans may address job lock, none solve the problem.
Saying that workers who lose their jobs will have the ability to purchase it on
their own is not any different from laws already in place in many states today,
but it is far from providing guaranteed health security for all workers.



II.

III.

Iv.

. The Dole plan only allows you to take your insurance with you from job to
job, and eliminates pre-existing condition exclusions longer than six months.

- If the employer at the next job doesn't pay for health benefits, Dole's
portability is like saying you can take the company car with you to your
next job -- as long as you buy it yourself. It's the same if you lose your
job.

- If you're the head of a family of three making $33,000 a year -- and
you get laid off in April, that could mean your family has just $11,000
of income that year. But since $11,000 is right at the poverty line, and
the Dole plan only has subsidies up to 90% of poverty, your family
might have no help with health benefits for the rest of the year.

Need a system that has incentives that reward work. Incremental reforms do NOT
help the working middle class. Providing subsidies for the poor, with no guarantee
that any worker above the poverty level will have coverage, does little to reward work.
[Note: this is not "welfare lock", because as long as those on welfare take jobs that
leave them below poverty, they likely have fully subsidized insurance.]

It doesn't make sense for people who work to have no health care; it doesn't make
sense for people who work to be forced to pay for the health care of people who
aren't insured.

. Cooper leaves out 16 million of the 18 million uninsured middle class.
Dole leaves out the same 16 million.

. Under the Dole plan, if you're on welfare, you get coverage. But if you
take a low-wage job where you make 100% of poverty, you'll have no
benefits and no subsidy. (because he only provides subsidies up to 90%)

Inefficiencies associated with the uncompensated care cost-shift and inefficiencies in
the insurance market can lead to a less efficient economy.

Level élaying field. Without universal coverage, the playing field does not get leveled
for businesses that cover their workers.



FACT SHEET

In a recent Employee Benefits Research Institute (EBRI) survey, 20% of respondents
said they or a family member had based a job decision solely on health benefits.

Research by Brigitte Madrian at Harvard has found that mobility rates for married men
are depressed by 25 percent because of job lock.

One million adults and children are on welfare because it's the only way their families
can get health insurance coverage [Moffit and Wolfe]

Research by Barbara Wolfe at the University of Wisconsin indicates that AFDC
caseloads would decline by 18% if recipients were guaranteed private insurance
coverage comparable to Medicaid when they moved from welfare to work.

A family of four with income 25 percent above the poverty level would keep 24 cents
of each additional dollar earned under the Clinton proposal, but only 5 cents of each
additional dollar under the Cooper proposal. [Center on Budget and Policy Priorities
report]

A study by Jonathan Gruber of MIT showed that approximately 100% of the cost of
mandated maternity benefits at the state and federal level was passed: back to workers
in the form of lower wages.

Despite an employer mandate passed in 1974, total private non-farm employment in
Hawaii has increased by 90 percent, compared to 54 percent in the United States as a
whole.

The CBO's analysis of the Health Security Act predicts that "Overall, businesses' costs
for health insurance would be significantly reduced by the proposal. Businesses'
insurance premiums for active workers would drop by about $90 billion below our
baseline level in the year 2004..."

In 1971, President Nixon first proposed extending the employer-based health insurance
system to all employees. Nixon's proposal was one of shared responsibility between
employers and employees -- with the employer paying 75% of the premium and the
employee paying 25%. :



ATTACHED ARTICLES

1) Excerpt from the definitive study on job lock by Brigitte Madrian at Harvard. This study
produced the commonly cited 25% number as the amount which job lock reduces labor
mobility.

2) Best newspaper article on job lock -- from the Minneapolis Star-Tribune. Contains several
good anecdotes.

3) Page from an EBRI survey on job lock.
4) One-pager with facts on "Medicaid lock."

5) Best newspaper article on Medicaid lock -- from the LA Times. Contains a few good
anecdotes.

6) Excerpt from major study on Medicaid lock. Shows that AFDC caseload would be reduced
by 18% with universal coverage.

7) Excerpt from Boston Globe article which contains the story of Jim Bryant, who works but
has no health insurance. The President has talked about him in a radio address, and he met
with him on Tuesday before his NGA speech.

. 8) Recent Michael Kinsley article from the New Yorker which describes why insurance
reform "won't work in practice."

9) New York Times article on a recent Center on Budget and Policy Priorities report that
criticizes the subsidy scheme of the non-universal alternatives. Says that "if subsidies are not
carefully designed they will discourage people from working and may encourage companies
to drop health insurance they now provide to employees."
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4o i INSUTAOCE EXPEMMENT IS OV PCICONL WAL 1O WIC taminy Sloc
experin and expected medical expenses for other health insurance are
80 percent those of family size. Similarly, the effect of job-lock from the
family size experiment is 51 percent the effect of using (3, from the
pregnancy experiment, while expected medical costs are 54 percent of
those for an expectant family. This suggests that the difference in the
mobility rates of the control and the experimental group between those
with health insurance and those without health insurance is largely

accounted for by differences in expected medical costs faced by these

groups.

V. Conclusions

The evidence presented above suggests that there is substantial
health insurance-related job-lock. The change in mobility from having
other health insurance is 25 percent greater for those with employer-
provided health insurance than for those without employer-provided health
insurance. In addition, individuals with larger families are less likely to
leave their jobs if they have health insurance than if they do not. And
finally, while having a wife who is pregnant increases mobility among
those with no health insurance, it reduces mobility substantially (30
percent to 40 percent) for those who have employer-provided health
insurance. These results are robust to changes in specification and in the
sample over which they are estimated.

Estimating the welfare consequences associated with job-lock is a
more difficult issue. Although an explicit welfare calculation is beyond
the scope of this paper, there are three factors to consider in evaluating the

implications of job-lock for economic efficiency. The first is whether

HICIC 1S a1l HIPULGIIL 150508 apiavesoe wuanegess sans
If job turnover results in increased match quality between 2rs and
firms, job-lock will result in a loss of economic efficiency. In contrast,
if workers are essentially “replaceable”, job-lock will only affect the
distribution of output. To the extent that job-lock does lower productivity,
a second important consideration is whether these losses are t'emporary or
permanent. While pregnancy is a preexisting condition that comes and
goes in a matter of months, some of individuals facing job-lock will be
affected by conditions that last for years.

Finally, some might ask whether job-lock is a l?encﬁl. rather than
a cost, for firms. If firms make job-specific investments in worker human
capital, they may want to reduce turnover among their employees. This
is a commonly cited reason for employer provision of pensions. The
effect of job-lock, however, is separate from the general mobility reducing
effect that results from the provision of fringe benefits because it is the
workers with high expected medical expenses who will be most likely to
stay. Presumably the firm would rather reduce turnover among workers
with low expected medical expenses than among those with high expected
medical expenses. More importantly, job-lock is not created by the firm
but is imposed by the benefit policies of other firms, either because other
firms exclude preexisting conditions or, less frequently, because they do

not offer health insurance.

SHLVER
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Insurance concerns
affect job choices,

many workers say
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Reliance Motion Control in Eden Prainie, he and
his wife, Bonnie, would be without health
insurance.

I f Kevin McGannon were to leave his job at

He’s got a degenerative bone disease and she has
epilepsy; chances are any
new employer’s policy
would exclude coverage of
those illnesses for at least a
year. “I do feel kind of
trapped in my job,” he
said. He had considered
changing Qreers, but now,
he’s not going anywhere.
In the meantime, she has signed up for coverage under
her employer’s policy, which will cover her epilepsy
after a year.

“I'm going to have to hold on to dual policies,” she : : .
said. “I can’t burden my family by not having myself ® =) -
covered.” X Staftf Photo by Mike Zerby

'_.. U Kevin and Bonnie McGannon have needed to con-
Insurance continued on page 16A i sider their insurance concerns in job decisions.
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Insurance/ In some cases,

job lock also can work in reverse

gCnntinued from page 1A
.n- ~_
couplc 1s not alone — increasing
furgrbers of workers report that
uhza!th care concerns are dictating
gm;n pb decisions.

A'ment Star Tribune/WCCO-TV
fgaesota Poll found that 21 percent
of thestate’s adults have remained in
% {Ob they wanted to leave primarily
tain their heaith insurance.
Wo3urvey of 1,001 randomly select-
Minnesota residents was conduct-
&yphone April 30 to May 9 and
margin of sampling error of 3.1
aafICENIage points, plus or minus.
-
Acoording to the Employee Benefits
Research Institute (EBRI) in Wash-
ington, about 13 percent of job appli-
cants turn down job offers because of
health insurance concerns. In most
cases, the potential employer did not
offer healtb insurance. In other in-
stances, the company’s insurance was
worse than the coverage at their cur-
rent jobs or cost too much.

“Health insurance has become al-
most a critical element when people
are interviewing, looking for a job,
particularly for family people [who]
have children and dependents,” said
Andrew Whitman, a professor at the
University of Minnesota’s Carlson
School of Management.

A recent MIT survey showed that the
t:grewing phenomenon, known as job
ack;reduces turnover by 25 percent.
Thestudy, which focused on marmed
men; showed that the average turn-
oter rate would increase 12 to 16
perdent if health insurance were not a
nsxderation in switching jobs.

“Men with more than one source of
health insurance are much more like-
ly to change jobs,” said Brigitte Ma-
dnian, the study’s author.

Job lock also can work in reverse:
Virginia Scott was essentially locked
out of a job for health insurance

reasons. The hotel where she worked
as a housekeeper didn’t offer insur-
ance and her husband’s policy
doesn’t cover spouses who are em-
ployed. Scott, who lives in Benton
County near Foley, said her indepen-
dent insurance policy consumed a
good chunk of her paycheck from the
hotel, so she quit.

“Basically we're back to a one-wage
family,” she said. “I'd love to work,
but....”

Job lock tightens its grip when a
member of the family has a pre-
existing medical condition, including
anything from pregnancy to cancer.
Typically, if the condition is covered
at all, the coverage does not kick in
for one to two years.

Further, research shows that employ-
ers, particularly those in small busi-
nesses, have incentive to screen out
prospective workers with heaith
problems because they would drive
up insurance costs, said Craig Olson,
a professor at the Industrial Rela-
tions Research Institute at the Uni-
versity of Wisconsin in Madison.

Olson said prescreening will become
increasingly difficuit under the
Americans With Disabilities Act
(ADA). The 1990 act prohibits em-
ployers-from asking job applicants
about treir health history or requir-
ing Them to submit to medical
examinations.

Recently, the Equal Employment
Opportunity Commission adopted a
policy statement on the ADA that
prohibits employers from refusing to
hire people with disabilities because
of concerns about health insurance
costs. The policy also requires em-
ployers to give equal access to health
insurance provided to other employ-
ees. However, the policy does not bar
clauses that exclude treatment of pre-
existing conditions as long as the
exclusions do not single out particu-
lar disabilities.

So people with pre-existing condi-
tions are left to cobble together cov-
erage any way they can.

Ann, the owner of a small business in
Stillwater, provides health insurance
for all her employees but cannot get
coverage through the company for
herself. Her insurance carrier, Blue
Cross Blue Shield, won’t allow her on
the policy because she has diabetes.

Desperate and determined to get
medical coverage, Ann, who had a
$10,000 eye operation because of her
illness, pretends she is still employed
by her parents’ company, a firm she
left several years ago. She’s been
forced to cling to her parents’ policy,
which ironically is also Blue Cross
Blue Shield. She tried to get other
insurance, but no one would take
her, she said.

*“It makes me real angry because it's
not right. I'm real lucky because I
had my parents, but what if I didn"t?
And what do I do when they sell or
go out of business?”

She said she can't afford to be with-
out coverage — her medical compli-
cations can be severe and medical
costs could be exorbitant.

Health insurance concerns not only



keep people from switching jobs,
they delay retirement, said Jonathan
Gruber, an assistant professor of eco-
nomics at MIT. When health insur-
ance benefits are extended for a year
after retirement, the number of peo-
ple retinng early increases by 15 per-
cent, he said.

Health insurance first became par of
employment packages during World
War 11, when controls were imposed
on wages, Whitman said. After that,
unions began focusing on expanding
and developing benefits in contract
negotiations. By the 1970s, health
insurance accounted for about 4to S
percent of employers’ payroll costs.
As the costs continued to grow in the
1980s until they hit about 8 percent
of payroll, Whitman said, employers
began backing off on benefit prom-
ises, requiring co-payments and, in
some cases, eliminating health insur-
ance altogether.

According to the U.S. Bureau of La-
bor Statistics, 69 percent of employ-
ees at small companies (100 employ-
ees or fewer) and 83 percent of em-
ployees at medium and large compa-
nies are covered by employer-based
health insurance. Employers often
compensate for health insurance
costs with lower wages, Gruber said.
When maternity benefits became

standard in the 1970s, he said, nearly
100 percent of the extra cost came
out of women's salaries. So far, work-
ers seem willing to accept the trade-
off: An EBRI study in September
showed that workers with health in-

surance would require an average of |

$£4,600 more in annual salary to take
a job without the insurance.

“It looks like at least in the past,
these benefits have been valued by
the workers, and they're willing to
take a cut in wages,” Gruber said.

Take Jobn Musta: He recently shut
down his business and took a job at a
furniture restoration company in St.
Michael primarily for the health in-

|

surance. “The pay is less, but I have
that coverage now,” he said.

Similarly, Bruce Torgerson, a busi-
ness manager in the health care in-
dustry, said health insurance costs
figure prominently in his personal
job decisions as well as in his
business.

*“Five or 10 years ago, the first ques-
tion I asked was salary,” said Torger-
son, of Bloomington. “The last five
years or so, the first question I ask is
benefits, with health care at the top.”




Question 9

Have you or a family member ever passed up a job

opportunity or stayed in a job you would have preferred to
leave soely because of health benefits?

1993

¢ Twenty percent (20%) of all respondents
said they or 2 family member had based a
job decision solely on health benefits.

19682
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PEOPLE STAYING ON WELFARE
TO GET HEALTH COVERAGE

At least 1,000,000 adults and children are on welfare because it's the only way
their families can get health care coverage. Together, they comprise 7 percent
of the 14 million people currently on AFDC.

There have been several recent studies which have examined the effects of the
provision of health insurance and welfare participation. Research by Moffitt
and Wolfe, Keane and Moffitt, and Ellwood and Adams suggest that the
provision of health insurance could reduce welfare taseloads by 10 to 20
percent.

Eligibility for Medicaid has traditionally been linked to actnal or potential
receipt of cash assistance under the AFDC or SSI programs. Legislation in the
last decade has extended coverage to some low-income children and pregnant
women who are not on welfare. This fact was not fully reflected in these

dies. Therefors, the Administration conservatively estimates that there are at
-ast 1 million people on welfare to get health care coverage.
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Medicaid, Welfare Dependency, and Work:

Is There a Causal Link?
Roben Moffitt, Ph.D., and Barbara L. Wolfe, Ph.D.

Medicaid exerts a strong “pull” on po-
tential welfare recipients, increasing the
probability that a number of single moth-
ers will apply for and stay on welfare in or-
der to be covered by Medicaid. However,
the availability of private health insurance
coverage exerts a strong positive influ-
ence on women's decisions to work and a
strong negative effect on welfare partici-
pation rates. If private insurance coverage
were as comprehensive as Medicaid and
readily available at all jobs, its impact on
promoting work would be substantially
greater than is the impact of Medicaid in
promoting the use of wellfare.

INTRODUCTION

The Medicaid program is the major
source of health insurance coverage for
the poor population in the United States.
With few exceptions, eligibility for this
program is tied to participation in welfare
programs. This article provides evidence
that the availability of Medicaid plays an
important role among the female-headed
portion of the potentially eligible popu-
lation in their choice between work and
welfare.dependency. Similarly, private in-
surance plays a significant role. The inter-
esting question for us is what the value,
both relativé and absolute, of these insur-

Robert Mottitt 1s with Brown University and Barbara L Wolte is
with the University of Wisconsin. The views expressed are
those of the authors and do not necessarily reflect those of the
Health Care Financing Administration, Brown University, the
University of Wisconsin, or their Sponsors.
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ance programs is in determining choices
between work and welfare.

For several reasons, the Medicaid pro-
gram has increased in importance during
the past few years. First, the exploding
cost of health care in the general popula-
tion has caused Medicaid expenditures to
mushroom. Second, the decline in the
real value of cash benefits to the poor, es-
pecially inthe Aid to Families with Depen-
dent Children (AFDC) program, has in-
creased the relative importance of
Medicaid and other such in-kind transfers
in the total welfare package. In 1988, 53
percent of all means-tested transfers to
the poverty population were in kind, and
Medicaid accounted for 70 percent of
them. Third, and less recognized, the
number of uninsured in the United States
has been growing for some time. The
number of persons with no insurance cov-
erage now hovers around 31 to 38 million,
up from approximately 25 million in the
1970s and 26 to 35 million in the early
1980s. In this deteriorating situation, Med-
icaid is the primary program financing
health services for the low-income popu-
lation.

We expect that Medicaid plays a role
among the potentially eligible population
in the choice between welfare depen-
dency and work, which have historically
been and continue to be mutually exclu-
sive alternatives for most persons. We
have gathered evidence concerning
whether the Medicaid program induces
poor female-headed families to go onto
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Table 4

Simulated Effects of Increases in Medical Benefits on Aid to Families with Dependent
Children (AFDC) Recipiency and Employment of Poor Single Mothers

Change in: Absolute Change
AFDC Participation in Employment
Simulated Changes Rate' AFDC Caseload Rate’
Percentage Points Percent
increase in Medicaid of $50 per Month’ 20 59 -55
Increase in Private Heaith Insurance of $50 per Month:*
Assuming Current Coverage Levels -53 -156 1.7
Assuming Coverage for All Workers -73 -215 16.0
Private Insurance for All Workers -35 -10.7 76
Increase in Private Health Insurance up !0 Medicaid
Level:® '
Assuming Current Coverage Levels -6.0 -17.61 3.3
Assuming Coverage for All Workers -83 -244 18.1

'Base is 34 percentage points
Base 13 56 percentage points
3Reoresenls 34 S percent increase in Medicaid index

“Represents 56 S-percent increase in private health insurance if covered.

SRepresents 64 2-percent increase in private healih insurance if covered
SOURCE. Based on equation reporied in Moffitt and wolte, 1932

Push and Pull Are Evident

The major finding is that the positive
and negative correlations observed in Ta-
ble 3 remain, even after controlling for
these other forces. However, we also find
that many of those forces have a signifi-
cant effect on welfare participation and
employment rates. The availability and
generosity of private health insurance, for
example, exerts a strong. positive effect
on employment rates and a strong nega-
tive effect on welfare participation rates.
Correspondingly, low private health insur-
ance benefits exert a push toward AFDC
that complements the pull of high Medic-
aid benefits.

To obtain some feel for the magnitude
of the effects shown by the data, we
present in Table 4 predictions of the ef-
fects of changes in Medicaid and private
health insurartice on welfare participation
and employment rates. As the first row
shows, a simulation of an increase in
monthly Medicaid benefits of $50 sug-
gests that such an increase is expected

HEALTH CARE FINANCING REVIEW/Fall 1993/voiume 15. Number 1

to raise the AFDC participation rate by 2
percentage points (from 34 to 36 percent)
among poor single mothers. The AFDC
caseload would increase by 6 percent,
and the employment rate would drop by
more than 5 percentage points. Thus,
consistent with the evidence in Table 3,
Medicaid benefits appear to pull women
onto the AFDC rolls and out of the labor
force. :

On the other hand, a simulation in
which we increase private health insur-
ance by $50 a month suggests effects
more than double in size and in the oppo-
site direction. The AFDC participation
rate would fall by more than 5 percentage
points, the AFDC caseload would de-
crease by almost 16 percent, and the em-
ployment rate would climb by 12 percent-
age points. Therefore, our evidence
indicates that adequate private health in-
surance has a greater potential for en-
couraging poor single mothers to work
than Medicaid currently has for encourag-
ing them to receive (or to continue to re-
ceive) welfare: Private health insurance
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has the potential to be a more influential
factor in decisions about welfare and
work than does Medicaid.

This analysis also provides an answer
to the relative importance of Medicaid in-
centives and private health insurance in-
centives. A reduction in private health in-
surance benefits of $50 per month (not
shown on the Table) would have effects
equal in size but opposite in direction to
those shown in the table. Thus, the push
of low private health insurance is much
more important than the pull of Medicaid
in increasing AFDC participation and low-
ering labor force attachment among low-
income female heads.

PRIVATE INSURANCE: THE SUPERIOR
WORK INCENTIVE

If private coverage were increased by
$50 per month and extended to all poor
single mothers who worked, the AFDC
participation rate would decline by more
than 7 percentage points and the AFDC
caseload by more than 21 percent. This
policy would also increase employment
by 16 percentage points, or by more than
28 percent, among this population.

If, instead, the value of private coverage
were increased to the current level of
Medicaid (assuming first-dollar coverage
and no cap on expenditures, with a few
exceptions), then the AFDC participation
rate would be reduced by 6 percentage
points and the caseload by nearly 18 per-
cent. JThis policy is also expected to in-
crease participation in the work force by
more than .3 percentage points.

If we took a more generous step and

both increased the value of private cover- -

age to the level of Medicaid and extended
private coverage to all of these female
workers, then we predict a decline of

130

more than 8 percentage points in the
AFDC participation rate and almost a 25-
percent reduction in the AFDC caseload.
The .labor force participation of these
women is expected to increase by more
than 18 percentage points, or nearly one-
third. On average, this would represent a
potential savings (combined AFDC and
Medicaid) of more than $4,000 per year
per woman who either leaves the AFDC
rolls or who is discouraged from joining
AFDC, even if she were to continue to re-
ceive food stamps. If the average woman
who left the rolls (or never joined) worked
full-time and stopped receiving food
stamp benefits, the savings from the
Food Stamp program would be on the or-
der of $1,250 per household, a combined
total savings of $5,250.

Taking the national average monthly
number of AFDC recipients in 1986 and
converting this into recipient families, us-
ing the average size of AFDC families
(2.93), these changes translate into a po-
tential removal of more than 914,500 fami-
lies from the AFDC rolls. This would re-
sultin a savings (based on average annual
benefits) of nearly $4.8 billion in AFDC
and food stamps, which would be partly
offset by any increase—above the level of
Medicaid coverage—in expenditures on
private insurance coverage for these
women and their families. These expendi-
tures might result from differences in ad-
ministrative costs, and from additional re-
sponse of both the medical profession
and these women and their families to the
change in coverage. The big offset, how-
ever, would be the net additional cost of
coverage (and use of medical resources)
of individuals and families not on AFDC
who would also be eligible for this pro-
gram. Setting income cutoffs or requiring

HEALTH CARE FINANCING REVIEWI/Fall 1893/voiume 15, Number 1




income-conditioned payments would
"artly reduce such costs.

CONCLUSIONS

The behavior of poor families, espe-
cially those with health needs, is influ-
enced by the opportunities to obtain
health insurance coverage that are avail-
able to them. Medicaid enhances the
value of welfare, and private insurance en-
hances the value of work. If private insur-
ance were as comprehensive as Medicaid
and readily available at all jobs, its impact
in promoting work would be substantially
greater than is the impact of Medicaid in
promoting the use of welfare.

What are the implications of our evi-
dence for current policy regarding health
insurance for welfare recipients? What,
for example, are the implications for the
12-month extension of Medicaid benefits
under the 1988 Family Support Act?
~learly, our evidence that Medicaid at-

acts some female-headed families onto
the AFDC rolls provides support for the
motivation behind the legislation, which
is the presumption that Medicaid is a fac-
tor deterring families from leaving the
AFDC rolls.

On the other hand, our evidence on the
importance of private health insurance—
indeed, of its greater importance than
Medicaid —suggests that the impact of
the transitional benefits may be limited. In
the absence of significant increases in
health insurance coverage levels among
working non-AFDC families, the same
forces that encourage welfare depen-
dency will contjnue to be present at the
end of 12 months. The poor health condi-
tions that are so important in making Med-
icaid attractive to some families are not
likely to subside within this time period.

'EALTH CARE FINANCING REVIEW/Fall 1893/voiume 15, Number 1

TECHNICAL NOTE
Indexes of Health Insurance Values

Creating indexes of the value of Medic-
aid and of private insurance is a multistep
process. The first step is to estimate a
multinomial logit equation on type of in-
surance among single females with chil-
dren 18 years of age or under. The depen-
dent variable can take on three values: A

‘woman either has Medicaid coverage,

has private coverage, or has no coverage.
Those with both types of coverage, 33
women, are omitted from this equation.
Included as independent variables are
personal characteristics (age, race, edu-
cation, health status indicators, prior mar-
ital status, etc.), child characteristics, sev-
eral measures of income (mean, share
contributed by single mother, coefficient
of variation, home ownership, etc.), and
State characteristics (average health ex-
penditures, AFDC benefit for family of
four, etc.) The results of this logit equa-
tion are used to create predicted probabil-
ities forwhether the woman has Medicaid
coverage, private coverage, or no cover-
age.

In the second stage, two utilization
equations are estimated—one for num-
ber of outpatient visits and one for num-
ber of inpatient nights. The included inde-
pendent variables are a subset of the
personal characteristics, State and in-
come variables, the child characteristics;
predicted values form the first stage for
the probability the woman has Medicaid
or private coverage. These equations are
used to create estimates of outpatient
and inpatient utilization under Medicaid
coverage, private coverage, and no
coverage.
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The mood toughens on welfare

By Don Ancoin
GLOBE STAFY

SOMERVILLE - As he mursed a cup

there to cheer them on because he had %o
hustle off to his second job.

Sometimes he and his wife get so dis-
couraged, Bryant confessed suddenly,

of coffee in Duvis Square, the fatigoe of that “we've even discussed breaking up”

To-hour wark weeks evident in his face,
Jim Bryant couldn't help contrusting his
lot with that of people on welfare.

Unlike wellare recipients, whose
medical needs are covered by Mediaaid,
the 47-year-old salesman from Beverly
has no hesalth insurance for himself, his
wife, or their two young sona.

Both boys had a big soccer game last
Saturday, but their father couldn't be

80 she and their sons would qualify for
certain benefits denied to intact working
famnilies. '

“l guess I'm a little bitter,” Bryunt
admitted. *It is harder for working peo-
ple to make ends meet, pay for their own
medical, get jobs. That increases my an-

says he is giad that the safety net is
WELFARE, Page
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SHARE THE HEALTH

A socialized health-care system? Goodness, nobody wants that. But when you
analyzz the arguments,.that's where everyone ends up—even the Republians.
BY MICHAEL KINSLEY

T'S very simple, House Minority
Leader Bob Michel explains in a

TV commercial sponsored by the
Republican National Committee. “Yes,
we can make health insurance portable
now. Without the Clinton government-
run health-care system. Congress sim-
ply needs to change the law so if you lose
your job, you won't lose vour coverage.”
Characterizing
the Clinton plan as
an amempt to soqal-
ize one-seventh of
the economy, many
Republicans now
argue that there is
no health-care crisis
that can't be taken
care of through
some minor adjust-

ance industry. For-
bid discrimination
based on “preéxist-
ing conditons™—so that insurers can't
turn you down, or charge you more,
just because you are already sick or are
more likely than average to get sick.
Guarantee “portability”™—so that insur-
ers must continue to sell you coverage,
at the same price, when you move or
change your job. Create some new tax
deductions. And—presto!—problem
solved.

Insurance reform is the free lunch of
health-care plans. As a political strategy,
it is cynically designed to split off the
great middle-class majority, which has
health coverage but is frightened of los-
ing it, from the minority, mostly the
working poor, which has no coverage in
the first place.

It might work politically, but it won't
work in practice. Avoiding socialism in
health care is harder than the Republi-
cans—or Clinton, for that matter—
would have you believe, and even
harder, possibly, than they realize them-
selves. You can swrt by rejecting social-

ism, if you like, but you soon find vour-
self reinventing it.

THE first problem with insurance
reform, as a purported alterna-
tive to big government, is that it's a
tax increase. Republicans were quick
to label the “emplover mandate” in Clin-
ton’s original plan—the requirement
that emplovers fi-
nance eightv per
cent of their em-
ployees’ health-care
premiums—a “@x
on the reasonable
ground that it would
be a government-
ordered payment.
even though the
proceeds wouldn®
go to the Treasun
Insurance reform 1
similar, By requis-
ing insusers O a¢
cept bad risks at nondiscriminatorY
rates—that is, take on customers who
can now be rejected or charged more—
reform will force insurers to raise pnce*
for healthy customers.

When people are all charged the
same price for insurance, regardless o
their likely health-care requirement>
this is called “community rating.” GO~
emment-mandated community 1387
will raise insurance costs for h‘“l‘h-‘
people for two reasons. First, the In
will have to cover the risk of your c»:’l
long-term decline in health. Right no™
the company can drop you or rais¢ Y‘:
rate if you develop an expensive <1 2
tion. Second, the insurer will h’:ﬂ
to pool present good risks with Pre¥ t:
bad risks. This second element 3’"0“?‘}
to 2 government-imposed trafié -
of wealth from one group of p“')Pe s
to another. Pure community ram-".é
then, is the socialist principle 3PP"" 2
to health care. Everyone puts the ind 2
amount of money into the POt
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is then entitled to withdraw it accord-
ing to need.

Most insurance-reform proposals
don’t go all the way to pure community
rating. They allow insurers to discrimi-
nate on the basis of a few discrete fac-
tors. Two of the most common are age
and unhealthful behavior, such as smok-
ing. But neither of these exceptions to
the community-rating principle under-
mines the claim that insurance reform is
socialism in health care, whether its pro-
ponents care to admit so or not; we all
get older, we hope, and nobody needs to
smoke. Even with these exceptions, in-
surance reform is designed to make it
certain that the vagaries of fate will not
be allowed to affect anyone’s health-care
COsts.

And insurance reform is not just so-
cialism in theory; in practce, it will re-
quire a big new govemment role. End-
ing discrimination between good and
bad health risks is easier said than done.
As the Princeton economist Uwe
Reinhardt told the Wall Street Journal
last month, communiry ratng “forces a
competing private insurer to look at a
deathly ill patient, seeing a $100,000
bill, and cheerfully enroll that person for
$2,000.” Bill and Hillary Clinton were
wrong to vilify insurance companies for
their current practice of avoiding bad
risks if they can. After all, the idea of
commercial insurance is protection
against the unknown, not the known or
the predictable. If you sign up e\ery
hundred-thousand-dollar patient who
comes along and charge him only wo
thousand dollars, you'll soon be out of
business—unless your competitors are
required to do the same, so that all of
vou spread the cost among other cus-
tomers. But once the government does
require nondiscriminaton it must pre-
vent cheating.

Writing in the journal Health Affairs,
the Harvard health economist Joseph P.
Newhouse has described various subtle
wavs that insurers (including health-
maintenance organizations) can skew
their customer base toward healthier
people. What about advertising in some
magazines (Runner’s World) but not in
others (Cigar Aficionado)®> What about
having a discount arrangement with a
health club? Putting offices in affluent
suburbs will artract a healthier clientele
than putdng them in working-class ar-
eas. Allowing access to fewer doctors in
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certain specialdes will discourage those
with expensive diseases.

Even if insurers play it perfectly
straight, customers, by their choices, will
see to it that bad risks don’t spread
themselves evenly among insurers.
Sicker people will naturally gravitate to
the more elaborate plans (offering more
choice of doctors, smaller deductibles,
and so on), and, with a disproportion-
ate share of the more expensive custom-
ers, these plans will have to charge more.
Other plans, with a disproportionately
healthy customer base, will be able to
charge less. This disparity will undermine
a primary objective of insurance reform,
which is to allow bad risks to buy insur-
ance at nondiscriminatory rates.

You will soon get what health econo-
mists call a “death spiral.” As the gap be-
tween the prices of different plans grows,
the process will feed on itself. Good
risks will be less and less willing to pay
an ever larger premium for the fancier
plans. Ultimately, the fancier plans will
become unsustainable. This will defeat
the main purpose of those who favor
insurance reform as an alternative to
government-imposed, one-size-fits-all
health care. Little variety will be left.

And, even if you could somehow pre-
vent people from “gaming” the system
this way. vou couldn’t prevent them
from leaving the svstem. Some healthy
people would decide to go without

health insurance rather than share ex-
penses with Uwe Reinhardt’s hundred-
thousand-dollar patient. Thus insurance
reform could lead to more people being
uninsured: hardly the idea. And when
more healthy people go uninsured vou
get a second “death spiral.” Rates for
those who remain insured will go up;
the higher rates will lead more people to
drop their insurance; the lower number
of customers will lead to yet higher rates;
and so on.

That is why insurance reform prob-
ablv won't work without mandated cov-
erage of some sort. Yet it is precisely
those conservatives who cherish the con-
ceit that insurance reform can solve ev-
ervthing who object to mandates.

E\I.\' if evervbody is in the system,
and even if gaming by insurers
and customers is held to a minimum,
different insurers will end up with radi-
cally different collections of customers.
To redress this unfairness (remember,
these companies are under government
orders to take all comers at nondiscrimi-
natory rates), and to discourage the
companies from discriminating on
the slv, anv serious insurance-reform
plan must have a device for redistribut-
ing money among the insurance compa-
nies. Such distribution is called “risk
adjustment.”

Risk adjustment creates its own co-

‘Have you heard the news? Ben & Jerry’s s turning pro.”

THE NEW YORKER, JuLy 159

nundrums. Should it be done prosper-

tively or retrospectively” That is, do yp,

estimate insurance companies’ césu

according to the characteristics of the

customers and redistribute mopey

among the companies on that basis: Oy

do you wait and see how much money

different insurers have actually had

to spend, and then even things out?

Newhouse, the Harvard economist, savs

that the science of prospective risk es-

timation 1is just too primitive to have

much effect on the companies’ incentive

to discriminate in signing up customers. .
But if vou redistribute retrospectively.

according to what the companies actu-

ally spent, vou are eliminating the whole

point of private insurance. What incen-

tive would companies have to control

costs, if the government were going to

step in and even out expenses between

those who spent more and those who

spent less? As the Cato Insttute, a tree-

market think tank, put it in a recent

broadside, retrospective risk adjustment
“would ultimartely eliminate the risk-

bearing role of private insurers and
create the functional equivalent of 2
single-payver health system.” In other
words, in our eamnest effort to avoid “so-
ciahzed medicine” we may have once
again reinvented it.

Clinton’s much derided “health-care
alliances” were, among other things.
an attempt to avoid some of the in-
herent complications of insurance re-
form by purting people into large pools.
which would allow for the necessar
cross-subsidies and risk adjustments—
socialization, call it—automatically.
without a Jot of regulations. The argu-
ment was that the alliances would mean
less bureaucracy, not more. Bu the
Clintonites were demagogued to death
by the very folks. who say thar “simple
insurance reform is the answer.

A NICE question is why we want ©
socialize health-care costs when
we don't socialize anything else in O
society. It's odd, when you think ’b,ou(;
it. One of the basic principles behi?
insurance reform holds not merely 'hat,
the poor should be covered someho"
but that evervone should pay the s2m
for coverage, regardless of need. I 3
Gates gets cancer, a working-cl3¥*
family should be expected to share ¢
financial burden equally with hlm.'
And vice versa, of course. But, ©@
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while, Bill Gates is not expected to
share equally with that family the
financial burdens imposed on it by the
myriad other workings of fate. Why the
difference?

This question does not trouble the
Heritage Foundation, a conservative
think tank that favors modified commu-
nity rating. A recent Heritage tract
made the case as eloquendy as one could
wish:

A lawmaker voting for risk-based insur-
ance would have to tell a constituent with
cancer contracted through no fault of his
own, or a mother who contracted AIDS be-
cause of a blood transfusion after child-
birth, or even an individual with a family
history of cancer that if they wanted to buy
insurance they would face significantly
higher premiums than individuals not pos-
ing such a risk. Similarly, lawmakers would
have to tell a young constituent with a
chronic heart condition that paying a lot
more for health insurance than her peers is
just part of life: and they would have to
wamm all their constiruents that as health in-
surance companies refine their techniques
for calculating risk, such as gene analysis,
even seemingly healthy people in the future
could face hx%h premiums—or be classified
as uninsurable—under a pure risk-based
system.

It seems obvious, doesn’t it> Yet the
Cato Institute is clearly correct in main-
taining that the thinking reflected in
this passage violates the basic precepts
of free-market capitalism. Why shouldn’t
a young woman with a heart conditon
not pay “a lot more for health insurance
than her peers™ If most other sorts of
misfortune befell her, with equivalent
financial cost, the Heritage Founda-
ton would notleap to suggest a govern-
ment program of redistribution to ne-
gate her bad luck. But when it comes
to health care the Heritage Founda-
tion stares at its own principles—and
blinks. Or at least it posits, correctly,
that any conservative politician would
blink. Regarding health care, we are all

| socialists now.

INSURANCE reform, if it proved suc-
cessful, would solve the problem of
those who are without coverage because
of bad health or a lost job. But it
wouldn't help those who are without
coverage because they simply can't afford
it. In fact, by raising rates for healthy
people, reform would make insurance
unaffordable for many who can afford it
now. Medicaid already covers the very
poor. But health insurance can easily
cost five thousand dollars a year for a

THE NEW YORKER, JULY 1I, 1994

family of four—a sum that is beyond the
reach of many who don't qualify for
Medicaid. Clinton’s proposed solution
was to require all employvers to supply
health coverage, as most do now. The
small-business lobby may well have
beaten that one down.

Yet few participants in the health-
care debate—and certainly no politi-
cians—have the guts to admit that

“they're willing to leave the working poor

out of the community of health-care so-
cialism. Even those conservatives who
ostentatiously oppose a “new entitle-
ment” of “universal health care” gener-
ally claim to have some other method of
achieving the same result; they don't
dare say outright that people who can't
afford decent medical care should go
without it. Since employer mandates
seem to be verboten, that leaves some
sort of government subsidy as the only
viable alternaave.

But government subsidies create their
own puzzles, even aside from the ob-
vious one of how to pay for them. The
subsidv proposal in Representatve Jim
Cooper’s health-care plan is a typical
one. Cooper, a Tennessee Democrat,
has been peddling a plan he calls Clin-
ton Lite, which he says has all the nice
parts of Clinton’s plan while avoiding
all the nasty bits. Cooper would have
the government pay a hundred per cent
of the health costs of families at the
poverty line—currently about $14,800
for a family of four—and gradually re-
duce the subsidy to zero at double the
poverty line.

Henry Aaron, a liberal economist at
the Brookings Institution, and Martn
Feldstein, a conservative economist at
Harvard, have both pointed out the dev-
astating flaw in this idea. The gradual
phase-out of the subsidy amounts to a
sdff marginal tax on eamings within the
phase-out range. That is, for every ex- -
wa dollar of earnings up to almost thirty
thousand dollars a year, a family of four
would not just pay ordinary taxes but
would also lose part of its health-care
subsidy. Feldstein calculates that the
combined tax rate would be as high as
seventy-two per cent. Such a rate would
lead many families to conclude that the
effort to make additional income (a sec-
ond job, say, or a stay-at-home spouse’s
going to work) wouldn’t be worth it.
The negatve impact on total employ-
ment and nadonal output would surely
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- greater than that of Clinton’s em-
yer mandates.
Feldstein, writing in the Wall Street

*Journal, points out a second flaw. Many

of those who, if they were uninsured;
would qualify for the Cooper subsidies
do have health insurance now, through
their employers. The employers would
surely be tempted to drop this benefit
once the government stood willing to
pay for it instead. That means much
of the government subsidy would
be wasted on people who already have
insurance. Feldstein calculates (perhaps
a bit tendentiously) that the Cooper
subsidy could cost the government six
thousand dollars for each currently un-
insured individual above the poverty line
who is brought into the system, or
wenty-four thousand dollars for a fam-
ily of four.

The Feldstein-Aaron analysis applies
not just to the Cooper plan but to any
government subsidy of private health
care that is phased out as income rises,
whether directly or, as some conserva-
tives prefer, through tax credits. The

'bsidy has to start out large enough, at

~ incomes, to make health insurance
affordable. From that point on, the
faster you phase out the subsidy, the
higher the effective tax rate becomes.
Bur the slower vou phase it out, the
greater the cost becomes.

An unheralded advantage of em-
plover mandates is that they would
avoid both of the problems created by
income-linked government subsidies—
nightmansh marginal wex rates and em-
ployer shirking. Although it is fair
enough to label emplover mandates a
“tax,” at least they are a tax that homes
in on' the cost of insuring those who
aren’t insured now.

OF course, neither insurance reform
nor subsidies for the poor will
do anything to bring health-care costs
under control. On cost control, evervone
purports to reject the big-government
(soctalist) solution in favor of a “market-
oriented” approach. Clinton contends
that his health alliances would promote
~reater competition in health-care

arkets, though his plan contains so-
.alled global budgets (limits on total
health-care spending), implemented
through limits on insurance-rate in-
creases, as backup devices. Jim Cooper's
plan is widely praised for using free-
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cal expenses are (unless they exceed a
significant percentage of your income)
paid for in post-tax dollars.

A free-market purist would sav that ;
there should be no tax preference for
medical costs at all: bv favoring medical
spendmg over other forms of tonsump-
tion, the tax break narurally leads to
overspending on health care. "No one is
that pure. A milder option is to make
the tax system neutral between insured
and uninsured expenses, and between
employer-paid and self-paid insurance
premiums, by making them all equally
deductible. And, if vou're really serious,
vou ought to consider going further and
tilting the incentives against insurance.

From this menu of possibilities, most
current reform proposals take the sweets
and leave the spinach. Ostensibly free-
market Republicans, in particular, are all
for making individual insurance premi-
ums and direct health expenses deduct-
ible—with the usual fanciful explana-
tions of how the government will
finance these gifts. Even more, the Re-
publicans by and large reject any limita-
tions on the deductibility of employer-
paid insurance. That, after all, would
amount to a tax increase! Representa-
tive Cooper’s plan has a cap on insur-
ance deductibility. President Clinton's
plan has a cap on it, too—but only af-
ter ten years. T hese sort of caps might
control costs by discouraging lavish in-
surance plans; but not by much.

So genuine free-market cost control
isn’t going to be given a chance, and
probably wouldn’t work if it were to be.
If it did work, it would feature many of
the same disadvantages as government-
imposed cost controls. More and more
Americans would find themselves in
health maintenance organizadons and
other managed-care arrangements.
Drug and medical research would de-
cline as the invisible hand of compen-
tion ruthlessly sought out and squeezed
the generous profit margins that had
previously sustained them. There might
not be rationing per se, but individuals
would regularly forgo necessary treat-
ment to save money. I suspect that after
a few years of the rigors of genuine free-
market medical care the cinzenry would
be screaming for genuine soqalism.

Meanwhile, back in the real-world
health-care-reform debate, we move in-
exorably toward soqalism anyhow, while
denying it every step of the way. ¢
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Call For Store Nearest You 1

11-800-831-1211!

I Please send me a FREE Video, I
l Brochure and Price List. |
|
|

I Name
Address
| Ciry. Saare
Zip. Phone I
Mail t0: Select Comfort Corporation

SPECIALISTS IN DiISCONTINUVED
) CHINA o CRYSTAL ¢ SILVER
908 Rock Street
Little Rock, Arkansas 72202
800/367-9690

Call today 10 speak with our
service represermative.

CAT BROOCH

Bocdonlllpuﬂemh.thn
= | darming kitty 1s handafurd in sterling]|
siver. by Chip deMatteo.
\ 15" $40. PPd. Catalog 2.
A wai
a 223 Parkway Drive

ww&s VO

Wear a Piece

of Baseball History

From the 1920s through the 1950s, the Bush-
wick club of Brooklyn was the most success-
ful independent baseball team [n the country.
Th‘elr field, Dexter Park u@wa.s theThmé st;dnuxil‘ls
to feature t lighting. The Bushwic|
mcvm beat the big league Dod-
gers. Jerseys, jackets, and
caps from the Bush-
wicks and over 100
other Minor, Negro,
and Latin American
teams are avallable

through our 64
historic basebaﬁ?;

parel catalog.

-

For a catalog call 1-800-377-9777




THE DETAILS

Study Sees Problems in Subsidies to Help the Poor Buy Insurance

11 NEW YORK TIMES, TUESDAY. JUNE 28, 1994

By ROBERT PEAR
Spwcial in fhe New York Linire
WASHING I1ON, June 27 — A new
stinly linds serious, unsuspected
wahlems with many moposals for
the 1 ederal Government to help Iny-
income peaple buy private health in-
surance hy subsidizing their premi-
ums

Such subsidies are a feature of
most of the health insurance hills
hewng considered in Congress. Subsi-
dies have been suggested as a way to
make swe that all Americans ohtain
health insurance, with or without a
requitement that emplovers contrih-
ute to the cost of workers® coverage.

IBut the study, issued today hy the
Center on Budgel and Policy Prioni-
tics, i nonpartisan research institte,
savs that if subsidies are not careful-
ly designed they will discourage peo-
ple [rom working and may encourage
companies (o drop health insurance
they now provide to employeces.

Morepver, (he study, which lonked
at all proposals, says Lwere are seri-
ous problcins in plans to limt the
amuount the Government could spend
on suhsidics in any year: *‘they make
no adjustment for recessions.”

To stay within the spending limits,
the study says, subsidics would be

reducet at the very moment when the
need was greatest, in recessions, as
the numbci s of poor and unemployed
le rose. :
p"‘?:[(’wornnwm subsidics to help peo-
ple Inty insin ance have been in health
plans propused by President Clinton:
Representative Jim Cooper, Derno-
crat of Tennessee: Scnator John H.
Chafee, Republican of Rhode Island,
and Senator dward M. Kennedy,
bhemocrat of Massachusetls. Spend-
ing on such subsidies would bhe sub-
jeet 1o limits set by Congress. None of
the proposals would increase  the
spending limits m tine of recession.

On Providing Suhslidles

Robert Greenstein, director of the
tenter on Budger and Policy Priori-
ties, sad the cast of subsidies would
e much higher if there was no re-
quirement (or employers to pay any
of the preminms for their workers.
But, he observed, in the ahsence of an
emplover mandate, companics would
have “powerful mcentives' to drop
caverage for thewr employees and to
shift costs to the Government, which
would subsidize the premiums.

Describing  what would happen
without an employer mandate, Mr.
Greenstein said the siudy lound:
“Employers could lerminatc cover-

Taking issue with
a crucial part of
plans to overhaul
health insurance.

age without jeopardizing poor work.
ers. The workers would continue re-
ceiving similar coverage, with their
premiums (ully paid by the public
subsidy sysiem.'*

Moreover, it says, *'Firms that em-
ploy large numbers of low-income
workers would be able to make them-
selves and their employees better off
by terminating health coverage and
converting some or all of the savings
into higher wages nr other employec
benefits."”

Mr. Cooper defended his proposal,
saying, ‘Il is essential that health
carc reform include subsidies to
make coverage alfordable for low-
income peuple.’”

The study says that the p
suhsidies will become extre ex-
pensive if they are available to large

numbers of people in middle-income
familics. On the other hand, it says, if
the subsidics decline sharply as earn-
ings rise, they may discourage pevple
from (rying to carn more, especially
peoplc with incomes between the pov-
erty Ilcvel and twice that amount
($15,000 to $30,000 a year for a family
of four). In other words they would
lose their benefits and be subjected to
more taxes as well.

(iradual Phasing Down Urged

People just abave the poverty leve)
already pay a high *‘tax’’ on addition-
al carnings hecause they may lose
food stamps, tax credits and other
benelits as their incomes rise.

Thus, the study concludes: *‘Low-
income subsidies should be phased
down very gradually. Otherwise, in-
centives to work will he weakened toc
much.”” :

A (amily of four is classificd as
poov by the Government il it had cash
income less than $14,764 in 1993, For
cach additional dollar earncd, the re-
port says, a family of four that has
income 25 percent above the poverty
level and 1eceives (ood stamps would
lose a total of 76 cents under the
Clinton proposal, 78 cents under the
Kennedy proposal, 90 cents under the

Chalee proposal and 95 cents under
the Cooper proposal.

Put another way, such a family
would keep 24 cents of each additional
dollar carned under the Clinton pro-
posal, but only S cents of cach nddl-
llomll dollar under the Cooper pro-
posal.

The Use of Overtime

Such high marginal tax rates could
casily discourage extra work effort

because le would keep relatively
little of their additional earvnings, the
report says.

Mr. Greenstein said that an em-
ployer mandate could also have some
unintended effects. For cxample, he
said, it would create incentives for
companies (0 make greater use of
overtime by (ull-time workers, rather
than hiring additional cmployees.

-*'Use of overtime does not increase

health care premium costs, while hir-

ingdnew employees would do so,” he
said.

The study by the Center on Budget
and Policy Priorities examines the
ellecls_ol subsidies on people at dif-
1ore;nl income levels. The work of the
enler was assisted by a grant of
$20,000 from the Hem"'y J.g Kaiser
Family Foundatlon.

<




Shot in.the Arm for Welfare Reform

THURSDAY N\ rMBER “n iwovid

Officials See Health Plan as

White House says universal
coverage will allow many to
seek work. But critics say the
proposal may backfire.

By ELIZABETH SHOGREN

TIMES STAFF wRITER

ASHINCTON —President Clin-

ton’s health care reform pian will
reap more than heaith benefits because
the universal coverage :n the proposal
will encourage hundreds of thousancs of
peopie to get off weifare and get joos. Ad-
min:istration offic:als say

1 will not even appiy for a job without
a health care plan that inciudes my chil-
dren.” said Rosemary Armngton. who has
supported her four children with welfare
off and on for 13 years.

Amngton stopped rece:ving Aid for
Famiiies with Dependent Chiidren about
2 vear ago when she got a temporary job.
but she was able to extend her Medicaid
coverage for a year. Now that extension
1s running out, and she 1s out of a job
agamn.

She said she may have no choice but to
apply for the AFDC benefits again so she
can continue her family’s medical cover-
age. but she would rather support her
family on her own.

Anecdolal evidence suggests that one
of the major reasons people remain on
welfare 13 to get medical coverage for
their chiidren and themselves. coverage
they are now unable to oblain because of
exsung medical condiuons or because
prospective employers do not offer
heaith benefits at all.

The Administiration’s plan would re-
quire all employers to provide heaith
coverage for their employees and wouid
ensure that everyone qualifies for cover-
age no matter what thewr health status.

“We want people tobe able to be-
come independent and go to

work.” First Lady Hillary Rodham Clin-
ton saud earlier this fall. answenng a
question from a woman receiving public
assistance. “And one of the things that
this {health care reform] will do ts to be-
@in to break that welfare lock so that you
and others can go out and become em-
ployed. but not have 1o worry about los-
ing your health care.”

But the belief that health care reform
could help solve the welfare problem i9
not universal. .

Some economists and Republican wel-

fare-reform advocates in Congress argue
that by requinng employers to pay medi-
cal benefits. the President’s plan will de-
crease the supply of low-skill )ods. fore-
Ing more people Lo seek public asnslance.

Even some of the 5.6 million people re-
ceiving AFDC benefits are skepucal
about the plan.

! now have free health care for my
children. I don't pay a deducuble and |
don’t pay co-payments.” sad Sherry
Smuth, 24. a single mother in San Pedro.
Calif.. who supports her three preschool -
age children solely wath public asnst-
ance. “Under the Clinton plan.if I gota
0. I'd have o pay my deductuble and co-
payments. That's not an incenuve to g0
w work. that's a disincenuve.”

The Clinton plan would eventually
abolish Medicaid. which covers medical
expenses {or people on welfare. People on
public assistance would pay a discounted
co-payment to go to the doctlor and
would not have 1o pay a share of the pre-
mum.

If they went to work, however, they
probably would have to pay a larger co-
payment and a share of the premium.
Some say that would raise costs enough
to discourage them from seeking jobs.

There 18 little staustical data on the
subject. Alice Riviin. deputy budget di-



rector. told a congressional heamng that
“the anecdotal data 1s very persuasive,
and the number of welfare mothers who
slay on welfare because they have a sick
child (18] a persistent anecdote.”

Barbara Wolfe. a professor of econom-
1cs and prevenuve medicine at the Uni-
versity of Wisconsin in Madison. has
studied the impact of medical coverage
on welfare participauon. She said the
Admirustration’s esumates of the prob-
able unpact of health care reform are
consisient with her research

Her analysis of Census Bureau maten-
al showed that 18% of the people receiv-
ing AF DC funds gave up the welfare
benefit when they were assured that
their Job provided medical insurance.
even Uf the coverage was infenor o Med-
1cad.

Since that daua was collected. welfare
rules have changed and publicly funded
medical 1nsurance 18 available for chil-
dren in low-1ncome farruhies that are not
elig:ble for AFDC. Taking that inw con-

- siderauion. welfare participation should
drop by about 15%. or by 840.000 peopie.
with the inwoducuon of the President s
health care reform proposal. she said.

Most likely toieave the welfare system
would be people who have higher than
average medical expenses. she added.

such as famibes with lots of childrenor
those with a parent or chiid who nas a
chronic medical cond:tion

Such a person is Marie Kostos- Weber.
one of Clinton’s most poignant examples
In his speeches promoting his health care
reform plan.

Kostos- Weber. a divorced mother. quit
her $50.000-a-year job and depleted her
savings to get Medicaid—the only way to
pay for her terminally 11l child’s
$100.000-a-month medical expenses.

“Who would insure a burning build-
ing? That's what the insurance compa-
nies said about her.” said Kastos- Weber,
whose daughter died 1n July at age 10.

The repercussions of that forced deci-
sion five years ago have lingered.

“I'm going o have to take something
for a lot less because ['ve been out of the
work force for so long.” said Kostos-We-
ber. who previously worked asa head-
hunter for managenal poqitions. “Not on-
ly havel lost my daughter, but I've lost
everything that made me feel good about
myself.”

The Clinton plan would ailow people
bke Kostos-Weber to keep working and
be confident that their chiidren’s medical
needs will be met. said David Ellwood. a
co-chairman of the Administration’s
welfare reform task force.

Predicung the size of the exodus from
welfare if the health care plan s enacted
18 difficult because most people who rely

cn welfare do so for a mix of reasons.

Xzavia White, who has three children
has received public assistance checks.
food stamps and Medica:d for the last
three years since he last his job resionng

fire-damaged homes

Even with the guarantee of medical
coverage. he said. many people hke him-

self still will not be able to give up public
support.

“Health care probably 1sn't enough.”
White. 24. said as he was waiung for a
fmend outside a pubiic assistance office 1n
Washingion. D.C. “We have a lot of peo-
ple who don't want to be on welfare but
don’t have a choice.”

The Administration plans to address
thisproblem by radically overhauling the
welfare system. The plan. which 1s ex-
pected to be released early next year. will
stress )ob training and enforcement of
chid-support payments as well as put a
two-year limit on receiving public assist-
ance checks for most people.

Bruce Reed. the other co-chairman of
Clinton’s welfare reform task force. said
he believes that the combinauon of thase
reforms, guaranteed medical coverage
and earned income tax credits for low -
wage workers will turn the welfare sys-
tem from one that often fosters a lifetime
of dependency into a temporary safety
net that pushes people into the work

force.

“If they refuse to work, we will require
them to work.” Reed sud

ep. Rick Sanworum (R-Pa.). who
leads the GOP welfare reform initia-
-uven the House, said the Administrauon
is moving too slowly on its plans 1o rede-
sign welfare and 18 using 1ts health care
reform plan as an excuse for the delay.

Furthermore. he sa:d he expects the
President’s health care reform plan to in-
crease welfare rolls because it requires
employers Lo provide coverage. which
will force saff cuus. ;

“I think you're going Lo see masnve
unemployment from what the Prendent
propased.” he said.

William Custer. an economt for the
Employment Benefits Research Institute.
agreed: ““The supply of workersmay in-
crease, but the demand for workers may
decrease.”

Some Repubdlicans in Congres, how -
ever. concede that making affordable
health care available o all Amencans 18
anunpartant slement of welfare reform.

“It would have some effect. but I'm not
sure it would be a huge. measurable
change.” said Rep. Fred Grandy. (R-
Iowa), a co-author of an alternauve

health care reform plan that would offer
government subndies for low-income
famihies. “But [ think we're going to need
more than that to get people off welfare.”






BENEFITS

SENATE FINANCE COMMITTEE’S BILL

Standard benefit package equal to the actuarial value of the Blue Cross/Blue
Shield Standard Option under the Federal Employee’s Health Benefits (FEHB)
program (this is 8 percent less than the HSA premium).

Expanded public coverage of home and community services for the severely
disabled.

No Medicare drug coverage.

INSURANCE MARKET

MANDATE

Community rating, adjusted for age and type of plan (individual, family) is
available to firms with fewer than 100 employees, the self-employed, and
individuals.

Voluntary cooperatives through which individuals and firms under 100 can
purchase coverage. States are required to establish a cooperative, if necessary.

Individuals and small groups allowed to join FEHB plans, but would pay a
community rate. (Federal employees remain in a separate premium-rating

pool.)

Firms with more than 100 employees are allowed to self-insure, along with
large Taft-Hartley plans.

Guaranteed issue, annual open enrollment, restrictions on pre-existing
condition clauses (one-time open-enrollment with no limitations, then
maximum 6-month exclusion only for the previously uninsured)

Mandatory risk-adjustment of premiums (developed by HHS and implemented
by the States) for all plans in the community-rated market.

SOFT TRIGGER: If 95% of Americans are not insured by 2002, a national
commission makes recommendations to Congress in the form of draft
legislation about ways to increase coverage to 95 percent.

Non-discrimination: Employers that voluntarily contribute towards the
coverage of employees must make the same contribution for all full-time and
part-time workers (pro-rated), or pay an excise tax equivalent to denying the
employer’s tax deduction for health benefit expenses.


















































