
P
H

O
T

O
C

O
P

Y
P

R
E

S
E

R
V

A
T

IO
N

■C trhfi
 

c <
 

(L



• 

• 

• 

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. 

Myth #1: Tlte uninsured are unemployed. 

Reality : The uninsured are working Americans. 

The vast majority of 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 qualify for Medicaid. Insurers in general charge higher rates to the self­
employed and small businesses. which makes it difficult for them to obtain affordable coverage. 

Job Status of the Uninsured 

Full year. part-time 
66% 

Part-year 
25.0% 

Nonworking 
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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. 

Family Income of the Uninsured 

Percent of Uninsured 

35% �-----------------------,

30% 

25% 

20% 

15% 

10% 

0% 

27.7% 

Under $9,999 $20,000-$29,999 $50,000 & over 
$10,000-$19,999 S30,000-$49,999 

Family Income 



• 

• 

• 

Myth #3: 

Reality: 

3 

For most oftlte u11i11s11red, being wit/tout /tea/ti, insurance is a short-term, 

rather titan a long-term, problem. 

54 percent of those uninsured today wiU be uninsured for more than two 

years. 75 percent will be uninsured for more than a year. 1

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. 

Distribution of Uninsured, by Time without Coverage 
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Myth #4: 

Reality: 

4 

The 1111i11s11red are mainly young and /zealtlzy; tlzey choose not to buy 

insurance. 

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 years 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. 

Age of the Uninsured 
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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 fees they charge those who have private insurance in order to cover the bill for the inefficient, 
high-cost sen·ices received by the uninsured. 

The lack of pri,·ate 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, wireimbursed costs for hospitals a� totaled 
over $28 billion in 1991. As a result. private payers are charged substantially more by hospitals 
than the actual cost of their services. 

Hospitals' Unreimbursed Costs, 1981-1991 

Percentage of Hospitals' Total Costs 
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Myth #6: 

Reality: 

6 

An employer mandate is not necessary to fLX the /rea/tl, care system, or to 

decrease the number of uninsured. 

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 prirnte 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 . 

Source of Private Health Insurance, 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 of 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? .vfisinterpretations of Chronically Uninsured Estimates.

Timothy McBride. University of Missouri-St. Louis. April 1994 .
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FACT SHEET 

ADDITIONAL STATISTICS ON THE UNINSURED 

I. 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. [EBRIJ
• 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]

II. WORKERS AND FAMILIES

A. Workers

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

B. Children

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

C. Middle Class

• 

• 

• 

18 million middle-class Americans have no health insurance. [CBOJ 

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) 

1 
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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. 11 [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 ;s that we 're 
talhng 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] 

D. Employees of Small Businesses

• Less than a third of finns with fewer than 25 workers offer health
insurance, compared to 95 percent for finns with over 100
employees. (Kaiser Family Foundation, Feb. l 0, 1994)

• 25 percent of uninsured are from finns with less than 25 employees .
[Kaiser Family Foundation, Feb. l 0, 1994]

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

E. 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]

F. Security

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

2 
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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,l l/l/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 warns 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: ''All
the studies show that the uninsured get less care and end up sicker than
people with insurance."

1 
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• "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 risk 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
concerns about 0the 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 

2 
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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 JOO percent."' [5/10/94] 

3 



• 

• 

• 

Can the United States Reform Its Heal.th Care System? 
by Henry Aaron 

SUMMARY 

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. 

l) universal coverage

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

2) Employer Mandate

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

3) spending Limits

The �agnitude of savings the President is calling for will 
take more than four years to achieve. While spending limits are 
preferable, they will not win �ajority 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 • 

5l 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. 
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Can the United States Reform Its Health Care System? 

by 
Henry J. Aaron 1 

All too often participants in the debate on health care reform present "best" new 

systems, rather than 'best" reforms of the system that exists. 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 concei\"ed \·isiO!)S fail because they do not recognize the 

enormous investment thJt t!�e L"ni:ed 5!ates (and every other country) has in its current 

S}·stem. Creating \,·holly new arrangements entails wholesale changes in methods of

paying for care, the relationships between patients and health care providers, and 

perhaps the organization of the deli\·ery 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 !Jrge cut in the use or price of medical services is the keystone to financing 

the new svstem. Such savings require massi\·e 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 efJect sweeping reforms. t:nder the U.S. governmental system, in which 

1
Director of Economic Stud1n. � Brookings lnsntution 



• 

• 

• 

Henry J. A.non 
Hullh Affajn

1 Nov,mbtr 1993 
Pig, 2 

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 U.S. health care problems compounds this political difficulty. 

Americans recognize the need to assure and extend insurance coverage. This step will 

cost money. But most reformer.; 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, industnes. and regions. as the gainers win resources that would othen'lise 

have flowed elsewhere. Such shifts run afoul of the political law, peculiarly apt in this 

case. that Charles Schultze articulated ... �ever 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··). 

1 believe that a recognition of these underlying 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. 1 shall focus on the proposal President Clinton 

outlined on October 22nd. but �ill comment briefly on other major proposals that will 

play a meaningful part in the debate . 
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President Ointon'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 unreliably, insured and that all can be covered securely 

by building on, rather than replacing, 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 

Although ad\·ocates 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 

system. It does so, because it forswears neat alternative program designs that would 

scrap the current system. In fact the Fresident's strategy � increase complexity 

because his pl.1n c.1nnot rely exdusi\'ely on any one of the three possible ways to achieve 

universal co\'erage, but must use all three - an employer mandate to pay for insurance, 

.1n indh;dual mandate to purchase insurance, 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 currently co,·ered by requiring all employers to pay most of
the cost of insurance co,·erage 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
insuranc� plans among which indi\'iduals must choose.

J 
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• The range of insured services that all approved plans must cover is at least
as generous as the a\'erage current benefit package, particularly in
coverage of mental health and preventive services.

• Exclusion from personal income tax is retained unchanged for required
employer-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 co\·erage for the elderly and disabled, the Clinton plan
would retain go\·emment insurance through medicare. But the option of
medicare t-eneiiciaries to �lect coverage through regional alliances hints at 
the e\'entual replacement of go,·emment administered insurance with
insurance .1dministrJt1on by regional alliances for everyone. �1eanwhile,
the plan adds .1 new drug benefit and modest long term care coverage.
These extensions simultaneously address real problems of the elderly and
secure their political suF'port for reform and boost plan costs.

• By definition. self-employed or not-employed nonelderly Americans cannot
be co\'ered 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 indi\'idual mandate.

To m.1ke the 1r.di\'idual m.1nd.1te affordable, the plan provides subsidies for 

households con.taming full-time workers and retirees with incomes below 150 percent

cf official po,..erty threshclds. a limit co\·enng most of this group.2 To ease the shock

of the er:-iployer mJndJte for companies that do not currently pay insurance for their 

employet-5, the plan contains explicit go,..ernment subsidies for some companies with 75 

or fewer employees in , •• hi ch a\'erage eammgs of full-time workers are under $24,000 

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

payroll ir.directlv subsidizes all comp.1rues ior which the current cost of services 

1be pl.In also pro·,,dc-s subs1J1e, to 1nJmJ�ls or i.lnuht.>S with incomes up to 250 percent of official 
poverty thresholds ,f the family rontAms O!"K' or morr p.trt•time workers. but no full-time worker. 1ne 
in�tives of the5e vane-d thrnholds .arr quatr odd. 
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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 employees are now covered by the plans of relatives 

� =nployed by other companies will have to shoulder those costs directly. The shift from 

experience to community ratmg icr all companies with more than fifty but fewer than 

5.000 employees /will cause e\"en larger inter-company shifts in costs of health care . 

Companies with above a\'euge c1.:rrent costs receive subsidies paid, at least at first, by 

increased charges on companies wnh below average costs.3 If growth of spending is 

slowed, most companies woula 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 (ew, large. old ccrporations is likely to be subject to the political 

equivalent of LIFO accounting -- last in, first out. 

Each of these steps 1s initially costly. Exactly how costly is determined by the 

comprehensiveness of coverage 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 

� co�us among econom1!>ts 1s ttut mo!>t �alth insurance costs, before and after reform, are 
borne by worktt, t�gh reduced wagn. For a thorough rt\'lew of these issues, see Alan B. Krueger, 
"C\>Stt'\·ations on Employment•B.ased Gv,�ffln\t �fandates. With Particular Reference to Health 
lnsurinc-e: dupliate'd. Octobtt 15, 1993. F�w people other than economists believe in this off set, and 
economists acknowledsc th.\t the ad,ustmmt process �y 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. 

Pavin'I tltt 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. The deiicit is already too high, and elected officials 

have plid in political blood "·ith p:-csr.,m cuts to bring it down; further politically 

acceptable spending cuts in nonhealth Frograms 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 fin.1nced largely from cuts in current health programs, notably medicare and 

medica1d. 

The added pri\'ate 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. �foreover. these \'ariations arise primarily from 

variations in local prices. differences m 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 p�ms footnot�. "tut .appur .as mter<0mpany shifts in the short run an be 
expected O\-er time to beco� shafts m the compos10on 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, w�en 

�he number of hospital days per person was slashed 30 percent, when medicare and 

medicaid payments to pro\·iders "·ere slashed, but medicare expenditures rose an 

average of 7.i percent annually. medicaid expenditures rose 6.5 percent annually,5 and 

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

Admini$trnt1ort 

President Clinton's plan would also massh·ely change the administration and 

politics of health insurance. Employers 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 ,,·ould be required to establish one or more 

non-overlapping regional health alliances that jointly cover the whole state. These 

alliances would be required to �ccept 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 

Tart of this mcre�se was ataibut.a�le to el tension of medicaid eligibility. In the latter years, part of 
the increase occurred as stat� e,-plo1� a loophole in federal IE1;islation that permitted them the increase 
federal payments by an accounnng gimmick.. 
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small businesses and low-income households. The alliances would admiruster 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 objecti\·e and legally defensible techniques for 

identifying when such practices are improper? How would the provision prohibiting 

alli.mces that span two or more Hates from favoring providers located locally over 

providers located in neighboring .:ilii.:inces be enforced? If political differences arise 

between the president and Congress. on the one hand, and governors and state 

legislatures, on the other. regarding admirustration of the plan, are enforcement 

techniques politically plausible? :,.,:o reliable answers exist because these questions have 

never been put in prJctice. 

For example. suppose that the �ational Health Board allocates to a given state a 

share of national health �pending well below the level the governor or the state 

legislature deems appropnate 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? \Vould it not be preferJble to place the states at financial risk, as is done 

in Canadian provinces. a measure th.,t the administration is reported to have considered 

and rejected? 
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Plans that claim to achieve unh·ersal insurance coverage without an employer 

mandate can choose either of nvo alternative options - mandatory individual and family 

purchase of insurance or tax-financed. go\·emment insurance -- or a blend of the two. 

Tiu Clt11ftt Pinn 

The proposal advanced by Senator John Chafee and cosponsored by other senate 

Republicans relies on a mandate that employers make group insurance available to all 

employees ,,·tthout regard for preexisting conditions or certain other limitations currently 

common m the group insurance market. But employers would not be required to pay 

any of the cost of such insurance. Current tax advantages would be extended to the 

unemployed. but limited in amount for all individual income-tax payers. 

Ind1\'iduals and families would be required to purchase insurance to achieve 

uni\'ersal CO\'erage. t.:nforturutely, howe\'er, low income households cannot afford 

insur.ince ,,·ithout subsidy. How the Chafee mandate would deal with this problem is 

uncle.1r. It would pro\'ide some subsidies to low-income households, but limit the 

subsidies matially to households with incomes below 90 percent of official poverty 

thresholds. The subsidies would gradually be broadened, extending to families with 

incomes up to 240 percent of official po\·erty thresholds by the year 2000. The subsidies 

would be financed out of savings from sha\'ing 2 percentage points annually from the 

growth of medicare and medicaid spending . 

The Chafee. proposal lea\'es (undamentJl questions about the subsidy and the 

mandate for universal co\'erage unanswered. The subsidy budget is implicit in this cost 
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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? \-Vould 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 ab5ence of evidence that these issues and others (for 

example, how would the mandate to ha,·e insurance be policed?) have been thought 

through raises doubts on t,·hether t!:e sponsors are genuinely serious about universal 

co,·erage . 

like President Clinton's pl.1n. :!w Chafee plan would create new regional health 

alliances, although their powers would pale beside those of the Clinton alliances. The 

Chaftt alliances would be responsible for creating an insurance pool for employers with 

fewer than 100 employees and indi\·idual purchasers. but would not be empowered to 

.1ppro\'e health plans or to enforce iee schedul�s. The Chafee plan would institute some 

features of managed comFetition. but \\·ould cont.,m no other administrative measures 

to slow the growth of private health c.ue spend1:1g. 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 Sf'ending to pay for the federal costs of subsidies to low 

income households. Cnlike the president's plan. ho,,·e,·er, 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 

prerruums, the Chafee plan contains no coherent road map to universal coverage and 

� ·eiies upon the rosy claims for cost containment of the more euphoric proponents of 

managed competition.

Full Nntionnl Hmlth lnsurnna

Se\'eral plans call fer the go\·emment 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 

promises uni\'ersal coverage and would create powerful regulatory instruments to 

control growth of spending. But its e\'en 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 . 



• 

• 

• 

H,nry J. �n 
Hullh Affain 

Conservntiv� Options 

1 Nov,mbcr 1993 
Pag, U 

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 unden,·riting practices that bar new employees from 

eligibility and would bar preexisting condition limitations. The Republican proposal 

would expand tax sheltered s,win�s :·�r medical expenses. The plan advanced by 

Representati\'e Cooper ,,·ould estabh�h the framework of managed competition, but not 

force any employer to pay for insurance. The Cooper plan would pay for coverage for 

households with incomes below po\'erty thresholds and partial subsidies for households 

with incomes up to raice official poverty thresholds. No limits would be placed on the 

growth of medical expenses except those ansing from the incentives created by tax 

sheltered SJ\'ings for upper income households to buy 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 fi,·e fundamental questions. While members of 

Congress are dearly responsi\'e to the1r 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 Cha fee plan. \ Vhether a dear majority in the House endorses 

this proposition rem;uns 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 cntic.11 but still unresolved question is whether the 

president can mobilize the growing and well-founded middle dass 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 requ1nng 
employers to sponsor, and pay most of tl,e cost for, in.su.r­
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 con�ervative House Democrats, who together 

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

president. 



• 

Henry J. Aaron 
Hulth Affain 

1 November 1993 

· Page 14

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 re:ers to .1 r.at1onally legislated limit on the annual growth of 

health insur.1nce spending, h·hether tr.inslated into caps on health insurance premiums 

or imposed through fee controls .-ind 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 1mport.1nt difference. as far as President Clinton's proposal is concerned, is 

that no ob\'ious compromise exists. The administration could easily accept less stringent 

limits on premium growth than It proposes. But opponents cannot agree to nny such 

limit without capituliting, in f111grnntt dtlicto, on the fundamental principle 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 ill�ion) 

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 �ealth insurance product \";11 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 tha� 

national spending goals can be met. at least through the year 2000, by eliminating 

medical waste, fraud, and abuse. In so doing, I believe he will be making a serious 

blunder. First, trying to wring so much out of health care spending as quickly as he 

proposes 1s not practicable. Cuts of the magnitude he projects - one sixth of baseline, 

Jcute c.ue spending by :!000 •· ,,·ould require radical changes in medical behavior of 

providers or luge cuts in their incomes. But while many providers acknowledge 

instances of waste. I think most belie\'e they are now doing the right thing most of the 

time. And large cuts in pro,·ider 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 

systems in countries that spend far less than the t.:nited States does should acknowledge 

that large s.wmgs will tttntunlly be possible. But they can still insist that such savings 

will take much more t�n 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 eff ecti\'e in emptying a room of elected officials than 

shouting •·fire... The efforts of elected officials to avoid it is understandable, as the 

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

care reformers ,,·ho insist on c!Jim th.lt enormous savings can be quickly achieved 

-



• 

• 

• 

Hmry J. Auon 
Hulth Aff.ain 

1 November 1993 
P�ge 16 

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 

credibly to generate, defeat the political desire to banish the ogre of rationing. 

For all of these reasons, I belie\'e that President Clinton's proposed national heaHh 

budget and limits on premium increasc?s 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 Cc?\"eloped bv h:s adnsors. TI1e atmosphere created by the 1993 

budget debJte made FC!:t:cJlly unthink.,b!e the ad\'ocacy of increased taxes on anything 

but the \'Oluntary mhJlation of Fo1son This s11uJt1on is highly regrettable, in my view, 

.is President Clinton·s repeated insistence on national spending limits are essential for 

--­
the sustained control of growth of spending is correct. Spending limits are also 

necessary to create the incenti\'es for efficient resource allocation and even to enable 

managed compeution to achie\'e its fu!l potenu.,1.• 

President Clinto1\
° 

s health Fropos.,l also en�t-rJces price regulation of physicians and 

hospu.ils that contmu� to deli\·er ser\'1,es ior fee. But It is not clear how this mandatory 

extension to the pnvate sector of current p,,cuce under medicare and medicaid could 

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

1-imry J. �ron. Sn,ous a,iJ U11st4�lt C111iJ1tl0'1 f:,,a,u:111s Ammca·s Hes1/th Cart, BrooJc.jngs, 1991; Henry 
J. �ron &nd Will�m B. Schh•utz, ··�1.&N6'l"(i Com�non: Little Cost Containment without Budget Limits,
HtJlJth Affairs. \-Ol 12 (supplemmt 1993). pp. W4-215; Henry J. Aaron, "Budget Limits a11d MaNged
Compcttrion, Hcaltlt Affairs. vol. 12 IF.111 19931. 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, giv� 

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 

�- :n.111 purchasers into large groups for the purchase of insurance. The larger question 

1s whether they will be \'€Sted \\·1th regulatory powers to approve health plans, to 

regulate fees. to pay subsidies to business (if an employer mandate survives), and to pay 

subsidies to households . 

For reasons set forth abo\'e and elaborated below, I think Congress is not likely 

to approve powers for health alliances as extensi\·e as proposed by President Clinton. 

The mcenn\·es are large for health alliances in states politically in the control of a party 

different from that m control in \Vashmgton (even assuming one party is in control) to 

pursue policies that are intolerable to Congress or the president. The regulatory 

demands en the �ational Health Board or other federal agencies to police the health 

alliances are enormous and probably unmanageable. 

Despite these difficulties. howe\'er, the infinite variations in the design and 

possible powers of health alliances m.1ke this the most negotiable element of the reform 
---. 

debate. A broad consensus has developed on the failures of the small group market. 

Health alliances are a natural \'ehic!e for effectuating any limitations on permitted 

practices. The cas� 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 participants 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 im·est health alliances with powers well short of 

those proposed in the Clinton plan. A process of gradual evolution would then­

commence, as Congress added, subtrJcted. and modified alliance powers. The eventual 

character ot the alliances would be 1:1:luenced by their initial design, but it would be 

determined largely by future decisio:is. 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. 

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

:--:o 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 remotely resembles the President's proposal for reforming 

health insurance in the depth and pu\'ash·eness of institutional change. It has become 

commonplace to compare reform oi health care financing to enactment of the Social 

Security Act in 1935. This analogy is faulty, but instructi\·e. On a scale of complexity 

starting at zero, if the Social Secuntv Act rates a 10, President Clinton's health reform 
. 

. 

plan rates 200. 
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The Social 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 difficulties the United States is now 

experiencing. t--:evertheless, the largest element of that landmark legislation, old age 

insurance, was financed by taxes that did not start until 1937, nearly hvo years after 

enactment. to pay for beneiits thJt did not start until 1940, more than four years after 

enactment. Survivors msurJnce was enacted only in 1939. These programs began with 

a delay and grew slowly. �tore fundamentally, they replaced essentially nothing and 

required ,·irtually no one to rewrite existing contracts or change then existing pension 

arrangements. 

In contrast, the president's health care reform would transform the financing and 

organiution of the deli\'ery 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 hvo years. Quite apart 

from the huge administrative, task this represents, the successful operation of these 

alliances hinges on the �uccessful execution of difficult technical tasks, such as risk 

rating, that have never been carried out Ul practice before and whose feasibility remains 

in doubt, even among experts sympathetic to an employer mandate. 

Vnder some circumstances. such enormous change is possible. The mobilization 

for World \Var U �nvol\'ed direct control of most of the U.S. domestic economy and the 

creation of countless agencies with new and untried powers. The exigencies of war 
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elicited 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 t.his 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 sen.se 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 

iMovarions of the r--:ew Deal. They will confront a public suspicious of government and 

elected officials. that is mostly satisfied ,,;th the access to health care it now enjoys but 

is womed about losing it, and that is bombarded by information and disinformation 

provided by groups with enormous economic stakes and not all of whom hold truth in 

high regard. Against this background, I belie,·e 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 pro\·e sufficiently 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 1oumey? 
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carrying soclahst to support lhe prm, 
tirle of univcrstll c-ovcrag� for very 
praRmAI k reasons. which is probably 
why so many Amenrans do supporl 11 
and why so many or our overseas 
compet,tor� ins1itu1cd 11 decades a1:o. 
Americans m11:h1 he surprised to 
learn thal both Japan and Germany 
finance lhelr u11,versal 111suranl'e sys• 
tems throui:h lhc emrloycr. with pre• 
mlums I hat vary with the employee's 
Income. usually In thr lorm nl a llat 
pcrcen1aRe or 1he gross payroll, 
shared equallv llC'1 ween employer 
and employee 

Thesr roun11 ll•� du nol 11c 1hr s11r 
of 1het prC'mlum or of public �11hs1• 
dies lO lhC sf11· uf 1111.• firm. 111 avuuJ 
1e111p11n1: rmpluyCJs tu. lur .,.,,mple, 
hire part-11me workers or pay niurc 
overtime rather lhnn l11re anuiht•r 
employee who will p111 lht>m over 1he 
limit. Unlortun:itely, mosl ol 1hr rc­
lorm proposals now bclore Congress 
do makl' nn Issue ol the rmn's s11.e 

In lhc cnt.l. lhl' scr..,aw to ConJ:,rr�s 
over hrallh re-form rould ll'avc us 
wilhuul any bill al all this year. or 
with one thal allows so many kry 
provisions to IK• delayed that II re• 
calls Srarlrll O'llarn·s lamo11s re­
mark, "lomm 1uw t!I; :inolhC"r t.Jay ·• 
Even lhis would 11r11hably be heller 
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lhan nolhlni:. Bui lhesc pruposals 111 ci 
likely to leave 20 million Ame, 1c;o11s 
uninsured by the end ol the tlrra<11•, ; 
OlCJSI or them In the lowc, 11111hlh•­
l11comc groups. Ry then the uosl 111 
ordinary spells 111 Illness will qui,·kly 
brc.tk lht• hank of surh fam1hC'"i, ;11111 : 
even lhat of many soh<lly 11111hllc• 
class pro(llc 

I
r Amc-rican v01crs a,c- nml<'nl 
10 couple their olhr.rw1sc <'X 1 

ccllent health carr sysir111 ' 
wilh this unseemly game ol 
Russian roulcuc in hc-:\llh 111• 
surance, then let them Ix· 

mindlul 1ha1 the game may hll thci, • 
own households one Jay. when they· 
ore sick ontl for �nmc rr•n..,1111 111un• I 
sured I 

I.Cl 1hem lht•n Ix· "i"'hvlolu.olly , c-- • 
spo11s1hlr" lur thch 11li,:h1. ;" 111,111v 1 
afflur111 Amrrkan� woult.J no cl1111h1, 
hkc 111cm IO 1,c, anti as I hey 1hcm•, 
sclve'- lmd planncc.l 10 be. wtwu lh<')' 
were c·mp)oyct.l and well 111,1111·,t. 111 1 
tus1 vuung n11d heallhy , 

On lhc other h.aruJ. 11 A11w1 u ;w 
vo1crs truly rravt• �c-rurr- :uuJ afl,u tJ. 
3hh,· lu:ahh 111sur;uu·c\ ;u �u, vt·y aflt'r 
sur-.iry !t11Jmr-s1s. tlwn uow 1s 1tu- 1111u· 
lo c-ummunkalc lhal 111 <.:ong11·'i�. 
loudly amt unmi�lakahly. Uppo1 tu111 
lies for s1Anifican1 health rr.lui 111 
arise JOnlv rvery c1M1plr 111 Jl'I ;111,o� II 
we m1i.s 1hr train this tinu-. 1lu· 11t·x1 
om• m.,y ho far hch111J I I 
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An Unpiea�ant Choice if Employers :Won't Pay for Health. C�
I, 

■1 ao■EIT •u• 
--•n.t-Y"'11,_ 

WASHINGTON, July 1- Pruldlfte 
:,--•• pl ol bMllh IMUrance fw 
,n A-ricana II ottea dMcribed 11 • 
..... lmpentlve or I pollllcll 00,-C. 
M, llul It la lleo I pockeclloail .._ 

la - llfflM, lhlfw le 11D lll)'llery 
1bout how IO reduce 1M 1111,_be, ol 
............ : IC )'Ill tallu -)'. 'JlM 
.--1a wtio"-ldpe1. 

In trylna IO adll9¥e lllllvenal 
-·th IMurlllCI COftR ... Mr. Clln-
- ud Caareu w1U amfran( 11 
..-- diolca In 1M NIii few 
Neka. II empklyen do - pey -
rl the coe1, 11 Mr. Clinton hla pro, 
JONd,thMllltCoYeffl!NltllldCID0-
111men mua« pa)' _,.., • 

Mu)' people detcrtbe Mr. Cllnlorl't 
IH'OPO'II for an "employer rundeta" 
u u allemallve to tHn. SIii� the 
�le would ulllmeltl)' pay. E­
a!IU .. )' llllt empklyen would paM 
•tbe�IOlhelr..-enb)',. 
Mtna die .- ol -,, avllJ. 
111111 for w..- o, fllture pay n...._

Ow••••••*•41 
.._._.. ol C.,,- an l&ltdltl 

lb9ut l'IIUlnlla '"l'J'IIM IO obulln 
..._.._; -- aany n.uy ..,.. 
Mr. Cllnlon't ,,.......1 11 au. -
.,...,.,_.. ..... Clelt. .... )' 
....... ,._ ..,..a 111a1 die Gov· 
.......... lllltllll)' cry 1a auar­

.. __....., - fnctJa °' 
.. ,.......,,.....,..,-cac, .. 
.. -......... r.,.1u.1iu 

'7:" ..._ ,- ll _. 
wllilllllr .. � ••• perc:al"' 
Ille ........... ....,_, Aad wllo 
..... _..., .. ,_......,..., 
'J'-qilNllllllllanlldlehllttol 
IMCUtf'MIMate-howlOrede­
llp 1M ..U.'1 IMlllll care ., .... 

01rTeftll)', 1M �I Nll­
tulet 1h11 )I mllllon A-icana, IC· 
� I« 11 percenc 111\111 papu1.1. 
UCIII, llave 11D healtb .....,_ .... 
wdl numbere Imply ler more Pf'kl­
alon lhan If poe1lble wllh lllli.::::► 
uf1nl loola IIDW IV.Ila... 'I 
tn,urance statue i. contlnually dwl&· 
lnl •• they chant• Jobi, marry and 
divorce, move from ont 11111 IO an• 
N.,_ and 10 on and oll the roll■ ol 

DIMOQIIAptHCS 

The Uninsured, by Income 
The peicencage cl unir-..ed Amerleana In Mcil l.nlly lnComl 
�lego,y. 11192 figwN.0 

NO.OIi 
....... 

UO,OOI 
IONl,M 

.... 
.,.._ 

........ 
--

., ....... 
.. ., .... 

_,, __ _
pracrama Wte Mecllcald and Nldl· CIIIII die)'·- WUI IO be bollMnd. 
u,.. - ao Med lor c:owr,,. or � 

Vlnually Ill the major beellh UR efford their .... of die CDIL 
propoaai. now In Conarua would "Many people may ntloneJly 
•• hHJIII lnluranc. more 1vau- c'- not 10 purcllaM heallh INur• 
able, pratilba lnluren from dalylnl 1nce cover..._ either becaUM \he)' 
cover.,. to people with I hlaiory ol hive low .,.,_ or becaUN !hey 
lllnee1 or d1Nb1IJ1y and p,.veat In- belle.,.. they have a low rtlll of ,-4-
lllrln lf'Ofll dlartlna tJltremely hlah In& health c•R 11rvlce1," Mid Wll­
pnmlum1 IO people with hl&h mecll- 11am S. Culler. rueardl director ol 
cal rtau. lhe Employee 9-fll Reaurch lnlll-

lul audl dllnan.
r:

lhe-lvu, cute, • .-parti..11 ora-nlutlon 

� not IOlve Iha 111, and u• WMM -mben lnelllde bualne1119 

C
rll warn that hi -aure• could 1nd labor � 

ve unintended eclvlrM eflec:ll. Al- 11111 Y11111 May 0. WldNul 
Ice F. ROMnblatt, an actuary 11 Coo- 11 lhen II,.; .&...�rernent tor peo-
pen• Lybrand, lhe accoun(Jna firm, pie IO have �. ma,iy who ere 
.. Id that ••1 1m1II proportion of 1M JOWII and healthy wlll probably 10 
WIIMUl'ed, probably i.a than S per- wlo-t It�- they - 110 Imme­
-• hive been cletlled CIIYlr ... be- dlall need. .. Ille coel II atplll· 
call8e ol pre-alell111 condlllonl ltlle cant IIUIDberl ol health)' peopi. So 
canc»r and canllovaecular p,. 

'

lnaurance, &he anr11e rtlll of 
111111-" 'den rlaea, and !heir pre-

)loreover, llllleM lbcre i. - lM 11 • reawl 
. mechanl■m for 111rollln1 all people In I mllllon people II to 29 

lieallh plans, mllllona ol Amertc:aM .ave lttJ heellh ln■urance. 
,,.. llkely to remain wilnaur� be- )' •c�1 f•r JO percent ol the 

111\lMUncl. II la dutr•� 10 hive 
lheee people la die ln111...,_ pool 
becauee !heir l'Ndlcal coall .,. ... 
erally lower than dlON of older� 
pie. ICIUllrtla M)', 

Under .-t of 11M propoula Ill 
Conar111, poor people would pay llttll 
or nothtna lor health 1Nur1noa. The 
Cowrnment would pay die premi­
um• fw people with tncomea below 
the olllclal poverty leval, now 114,714 
lor a lemlly ol four. Lawmalcen •• 
IUffll that atnu.l people CM bu)' 
private health lnlur.-, CNtllll 
'4,000 ION.•• )'Hr lor • family, II 
!My do - .... ve -...111Rup 
•�ra. 

, So, llealth pollc)' Hplrll MY, II 
employen .,. - required 10 pr-. 
111.de lnlurance to lhtlr 1mptoyMt1 the people - llllely 10 be lllllllturtG 
,,. people In the mlddle-lncoml 
RIii .. particularly I'- who _,11 
for amell compaalea. 

"All Iha maJor pnlPCIMII would 
atve IIIJI mYena• 10 people below lhe 
poverty IIM," Mid l,lr. CualOr ol lhe 
Emplo)'H Bentnt R-rdl lnall­
tute. "That'• tlMr llrll lrour> that 
-Id ptdc up coveraae. Unlnaurect, 
people 11 11M poor end ol the mldclle 
eta•• .,.1e111 llllely 10 plcll up C0¥1r• 
111 11 • reault ol theH retormL" '. 

Eleven mllllon people wllhouC 111-
aurance, or 21 percail of 1be untn-. 
aured. have tncome■ below the pov•· 
erty level They could 1•1 coveraae •� 
llttle or no c:harae under moat ol lhe 
propoaei. penc11n1 1n eoaa,aa. 

If the Government provided c:owrJ 
••• almllar 10 whet I.he avera1• em• 
ployar now often. II would COIi Sl,oo« 
1 yur lor each unlnaured pe� For 
every mllllon people who received 
lull)' aubakllad ciwrla•. die Gov· 
ernrnent wouldllllfttopay 11 lcut SJ 
billion a yeer. 

Nearly one-Ollnl ol the uninsured 
- IU mllllon of Ille lt mllllon people 
wlehoul cover11e - have Income■ 
be1ween t

he 
otllclal ooverty level and 

twice that amount. llnderllM ma)or 
propoula, tbae people would 111 
eome financial a111111nce from lhe 
Government IO help them buy lnaur• 
ance. 

Whether Judi aubskllH would bei 
1clNjuate depend■ on many ques­
tlont: the 1moun1 ol the au111an�e, 

lhe COIi Ill die lnaurance 111d 
portion. If any, paid by 1mployww. 

Mr. o.atar IJOllftd1 1 caull1111 
-· "II la UIRfflll)' unllllely 
llfflpl)' lower1ni 11M C41ll ol 
111C1 WIil � llftlvwul cove 
111," he uld. 

Clinton Admtnl11ratlon ofllda� 
uy lllal llftlverul coveraa• la "°' 
Olll)' aood health pollcy 11111 alao aood 
polltlcl. Health care .. I pocht.booll. 
1-, lhe)' uy, becau• people can 
lmpovertalled by �l bllla. 

''People who worti lhoulcl -
left behind..._ we reform lhe health 
care 1)'11-." Mid Grqory Ii.. 
Lawler, • lawyer c:oordtnaUna the 
hHIIII care campalp ll'IIM WNte 
H-. "They lhould hive 1111,_ 
!Nd prl\1111 lnlllrtrKt." 

More thin hall of the unlnaured aR 
worlllna 1dullL ElaJlty-lour percenc 
of Che unlnaured live In lamUIH head­
ed by wortiera. Bue lrnleet yeara, 
the,. ha• been • decllnl tn cover111 
provided by companlu with fewer 
than 2S emplo)'eta. Suell companies 
II)' they are often unable to obtain 
11fordlble heallh lnaurance tor !Mir 
wor11en . becauM tnaurera dlara• 
0.111 hither premium•, reflectlna the 
r1tu and Ille ldmlnlltntlve coell 
auoclated with amall �rou_111-

C-er1 ler Clllld,_ 
Conarua haa tor year■ ahbwn ..,._ 

ctal concern lor the medical needa of 
children, and thal lmpulM la clear In 
muy propoaala IO overtwul U. 
heallh care l)'fllm. The Finance 
Committee, lor eHmple, accepced • 
Pnii-tl by Senator Donald W. ll1111t 
Jr., Democrat of Mlchta•n. IO provide 
extra 1ub1ldl11 to help pay tn1urance 
premium■ tor children In lamllle1 
with Incomes up to 1.4 llmtt the pov­
erty level. 

Nearly 10 mllllon children Wider II 
yun old have no health tn■urance 
cover11e, and most of them could 
oblaln II under Ille blll1 now pendtna 
1n eonareu. 

Aboul me-third ol lhe w\ln■ured 
chlldren are In poor lamlllea. Another 
1hlrd Ure tn lamu

·

•-....,,_ 
betwttn the poverty •tee 
lhal lrdounl. Tlle Ive 
l1mlly Income■ u t

he 
I 

poverty level 

·-



Frayed Nerves of People
Without Health Coverage
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Mark Elias, a 36-year-old self- 
employed woodworker in New Or­
leans. has plenty of business, but 
he and his wife think they would 
rather spend their money on pri­
vate schools for their three chil­
dren than on health insurance. 
Mr. Elias, who makes custom 
doors and windows to the sono­
rous voice of Rush Limbaugh, 
would rather live with risk than 
see the Government meddle with 
health care.

Lauren Bright, a 26-year-old ac­
tress. survives in New York City 
by waiting on tables. '‘I'm honest­
ly thinking of giving up acting tn 
search of a career with benefits,” 
she said. "It’s a sad thing.”

In San Francisco. Trinidad 
Estrada, a 29-year-old mother of 
three who stands m a restaurant 
all day making burntos, wonders 
how she will come up with 11.000 
for foot surgery; she resents the 
free coverage the state gives to 
people she regards as loafers.

These are some of the 39 million 
uninsured people, more than one 
in seven Americans, at the center 
of an epic political ha tile as Con­
gress decides how far the country 
will go toward universal cover­
age. Their plight has been called a 
crisis and a non-cnsis, their num­
bers called understated and over­
blown.

Whatever the politics, evidence

The commonly quoted figure of 39 million 
or so uninsured is a snapshot of the popula­
tion at any point and includes a changing mix 
of people. Over the course of a year. 5S 
million people are uncovered at least tempo­
rarily. research shows, but many regain cov­
erage when a familv member finds a new mb

I

I
I

Medical Insurance
Or Their Housemillions uncovered who live in stifling need.

Minonty members with lower-than-aver- 
age incomes are disproportionately unin­
sured. While 14 percent of white Americans 
under 65 were uncovered tn 1992. 23 percent 
of blacks under 65 and 35 percent of Hispanic 
Americans under 65 were.

Disparities among the states are also strik­
ing. In much of the South and the WesL where 
jobs without benefits are more common and 
Medicaid is often less generous, more than 
one in five people under 65 are uninsured. In 
many Northern and Midwestern states it is 
closer to 1 in 10.

People who are excluded by insurers be­
cause of pre-existing medical conditions — a 
history of cancer or a chronic disease — have 
provided heart-rending stones in the health 
care debate. Banning such exclusions is a 
goal of many bills in Congress. Yet these 
account for only a small fracuon of the 
uninsured, perhaps one million of them, stud-

The Uninsured:
Who Are They?
A soeciai report.

to

By ERIK ECKHOLM

At the age of 52. unemployed 
afier an international career as a 
manater. Bob Hughes is aston- 
ssned to find himself without 
neann insurance and wisnes 
Washington would do something 
about n.

”1 don’t want a dole from the 
Government.” said Mr. Hughes, 
who lives with his wife next to a 
golf course near Houston and can­
not afford the $568 monthly pre­
miums they were quoted this 
year. "Just a little help, a little 
protection until 1 get re-em­
ployed.”

The home of Bob and Susie Hughes, in 
Conroe. Tex., north of Houston, is filled with 
mementos of a career abroad: dolls from 
Shanghai, an incense burner from Indonesia 
a painting from Vietnam. Mr. Hughes admits 
he never thought much about health costs 
during his years as an executive and sales 
manager with several companies That 
changed after Mr. Hughes left his last job in 
early 1992 as Southeast Asian sales manager 
for a petroleum equipment supplier, just as 
the company was going under.

With no new job in sight, the couple bought 
a private insurance policy. "Thev kepi rais­
ing the premiums and the deductibility to the 
point where we couldn’t afford it.” he said of 
the premiums that jumped this year to $568 a 
month with a $2,500 deductible. Faced with 
the choice of a house or medical insurance. I 
chose my house.” he said. Their coverage 
ende' two months ago.

"I’ve never taken unemployment from the 
state or the Federal Government.” he said 

1 ve gone though my savings and I’ve had to 
take money from my 401 (k). All I want is a 
little oarachute.’’

Mr Hughes said his

Full year, 
lull-time
52.4% ,

J6b«tauj8ofpeopte 

under 60 who lack health 
tnstsanoe. 1992 figures.'

!.v

gunsmptoymsnt —

get less care and end up sicker than people 
with insurance.” Mr. Altman of the Kaiser 
Foundation said. ’Insurance per se makes a 
huge difference."

Many younger, healthy people voluntarily 
forgo the expense of insurance. In a survey 
last year of 2.000 adults, conducted bv Louis 
Harns and Associates for the Common­
wealth Fund and the Kaiser Foundation 7 
percent of those who lacked insurance said 
they did not want it, though the reasons were 
not specified.

Owners of restaurants and other small 
businesses who have offered to help pay for 
premiums noie^havaeme employees choose- 
to be uncovered rather than pay their share. 
But it is not clear whether this is more a 
reflection of lack of interest or the financial 
steams on many workers.

points unequivocally to senous hardships for 
tens of millions of Americans. But this prob­
lem cannot be swept away, it is clear, without 
costly Government subsidies or painful man­
dates on employers and possibly both — a 
predicament that goes a long wav toward 
explaining the pitched combat that will re­
sume this week in Congress.

"All the studies are finding the same num­
bers." said Drew E. Altman, president of the 
Henry J. Kaiser Family Foundation in Menlo 
Park. Calif. "The argument over the size and 
shape and senousness of the problem is 
really a smoke screen for the more legiti­
mate. debate over how to solve it."

Profile of the Uninsured

The burdens fall largely on working fam­
ilies with low-to-moderate incomes. In half of ________ r
uninsured households, a person works full- ies suggest, 
time and m another third of households a, ””------------
person works part time or part of the year, 
according to Federal data analyzed by the 
Employee Benefit Research Institute.

Manv uninsured people work for small 
businesses offering no benefits, or in low- 
wage or contract jobs. A vast majority be-

Going Without Care
But a closer reading of the statistics show­

mat despite the turnover, the long-term unin 
sured remain numerous. A new analysis bi 
Timothy D. McBride, an economist at the 
University of Missouri, finds that three 
fourths of those who are uninsured on a giver 
day. or about 29 million people, remain un 
covered for one year or more and more than 
half of them, or 21 million people, for at least 
two years.

Beyond anxiety, being uninsured takes a 
medical toll. Most pieople find ways to gel 
care when it is vital, either paving out of 
pocket or finding charity care. But thev tenc 
to seek help less often and late. 

"All the studies show that the

%
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-------mr nugnes leit his last 10b m 
1S earlv 1992 as Southeast Asian sales manager

With no new job in sight, the couple bought 
a private insurance nohrv "TKav

uninsured households, a person works full- jes suggest.
time and in another third of households aV'^The commonly quoted figure of 39 million

state or the Federal Govem^wnt." he said 
I ve gone though my savings and I’ve had to

want is a

looser fiscal climate of the 1960 s, everyone
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Between Jobs

Medical Insurance 
Or Their House

or so uninsured is a snapshot of the popula-
t non at any point and includes a changing mix

ol people. Over the course of a year. 5S
million people are uncovered at least tempo­
rarily. research shows, but manv regain cov-
eraee when a lamilv member finds a new 100 
with benefits, fust as Mr. hugnes in Texas
hopes to oi _

^-This turnover has Deen seized on bv both proiessional people find v?cr;;. AsUcd aLLL" 
----- ................ —.... debate. Seexing the U ashington debate, he cnuckied neandv1

that would otherwise be most vulnerable, the broad supoort from tne middle class, the Hke to get the sanie kind of covei 
elderly. Since the creation of Medicare m the White House stresses now widelv shared the Dole gets tor the same premium ■'
ooser fisra nf fho locn-c __________ _ _____ _ _______ _ _____ ____ . _ premium.
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in San Francisco. Trinidad 
Estrada, a 29-year-old mother of 
three who stands tn a restaurant 
all day malting burntos, wonders 
how she will come up with 11.000 
for foot surgery; she resents the 
free coverage the state gives to 
people she regards as loafers.

These are some of the 39 million 
uninsured people, more than one 
in seven Americans, at the center 
of an epic political battle as Con­
gress decides how far the country 
will go toward universal cover­
age. Their plight has been called a 
crisis and a non-crisis. their num­
bers called understated and over­
blown

Whatever the politics, evidence

person works part time or part of the vear.
according to Federal data analvzed by the
Employee Benefit Research Institute.

Manv uninsured people work for small
businesses offering no benefits, or in low- 
waee or contract tobs. A vast maiontv be­
lieve tnev simply cannot afford to pav hun­
dreds oi dollars a month in insurance premi­
ums.t ...w ....a . lauu izs- caaa .
^Tne un’nsurecl 00 not mciuae me group sides m me nealm care < 

supoort from me middle class, the

65 and over has basic coverage that is largely currently insured Amencans wUl s^nd vul- called umversaTcoverage3 "tMexXs*^

Full year. 
, full-lime 
' 52 4% z

______

lane monev from mv 401 (k). All 1 
Hile parachute "

Mr. Hughes said his mam focus was on 
inamg a job. not on politics, and he ------------a ,uu. Ilol on politics, and he is active

Pl“s- roup that hems experienced 
- j worK Aske()

J^d like to get the same kind of coverage Bob 

insecurity is. noting that one in every four referring to the Republican Senator wtmhas

think if the Federal Government has 
*h0■ nurnbers are^chro'nicaliy uncov- moif^^^X^m^t^ns,"^'

ered by Medicaid, the Federal-state pro- ered. say the whole problem has been exag- Mr. Hughes said 
gram Yet. fewer than half of Americans who gerated 
live below the official poverty line — an 
annual income of around SI5.000 for a familv
of four this vear — are on Medicaid, leaving

"■ ______
millions uncovered who live in stifling need. •

Minority members with lower-than-aver-
age incomes are disproportionately unin-

. ............     serious narosnms tor «h'ie U A^e"CanS -r -------------------— 

^\"‘“nf..0!.A-"-ns. But this prop.

costly Governmenrwb’sm^ orTamfu’i'mT und" 65 — ‘nce^bu^^mThdoneT.?

dates on employers and possibly both — a D|spanties among the states are also sink- * painting from Vietnam. Mr. Hughes admits 
predicament that goes a long way toward lng’ln much oi the South and the West- w^re he never thought much about health costs 
explaining the pitched combat that will re- <obs wlthout benefits are more common and during his years as an executive and sales 
sume this week in Congress. Medicaid is often less generous, more than manager with several companies That

"All the studies are finding the same num- one ln (lve People under 65 are uninsured. In changed after Mr Hughes left his last iob in 
bers." said Drew E. Altman, president of the manV Northern and Midwestern stales it is early 1992 as Southeast Asian sales manager 
Sen5y/’ ,K,alser Family Foundation in Menlo closer to 1 in 10. for a petroleum equipment supplier iust as
Park. Calif. "The argument over tne size and People who are excluded by insurers be- the company was going under 
shape and seriousness of the problem is cause of pre-existing medical conditions — a With no new job in sight, the couple bought
really a smoke screen for the more legiu- history of cancer or a chronic disease — have a private insurance policy "Thev kept rais
mate debate over how to solve it." provided heart-rending stories in the health mg the premiums and the deductibtlitv to the

Profile of the Uninsured Car? d,et)ate ®a?,n,ng *uch exclusl0ns 15 a P'”'’' where w« couldn’t afford it." he said of
, goal of many bills in Congress. Yet. these the premiums that jumped this vear to ssss a

The burden? fall laroplv nn wnririno fam. ag-g'/wint f«»- AnU. ■* e-M.ll «« .u- mnnrh .....k. . »-i rnn __ 03
ihes With low-to-moderate incomes. In half of uninsured, perhaps one million of them, stud- the choice of a house or medical in 

chose my house. ’ he said. Their 
endet two months ago.

"I’ve never takerrtmemplovment from the"

-.c -..u b..hcr peooj

younger' heallhy People voluntarily 
orgo the expense of insurance. In a survey 

Iasi year of 2.000 adults, conducted bv Louis 
S Associales for the Common 
wealth Fund and the Ka1Ser Foundation 7 
percent of those who lacked insurance saic 
mev aid not want it. though the reasons were 
noi specified.

Owners of restaurants and other small 
businesses who have offered to help pav for 
premiums note that some employees choose 
to be uncovered rather than pav their share 
But it is not clear whether this is more a 
reflection of lack of interest or the financial 
strains on many workers.

Part-y^r.}.

private insurance policy "They kept rais-

care debate. Banning such exclusions is a Point where we couldn't afford it." he said of

O   --------••• w. • ww, ------r —u>SL lunipvu U1I5 Ye dr [Q Jjbo 3
PS wuh L!ar8elV °n WOrl<ilnlfam; accounl for only a small fraction of the month with a 52.500 deductible. "Faced with

insurance.1 
coverage

The home of Bob and Susie Hughes, in 

lem'cannoi be swept awav^us °f Wacks unaer 65 and 35 berce'lt 0( H''SDan'c °( a car’ee/Tb^d “donTf™
------ ----------- a™....... ShBnghai. an incense burner from Indonesia

Disparities among the slates are also sink- a painting from Vietnam. Mr. Hughes admits
O In murh a/ lha Cn.irk >■*■.4 — no nailer _____ ■_

1 costs

points unequivocally to serious hardships for
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acting jobs "When you're paying rent and i of New Orleans, and making an annual in­
trying to save a little money, you just hope come of about $40,000. he feels he cannot
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went.
around the lungs. He had a chest tube insert- Ms. Bright said she would welcome gov- "I'm not one to run to the doctor for every 
eo ana spent la davs in the hospital, racking emment health subsidies; if a plan with ache and pain" he said "Mavbe if I was 
up bills of more man J25.000 complete coverage were made available in older I'd be more concented." ’

At its income, the Elias family would not

I

Parenthood. But now, largely because of me 
threat of health costs, she said, she is rethink­
ing her choice of careers.

Mr. Pacheco and Ms. Bright both scoffed at

A talk with Mark Elias, the woodworker, 
suggests why me President’s proposals for 
universal coverage have not drawn an irre-

-p. . . . —...... Kii. rdnirvu 3diu nr now uweo several
nnhi^i f ren l°w'<:osl £^eckuPs at a thousand dollars for doctor bills and a CAT Against Prinrinlpq
publicly _ fmancM clinic. "They look so scan. which he will slowly pav off. A thoracic , ASalnSI principles
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the range of $100 a month, she would take it. At us income, the Elias family would not 
But existing cut-rate plans, she said, are not qualify for subsidies under the main health 

care plans being debated in Washington, al­
though proposed changes m insurance rules 
might reduce the price of available policies 
Mr. Elias is dubious in any case

"Even if it was a good deal. I'd rather not 
have the government give me something, he
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publicly financed clinic. "Thev look 
healthy." Mrs. Estrada said. " 
worry about it"
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worth it because of their limited benefits. 
"1 have friends who are Australian and 

Canadian, and 1 so envy the fact mat they 
have national health care.” she said. "They 
end up waiting to go home to see a doctor "

Enrique and Trinidad Estrada of San 
Francisco. parents of children aeed 9.7 and 4. 
are struggling toward the middle class. Mr. 
Estrada, who is 31 and has lived in this 
country nearly all his life, works all night 
delivering tortillas; his wife, wno came from 
Mexico to marry mm at age 19. works ah oav 
making burritos in a restaurant. Neither 
receives health benefits.

For years they lived with Mr. Estrada s 
parents, saving to buy their small blue house 
in the Mission District. To meet the $1,600 
monthly payments they rent out the bottom 
floor for $700, cramming themselves into me 
top floor, where they have one bedroom and a 
fold-out sofa on which all three children 
sleep. Between house payments and baby 
sitters. Mrs. Estrada said, buying health in­
surance would be unthinkable.

Mrs. Estrada has not paid much attention 
to the battles tn Washington over health care, 
but she wonders about the fairness of things. 
Because of their jobs and home ownership, 
she said, her family did not qualify for Medi­
Cal. the California version of Medicaid. "The 
people who are working — whv shouldn't we 
have it?" she asked. "1 see people who are as 
young as 1 am begging on the streets, and 
they get everything from the Government 

Still, me Estradas do not seem to dwell on 
the issue of health care. Mr. Estrada has 
never been to a doctor Mrs. Estrada re­
ceived free care under a public program 
when she was pregnant, but has not seen a 
gynecologist in me four years since she gave 
birth, she said with no sense of alarm.

that you don't get sick," she said. afford to buy insurance for his own family
r—She has avoided gomg-to me-dector but is- ineludmg-hij wtfera H-vear-old and IHyear- 
grateful that gynecological care, at least, is old twins, let alone his three employees But 
available on a sliding scale through Planned his sense of independence extends to his 

attitude about government regulation -<if 
health care.

The family has been uninsured for two 
years, since Mrs. Elias left a job with an 
insurance agency. They looked into buying a 
policy but especially in light of their desire to 
send their children to private school, they 
believed they could not afford rates of $300 a 
month, with a $2,500 deductible.

"Fortunately, we haven't had any kind of 
doctor bills." said Mr. Elias, who admits to 
some worry. He guesses mat someone in me 
family goes to a doctor about once a year, but

------- -- auiu. ii o always a it-
spare for insurance. .‘‘.i Lha;
i.X.^'ik” “i-C?y' Pay,ng ,Or d0,:’ ougru t0 contribu'e al leasl a share of me cost ........... . uutlul auuul oncI. a vear Du,
tors as he needed them. Then disaster struck, of worker coverage, as President Clinton he cannot remember me last time anybody 
a severe pneumonia and infected fluid proposed. -------

Milo Pacheco is a 26-vear-old aspiring ac- the suggestion, made bv some economists. 
> IVed 'n New York Clly Slnce thal many y°un8 adults were not worried 

1991 workmg^a waiter or bartenber to pay about living uninsured. Among people work­
roe bills. Like many of his friends in the arts mg in restaurants, who seldom receive bene- 
ana the restaurant world, he was last cov- fits, for example, "health care is a regular 
ered during college, when he stayed on his topic of discussion these days," Mr. Pacheco 
parents policy, but now he has no money to said. “!t's always a concern."

He added that he believed mat employers
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the late 1980s, the huge growth in the cost of health care, the realizatioi

when they needed it made health care reform a major national issue agaii

-SS neaim care man me insured receive? When the uninsured iru
care, they often use the expensive emergency departments of tert^^Kl^pp 

: hospitals. In addition, delayed treatment adds significantly to th^^Kj^l 
health care today? Thus, even though the uninsured make up j ar
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Interestingly, while health care costs had risen dramatically since the

Insurance Plan (CHIP) included very limited cost containment. Growth 
health care costs was not then the compelling issue it was to become in t] 
1990s.

Further action on this or any other national health insurance propo5 
was halted by a series of unanticipated events, including the resignations' 
both President Nixon and Rep. Wilbur Mills (D-AR), then chairman . 
the powerful House Ways and Means Committee. Not until late in Presj 
dent Jimmy Carter’s term did the reform debate resurface, and even the! 

congressional activity was limited, with no results. Almost a decade later, u 
the late 1980s, the huge growth in the cost of health care, the realizatioi 
that millions of Americans lacked health insurance, and a growing fear b’ 
millions more that their health insurance coverage would not be availabli 
when they needed it made health care reform a major national issue agaii

Who are the uninsured? The profile of the uninsured, as traditionalF 
low-income working families, undoubtedly influenced the Clinton admin] 
stration’s decision to expand the employer-based system as the solution fo 
universal coverage. Linkage to employment makes it easier to track a 
administer national health care coverage. It also keeps much of the fundi 
for the health care system off the government’s “books.”

Not surprisingly, there is considerable evidence that the uninsured i 
ceive less health care than the insured receive.1 When the uninsured 
receive <
ary care hospitals. In addition, delayed treatment adds significantly to thl 
cost of health care today.2 Thus, " J ' ________ ___
percent of our population, it is estimated that their coverage would add 
only about 5 percent to total health care spending.3 1

Serious as the problems of the uninsured are, this is not the issue drivinf 

the current political debate. What is different than in the past is tha 
heightened insecurity of the middle class regarding continuation of the^ 
own health insurance plans. The underlying problems are a partial breakj! 
down in the private health insurance market, particularly for small firml 
and individuals, and the uncontrolled growth in health care costs.

Growing health care costs. The U.S. health care crisis has been exacl 
erbated by health care costs that continue to escalate at twice the rate on 
general inflation. The United States also spends much more than other 
industrialized nations for the health care of its citizens. Nevertheless, thesel 
other countries among them Canada, Japan, Germany, and the United^ 
Kingdom—provide universal access to a broad range of health services. *

The substantially higher expenditures in the United States are related to; 
several factors—in particular, our lack of a national system that limits total ;
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that you don't get sick." she said. -------------------------------------------------  wwi, t
—She has avoided gomg-te <he~dector-but ts—tneiuding-ftte wtfera F3-year-oid and 1 byea’r-

stallments. But the operation did not cure 
her. and doctors say she needs another pro­
cedure. which will cost SI.000 "It's going to 
be very difficult for us to find the money, " 
she said.

Milo Pacheco is a 26-year-old aspiring ac­
tor wno has lived in New York City since 
1991. working as a waiter or bartender to pay 
the bills. Like many of his friends in the arts 
and the restaurant world, he was last cov­
ered during college, when he staved on his 
parents' policy, but now he has no monev to 
spare for insurance.

Until March he was lucky, paying for doc­
tors as he needed them. Then disaster struck, 
a severe pneumonia and infected fluid 
around the lungs. He had a chest tube insert­
ed and spent 18 days in the hospital, racking 
up bills of more than 125.000.

At its income, the Elias family would not 
qualify for subsidies under the mam health 
care plans being debated in Washington, al­
though proposed -changes in insurance rules — 
might reduce the price of available policies. 
Mr. Elias is dubious in anyotse 

"Even if it was a good deal. I'd rather not 
have the government give me something." he 
said. "I'd rather not have my taxes go tor 
social programs."

But he also knows that if medical catastro­
phe strikes, he could get help. "I’d probable 
have to go io the clinic." he said, refernna to 
a nearby public medical center. "We'd work 
something out. They couldn't leave us out on 
the street, at least that's the wav 1 under­
stand it.”

of worker
proposed.

Ms. Bright said she would welcome gov- ;
emment health subsidies; if a plan with ache and pain.” he said. "Maybe7f F

Source fmoevee
Benetrt (fearer
institute

 nave it ? ’ sne asxea. see peopie wno are as 

young as I am begging on the streets, and 
they get everything from the Government." 

Still, the Estradas do not seem to dwell on 
the issue of health care. Mr. Estrada has I 
never been to a doctor Mrs. Estrada re­
ceived free care under a public program 
when she was pregnant, but has not seen a 
gynecologist in the four vears since she gave 
b,r^- Sh! ,S?“1 W,'h n° SenSe °( a'arm s«.u ..uw u.™ severa,
- !“*'50SL~e<:ku.ps.at a thousand dollars for doctor bills and a CAT

scan, which he will slowly pay off. A thoracic.
surgeon near his parents' home in southern;
New Jersey, where he sought treatment, was
a guardian angel, accepting a surfboard in
lieu of a hefty fee. The hospital is chalking off i
his $20,000 bill to chanty care and will recoup ;

grateful that gynecological care, at least, is .
available on a sliding scale through Planned
Parenthood. But now, largely because of the 
threat of health costs, she said, she is rethink­
ing her choice of careers.

Mr. Pacheco and Ms. Bright both scoffed at 
the suggestion, made by some economists, 
that many young adults were not worned 
about living uninsured. Among people work­
ing in restaurants, who seldom receive bene­
fits. for example, "health care is a regular 
topic of discussion these days." Mr. Pacheco
said “It’s always a concern.”

He added that he believed that employers 
ought to contribute at least a share of the cost family goes to a’ doctor'about onceTvea'r but 

coverage, as President Clinton he cannot remember the last time anytxxiv 
went.

"I'm not one to run to the doctor for every 
. - -_.k Tdtr.." "T .1 1 was

complete coverage were made available in older I'd be more concerned." 
the range of $100 a month, she would take it.'
But existing cut-rate plans, she said, are not
worth it because of their limited benefits. 

‘T have friends who are Australian and
Canadian, and 1 so envy the fact that they
have national health care.” she said. "They
end up waiting to go home to see a doctor. "

who is also 26 and waits tables between own business in Slidell, La. a gritty town east 
acting jobs. “When you're paying rent and ! of New Orleans, and making an annual in­
trying to save a little money, you just hope come of about $40,000. he feels he cannot 

afford to buy insurance for his own family, 

old twins, let alone his three employees' Bun 
his sense of independence extends to his i 
attitude about government regulation -ci 
health care.

The family has been uninsured for two 
years, since Mrs. Elias left a job with an 
insurance agency. They looked into buying a i 
policy but especially in light of their desire to i 
send their children to private school, they i 
believed they could not afford rates of $300 a 
month, with a $2,500 deductible. 

"Fortunately, we haven't had any kind of 
doctor bills." said Mr. Elias, who admits to 
some worry. He guesses that someone in the

publicly financed clinic "They look so 
healthy," Mrs. Estrada said, "and I don't
worry about it"

But a painful condition in her right foot has 
caused her concern and highlighted the fam-
lly -1 vY1?'™b,h'y• She one operation at a va, c

°„,“o7.hl.C?-^-e..paidJnJn}°nlhly in’ rnuch 01 <rom stare and the bills of

(he weil-insured. 
Mr. Pacheco s expenence has only added unFversal coverage haie not drawn'an’rre- 

to the fears of his girlfriend, Lauren Bright, sistible groundswell of support Running his
u.’K/n ic aicn and maitc tahloe KofuzaAn u._ _  _____r-i j i* ■
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who have to make up the revenue lost 
to the tax-shelter.

Much of the Administration's ),300- 
page proposal is devoted to expedi­
ents intended to mitigate the difficul-

Michoel Graeli. professor of low at 
Yale, was Assistant to the Secretary 
of the Treasury from 1990 to 1992. 
James Tobin, emeritus professor of 
economics at Yale, won the Nobel 
Prize in Economic Science tn 1981.

By Michael Graetz 
and James Tobin

■m

incentives — for eumple, not to hire 
workers with dependents.

Ifs individuals who gel sick and 
need medical services. It's individ­
uals and families whose ability to pay 
is the natural enterion of equity. It's 
individuals who must be guaranteed 
coverage. So it's individuals who 
must be required to have insurance. 
Let employers help pay the premi-

lies and anomalies of employer man­
dates. Il's a hopeless task. Some fam­
ilies have no employed members. 
Some have two or more. Many em­
ployees work pan time. Some have 
more than one job. Americans fre­
quently change ]obs. employers, work 
locations, places — even slates — of 
residence.

Under an employer mandate, re­
sponsibilities for paying a family's 
premiums would frequently be divid­
ed among several sources — various 
employers, governments and the 
family itself — in proponions varying 
month to month. Keeping track of 
these liabilities would surely involve 
extensive paperwork and administra­
tive hassle, contrary io Mrs. Clinton's 
claim that an employer mandate 
eliminates the need to track tndnod-

Our proposal is not a radical recon 
struction. Il builds on the best o 

------ "-r i 
would be a victory for the basic pnn 
ciples that the Clintons have so elo

urns if they wish, but count those _
payments as taxable income. Treat growing for the plans of Represents 
the self-employed exactly the same
as employees.

The misbegotten
employer 
mandate.

premiums that in total would cover 
the costs. Let private health plans 
offer the same package, provided 
they do not pick and choose members 
or charge higher premiums (or risky 
cases. As in the Clinton plan, n would 
probably be necessary to collect mon­
ey from plans that happen to have 
low-nsk clienteles and distribute 
them to plans with high-risk mem­
bers

With these provisions. Fedmed 
would be protected against becoming 
the last-resort insurer of bad risks 
As in Medicare itself (which would 
continue as at presen’) people could 
choose their own physicians and oth­
er providers.

Fedmed would have low adminis­
trative costs and would wield enough 
clout to limit payments to providers 
It would also let people change em­
ployment status, residence or family 
situation without losing coverage. But 
it need not be a monopoly.

Federal subsidies to individuals 
would lake the form of refundable tax 
credits, •vouchers" or a credit card 
payable to Fedmed or other insurers 
For low-income families the subsi­
dies would cover the whole premium 
of the basic package; most other 
families would receive vouchers at 
least as valuable to them as the cur­
rent tax exemption for employer-pro- 
videtTinsaroice. *’•

A family of four-<he 28 percent 
tax bracket with "a $4,300 insurance 
package would receive vouchers of 
$1,204 — 28 percent of the premium. 
No family would face an out-of-pocket 
cost of more than 10 percent of in­
come for the basic package.

This plan would not require new 
broad-based taxes or new burdens on 
employers. One source of financing 
would be redirecting the Clintons 
proposed subsidies to employers and 
low-income people, about $100 billion 
in 1999. Eliminating the tax shelter 
for employer-paid premiums would 
contribute $125 billion, and our plan 
would replace Medicaid acute care 
for those under 65 (about $75 billion 
more).

Robert Reischauer of the C.B.O 
destroyed a semantic attraction ol 
employer mandates when he testified 
recently that federally required pur 
chases of insurance should be mclud 
ed tn the budget. Their popularity is 
waning among businesses and in Con 
gress. where support appears to be

live Jim Cooper and Senator John
_____ _ _ Chafee; unfortunately, these plans de

Let people choose where they will not assure universal coverage in this 
buy insurance. One option should be a century, 
version of Medicare or a selection of - -
the health plans made available to 
Federal employees. Let’s call this existing institutions. A victory (or 

option Fedmed.
Fedmed would offer the basic uni­

versal medical insurance package at quently set forth.

New Haven 
he President and First 
Lady have achieved 
remarkable consensus 
on a truly revolution­
ary principle: All 
Americans must be en­

titled to adequate medical services 
without regard to ability to pay or 
risk of ill health. Now it's up to Con­
gress to embody that principle tn law. 
a historic opportunity comparable to 
the enactments of Social Security in
1935 and Medicare tn 1965. 

Unfortunately, excessive solicitude 
for existing institutions and interests, 
and the difficulties of reconciling 
them with the Clintons fundamental 
principles, have made their proposal 
a bureaucratic and legalistic morass. 

The biggest flaw tn the dmmistra- 
tion proposal is the requirement that 
employers pay the pren. ims — a 
mandate whose awkwardness and 
unfairness stand out starkly m a 
system dedicated to lorversa) cover­
age. 

Employer-based medical insur­
ance is a historical accident — one 
that no one would choose now if given 
a clean slate During World War !L 
trade unions and employers circum­
vented Federal wage ceilings by of­
fering medical fringe benefits. Their 
popularity and generosity boomed af­
ter the war. as Congress sheltered 
them without limit from income and 
Social Security taxes.

The fact that employers write the 
checks for medical care does not 
mean that they bear ti . full costs. 
They can generally shift some costs 
to workers m reduced take-home pay 
and some to customers tn higher
prices. The sure losers are taxpayers uais.

i Nor would the new system be equi­
table Equity demands that public 
subsidies, direct or via employers, be 
a larger share of premiums and of 
income the poorer the family. Equity 
also requires that families' subsidies 
be the same if their xxomes are the 
same.

But in the Clinton plan, subsidies 
depend more on the size of employ­
ers' payrolls than on fathilies' ability 
to pay. The system is also full of bad 
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Stuart Altman is Sol C. Chaikin Professor of National Health Policy at the Heller School, Brandeis 

University, in Waltham, Massachusetts.
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universal and benefits comprehensive; and (3) controlling total health care spending via a national 

a loader base than Medricare and Medicaid to pay for reform; sening the national health care spending 

limit at a higher level (gross domestic product plus 1 percent); and strengthening the powers of the 

regional health alliances. 
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A s early as 1920, while many other European countries were estab- - 
lishing national health programs, the United States began to assess 

JLXways to finance health care and improve its delivery system. In 1930 
President Franklin D. Roosevelt decided not to include a national health 
plan with his Social Security program. This lost opportunity resulted in 
periodic tinkering with the U.S. health care system, such as the Hill-Burton 
Hospital Construction Act in 1946, until the passage of Medicare and 
Medicaid in the mid-1960s. In some cyclical fashion, the United States has 
revisited health care reform every ten to fifteen years since 1935. This effort 
has been challenged by one or more of the dominant three issues: the lack 
of adequate financial coverage, rapidly rising health care costs, or questions 
about the appropriateness and the quality of care.

The debate in the mid-1960s centered on advancing access for the 
elderly and disabled. With the leadership of a strong president, the country 
passed the first significant federal health legislation, which created the 
Medicare and Medicaid programs. During the 1970s the growing problem 
of the uninsured among the nation’s working population forced an exami­
nation of the private insurance market. President Richard M. Nixon pro­
posed his version of a national health insurance system, which built on the 
existing private employer-based system and mandated that all employers 
must offer and help pay for a comprehensive range of health benefits.

widespread. Nevertheless, the core

Health System Reform: Let’s Not Miss Our Chance

by Stuart Altman__________________ ___________________________
Abstract: Support for reform is at its highest level, but criticism of President Bill Clinton’s plan is

J...... l-l___Li core components of the Clinton plan should be supported. Thee
include (1) building on existing employer-based health insurance with a mandate that employers offer 
coverage to all workers and pay a substantial portion of the premium; (2) requiring that coverage be 

e«end?cure limit. This paper does, however, sugget three changes to strengthen the plan: developmg
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<’a« .>alth care spending, such as exists in these other countries. These coun- 
nsn-e Uea/W^ have enacted government policies and regulations that control 

|the number of'medical specialists and actively promote the use of primary 
■care providers as the basis of their health care delivery systems. In addition, 
■ European health systems use global budgeting, which places controls on the 

I development and diffusion of high-cost new technologies and restricts the 
[growth of hospital budgets and physician fees. These European global 
I budgeting systems, which rely on sector-specific budgets—that is, a separate 
[ hospital budget and a separate budget for outpatient and physician serv- 

ices—differ from the budgeting system proposed in the Clinton plan. The 
Clinton plan instead would use controls on the rate of growth in spending, 
leaving to each health care plan the decision on how to allocate its funds. 

Business response. Variation among payers for health care services 
allows providers to obtain additional revenue from some payers to offset 
losses from other payers, or to shift costs. This cost shifting to well-insured 
private patients translates into health insurance companies paying 30 per­
cent more than the actual costs of the care received.4 As a result, many 
health care providers have not had to directly confront the financial 
pressures imposed by governmental payment and coverage restrictions. 

Increasingly, businesses that are faced with high and rising health insur­
ance premiums and that lack the same bargaining power as government are 
being forced to reduce the health care benefit package provided through 
insurance, limit coverage for nonworker family members, or shift a larger 
portion of the insurance bill onto workers. Thus, while it might appear that 
employers are paying more of the bill, it is actually workers themselves who 
are paying more. Of course, most economists believe that it is workers who 
pay for the coverage even when it is “paid” by the employer. Psychologi­
cally, however, workers resent the high costs more when they pay directly 
for insurance.

Medicare spending. Legislated in 1983, the Medicare hospital prospec­
tive payment system (PPS), and more recently, the Medicare fee schedule 
for physicians (resource-based relative value scale, or RBRVS), have re­
duced the rate of growth in spending by the federal government.5 By the 
end of the 1980s the rate of Medicare spending growth was below that of 
growth in national health spending. Preliminary data from the Health Care 
Financing Administration (HCFA) on Medicare outlays for physician serv­
ices show an increase of only 5.6 percent for the first ten months of 1993, 
compared with 9.5 percent for the same period in 1992.6 The private rate of 
growth was significantly higher.

Because PPS affects only the payment rate for Medicare, hospitals have 
managed to increase their costs beyond the Medicare limits and to maintain 
profit margins by charging more to other payers. Hospitals also have sought
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to recoup lost revenues by providing services that pay higher Medicare 
rates, such as open-heart surgery, and by providing services not controlled 
by PPS payments, such as expanded outpatient services.'

The ability of the Medicare program to control its payments to hospitals 
while total hospital expenses continued to rise at pre-PPS levels strongly 
suggests that, to be truly effective, cost controls must be comprehensive and 
must apply to all payers of the service, public and private. Should the 
Clinton plan be enacted as proposed, it will be complicated but necessary 
that the same level of control be developed with the two separate spending 
control systems, one for Medicare and one for private health plans.
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Analysis Of The Clinton Plan 1

Given the complexity of designing any comprehensive national health I 
insurance plan, including offering a realistic financing system, one can I 
easily find aspects of the plan to criticize. I, too, have several concerns. Buti 
in basic design the Clinton plan does address the major problems of ourl 
health care system. By building on rather than destroying our current; 
financing system, it minimizes the disruptions that would be caused if wel 
went to a completely governmental, tax-based system. Most importantly, j 
the Clinton plan incorporates three key components that should- bei 
strongly supported by all: universal and comprehensive coverage, a man-3 
dated employer-based financing system, and a national expenditure limit, j

Universal and comprehensive coverage. First and foremost, thes 
Clinton plan provides universal coverage with health care benefits that arei 
broad-based and comprehensive. Some have criticized the benefits as being! 
too comprehensive (and therefore too expensive). Such criticisms comei 
from a mind-set that is focused on designing a benefit package for low-j 
income populations that is paid for by someone else and that leaves the! 
general population either to receive different benefits or to supplement the! 
core benefits. This is the wrong way to think about a true national health? 
insurance plan. Using the political process to decide what level of benefitsi 
the average American wants and is willing to pay for (either through a., 
community-rated premium or from taxes) may not be perfect, but it does; 
bring into play all of the forces for expanding and contracting the benefi 
offered. The president or Congress cannot, as some contend, simply ad 
benefits without balancing value with cost, since they must develop th 
means to pay for the added coverage or face the added political pressui 
from those who would be required to pay for it.

The debate surrounding the benefits included in the plan will go o 
throughout the reform process, and some changes no doubt will occur. Sue 
changes, however, will be marginal and will not affect the ultimate likel
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hood of passage of the plan. What is critical to the Clinton plan and to 
whether this country does create a universal health insurance system is the 
requirement that all employers offer the agreed-upon benefits to all workers 
and pay a substantial proportion of the premiums.

The employer mandate. The Clinton plan requires that employers pay 
80 percent of the average premium for mandated benefits offered by health 
plans in their region. Interestingly, this is the same percentage required 
under President Nixon’s CHIP. There is nothing magical or crucial in the 
percentage selected, other than that it should be a substantial proportion of 
the total premium. Perhaps this proportion will be one of the compromise 

items during the legislative process.
Much of the criticism of the Clinton plan comes from representatives of 

small businesses and some economists who believe that the employer man­
date would destroy hundreds of thousands or even millions of jobs.8 In 
response to these dire predictions, several alternative proposals have been 
introduced, which, while still relying on an employer-based insurance 
system, drop the requirement that employers pay a major proportion of the 
premium. I believe that these predictions seriously distort what would 
happen to the employment market under the Clinton plan. Recent testi­
mony by the chair of the Council of Economic Advisors and economists of 
the RAND Corporation supports this conclusion.9 Further, it should be 
clearly understood that the alternative plans are neither universal nor 

comprehensive.
VCQiile these alternative plans would provide subsidies to help low- 

income uninsured populations purchase coverage, and most of the plans 
attempt to reform the health insurance market for small businesses and 
individuals, all of these proposals would still leave millions of Americans 
without coverage. To me, the employer mandate is critical to any proposal 
that seeks to provide universal coverage and still retain an employment­

based insurance system.
Ironically, the uninsured are disproportionately represented in just those 

small businesses the alternative proposals would free from the mandate. 
The uninsurance rate is almost 34 percent in firms with fewer than twenty- 
five employees and 26 percent in firms with twenty-five to ninety-nine 
employees.10 This uninsurance rate would be much larger were it not for the 
fact that for many of these workers, other family members receive insurance 
from their employers. Thus, the health care expenses of workers whose 
firms do not provide coverage are added to the insurance costs of the 

employers that do provide coverage.
Given the market assumption that requiring firms that do not offer 

health insurance to do so leads to a loss in jobs, it also should hold that 
reducing employment costs to firms that now insure their workers will

s to hospitals 
vels strongly 
ihensive and
Should the 

)ut necessary 
ate spending 
Ians.

at-^^Rlicare

ot controlled



74 HEALTH AFFAIRS I Spring (I) 1994

r* ’

t

Conceri

c

a

I
‘I

*

i

I

I

i

their control 
proposals, wl 
firms and in 
giving these 
including ho

To contro 
choices: (1) 
and supply c 
services and

The adm 
rather than 
time period; 
been bid up 
in supply a 
increase in 
flow of fun 
many types 
own alloca 
the best w; 
of the hea 
have bewi 

-'health car 
services ac

Withou
care plans 

care spent 
income o 
that savir 
are one-t 
fee-for-se
ductions
Such sav
Without
for healti 
despite » 
approacl 
econom-

I 

KI
KL'
I

Amo
t relies tc

I
s

increase employment in those firms. In addition, one must consider the 
employment effects on firms that now pay for the cost of care used by the 
uninsured'. The Prospective Payment Assessment Commission (ProPAC) 
estimated that for 1991 the uninsured generated unreimbursed expenses of 
$10.8 billion for hospital inpatient care alone.11 To this amount must be 
added billions of dollars for unreimbursed expenses incurred for outpatient 
care, particularly emergency room sendees, as well as for physician services 
and other types of health care. These expenses are added to the bills of 
those who are privately insured. If everyone were insured, this hidden tax J 
would be eliminated, thereby further reducing the cost for those firms that 
now provide insurance—perhaps adding jobs as well. |1

There is no model at this time that reflects all of the expected gains and .3 
losses that would result from the Clinton plan, or any other plan. But, given al 

the likelihood that the increase in total health care spending from the S 
reform plan will be small—or as under the Clinton plan, negative—once 9 
the cost containment features are factored in, I postulate a positive net 9 
employment effect for the nonhealth sector and a negative impact on S 
health care employment. In total, the net employment results are likely to 9 
be small in either direction or could completely offset each other.

Mindful of the criticisms by those opposed to an employer mandate, the 

Clinton plan includes a series of subsidies for firms most likely to be ~9 
affected. Not only would firms with fewer than seventy-five employees and 9 
an average annual payroll of less than $24,000 per worker have a limit on 
the percentage of payroll required for health insurance (between 3.5 per- 9 
cent and 7.9 percent), but all firms whose employees receive health insur- 9 
ance coverage through a regional alliance would have the percentage of 9 
payroll for such coverage limited to 7.9 percent. This includes firms with 9 
more than 5,000 employees who choose to use the regional alliance. Em- 9 
ployees who work for firms using the regional alliance also can receive a 9 
subsidy to assist them in paying their share of the coverage if their family 9 
income is below 150 percent of the federal poverty level. Such employees 9 
are entitled to this subsidy even if they work for a firm whose average 9 
payroll is in excess of the subsidy limit, regardless of the firm’s profitability, j 
Such a provision is certainly justified on equity grounds for such low- I 

income employees relative to others with comparable income, but this 9 
subsidy-is in effect a hidden wage increase paid for by the government. It 9 
may be that the designers of the Clinton plan overreacted to critics of the 9 
employer mandate and provided too many subsidies to private companies 9 
and their workers. This concern is heightened when the subsidy for early 9 
retirees is added.

National health expenditure limits. There has been much criticism 9 
about the size, scope, and power of the regional alliances, particularly about 91
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Concerns About The Clinton Plan

.1.

?n much criticism 
particularly about

Among my concerns about the Clinton plan are the following: (1) It 
relies too heavily on savings from Medicare and Medicaid to fund the new

their control over health plan premiums. Many of the alternative reform 
proposals, while requiring regional purchasing associations to help small 
firms and individuals to buy insurance economically, stop well short of 
giving these regional entities any influence over the health care system, 
including how much is spent. This, I believe, is a mistake.

To control future growth in health care spending, this country has three 
choices: (1) rely completely on market forces, (2) use tight price controls 
and supply constraints, or (3) limit the total flow of funds going for health 
services and leave allocation of these funds to market forces.

The administration is correct in relying on indirect spending controls 
rather than direct price controls. Price controls can be effective for limited 
time periods when excessive spending results from price increases that have 
been bid up by rapid and artificial increases in demand or drastic reductions 
in supply as, for example, in wartime or during panic buying. Today’s 
increase in medical spending, however, has resulted from an uncontrolled 
flow of funds into the health care system, leading to excess capacity for 
many types of expensive services. Having health plans responsible for their 
own allocation decisions within externally generated budgets is likely to be 
the best way of both reducing total spending and increasing the efficiency 
of the health care system. Other countries that use sector-specific budgets 
have been successful in reducing total spending but have less-efficient — 
health care systems. These sector-specific budgets impede the transfer of 
services across sectors as, for example, from inpatient to outpatient care.

Without an external spending limit, competition among managed health 
care plans alone cannot generate sufficient savings to bring total health 
care spending down to levels that are in line with the growth in the nation’s 
income or inflation rates. Experience with managed care plans indicates 
that savings of at most 10 to 20 percent can occur. For the most part, these 
are one-time savings with yearly increases similar to those in traditional 
fee-for-service systems.12 The president’s plan, however, would require re­
ductions in the annual growth in private spending of closer to 50 percent. 
Such savings cannot be generated without an external budget constraint. 
Without such savings, this country faces the real prospect that its spending 
for health care will still reach 20 percent of gross domestic product (GDP), 
despite expanded market competition to slow the growth rate. As we 
approach this rate of spending, serious dislocations in other sectors of the 
economy surely will occur.
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Medicare benefits and broader health reform; (2) it may bring total health 
spending down to almost no real per capita growth; and (3) it limits the 
responsibilities of the regional alliances over the shape and size of the 
delivery system. Let me state at the outset that I believe it is appropriate to ( 
look to expected savings to help pay for reform. My problems are with • 
focusing primarily on savings from Medicare and Medicaid, the expected 
magnitude of these savings, and the ceiling level for private spending.

Do not rely on savings from only Medicare and Medicaid. The major ; 
beneficiaries of health care reform, in addition to newly insured persons, 1 
would be currently well insured Americans, including those associated with i 
our largest and most profitable corporations. Well-insured companies and 
their employees now pay extra premiums in three ways: They pay for ■ 
employees’ noninsured family members; they pay for the health care costs 1 
incurred by the uninsured; and they pay when government forces providers 
to accept payments that are lower than the cost of the medical care used by 
government beneficiaries. Covering all Americans and including Medicaid 
recipients in private health care plans would help to reduce these add-on 
costs. In addition, if the Clinton plan is successful in reducing the rate of 
growth of all health care spending, those who are currently well insured by 
private plans will see additional savings.

We should not, therefore, rely exclusively on the savings from govern— 
ment programs, particularly programs that already have in place much 
stronger financial control systems than is the case in the private sector. 
Instead, we should ask all who are now well insured to invest some of the 
savings they will realize under total health care reform. Some will call this J 
a tax increase (and I know there is political reluctance to raise taxes), but ; 
this is not a normal tax increase. It is a form of shared savings or an ‘ 
investment. Such shared savings could come in various forms: an ear- , 
marked add-on in all provider rates, a set-aside or add-on fee to private ? 
health plan premiums, or some form of a broad-based health tax. Most ' 
surveys suggest that Americans would be willing to pay a small amount to 
see health care reform become a reality.

You may ask, Why not accept the political reality that it is much easier 
to get through Congress a payment system that relies only on savings from 
government programs? The answer is that we are not likely to see the 
savings that are required from only these two programs without opposition 
from providers of these services and their patients. Opposition to cuts in the 
growth rate in Medicare spending for hospital care and outpatient services 
will not be eliminated because these savings will be used in part to finance 
the new Medicare prescription drug and community long-term care benefit 
programs. Some of these savings will be used to fund broader health reform. 
Concerns also will be raised about the negative impact of these cuts on the
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quality and availability of services whose payments have been reduced.
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Some of these concerns may be real, for several reasons.
First, Medicare payments for inpatient care and for physician services 

already have been cut back significantly below provider costs and private 
payment rates. Even before the reductions legislated in the Omnibus 
Budget Reconciliation Act (OBRA) of 1993, Medicare hospital payments 
were estimated to equal only 88 percent of provider costs. For physician 
services, Medicare payments are now on average 30 percent below private 
rates, and for several services they are 50 percent or more below private 
rates. Volume growth in these large spending items also has slowed and has 
even declined in the case of hospital care. Further spending cuts in these 
two programs may therefore require reductions in Medicare services.

Second, Medicare thus far has been able to reduce growth in payment 
rates to providers without seeing a backlash from providers or a cutback in 
services to beneficiaries. This is due to the ability of most providers to find 
other patients whom they can charge higher rates. Under the Clinton plan 
such extra revenue generation or cost shifting would become very difficult, 
as tight limits would be placed on private spending rates. With no place to 
add extra revenues, hospitals and doctors would be forced to make major 
cuts in costs. Given that the cuts will be real and are likely to require 
significant and noticeable reductions in services to beneficiaries and in 
health care workers’ incomes, providers and their patients are likely to 
mount extensive lobbying campaigns on state legislatures and Congress to 

provide new funds for Medicare.
Third, the major growth areas in spending under the two government 

programs in recent years have been in outpatient testing and procedures, 
home health care, and other noninstitutional care. There are no provisions 
in the Clinton plan to significantly change Medicare’s utilization controls. 
Even if the plan wanted to, there are no good programs for controlling 
services in these areas without questions about restricting needed care. The 
one mechanism that does exist is to cut provider payment rates. To make 
the kind of cuts needed, however, would require sizable reductions in the 

payment rates for these services.13
Finally, the payment rates for most Medicaid programs are lower than for 

Medicare and much lower than private rates. Therefore, health plans 
covering Medicaid individuals under the reform plan would have to pro­
duce sizable utilization reductions. If they did not, substantial amounts of 
cross-subsidization would be needed in regions with extensive Medicaid 
populations. These subsidies would be more extensive because each state’s 
payment rate would be capped at 95 percent of its current level.

Set lowest spending control levels at rate of GDP growth. The 
Clinton plan expects that within two years of enactment, the growth rate
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growth limits must be kept very tight. Thus, these limits should not be

I
passage if these tight spending caps are not met. I suggest instead that the
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reform, or Congress will be forced to reduce subsidies for low-income I
persons or low-wage firms or to scale back the new Medicare benefits. By 1
relying so heavily on Medicare savings to finance health reform and to keep 1
Medicare payments in line with private payments, the private premium I
growth limits must be kept very tight. Thus, these limits should not be ]
thought of as benign targets or a “backup” system; rather, they are critical to 

the success of the Clinton plan. This could spell trouble in the years after I 
passage if these tight spending caps are not met. I suggest instead that the 
spending growth rate and subsidy rates be revised to reflect a higher ceiling 
for health care spending, such as real per capita GDP plus 1 percent. Such 
a growth rate is more in line with the controls used by other major indus-

C°U?trief.‘ 711686 r,eductions still would generate substantial

i rate.
To compensate for lower Medicare/Medicaid savings, President Clinton

per capita in organization tor Economic Cooperation 
and Development (OEDC) countries during 1986-1991 was 3.4 percent.14

Board. The board would be required to set the ceiling at the rate of per 1 
capita growth in GDP. For Medicare the long-term growth rate is expected | 
to fall by somewhat less than private spending, or about 30 percent, from a ! 
baseline of 11.1 percent to 7.8 percent. This is before the additional 1 

spending for the two new high-demand and high-growth services of out- 1 
patient prescription drugs and community-based long-term care are added. 1 
Therefore, it is not that the cuts in growth in Medicare spending are too ! 
large relative to expected reductions in private spending, but that com- |

IX

n
S

If spending growth is not brought down to these tight limits, then several i 
components of the plan would begin to add significantly to the cost of ■ 
reform, or Congress will be forced to reduce subsidies for low-income ? 
persons or low-wage firms or to scale back the new Medicare benefits. By j

in total private health care spending will fall 2.5 percentage points below 
the baseline (a reduction in the expected growth in spending of 30 pr- ' 
( X 1.

on^ the overall per capita growth in the Consumer Price Index I

growth of private spending would be expected to fall by moreThanVo ! 
percent between 1995 and 2000. Thereafter, the plan leaves control of the i 
level of spending to Congress or, if by default, to the National Health J

patient prescription drugs and community-based long-term care are added.

' are too

of growth of total spending may be too large. 
_ h on health spending. However, the reduc-

'ft-

nra

bined reductions in the rate <
I support aggressive controls

tions suggested by the Clinton plan seem unrealistically tough. To succeed, 
they would shift the United States from being among the fastest-growing 
hea th-spending countries to one of the slowest. The average real growth in 
health expenditures per capita in Organization for Economic Coop<

' t, wv X wao ^.~r pciUCIlL." ’
1 he U.S. rate was 5.3 percent. The Clinton plan would bring the per capita 
U.S. growth rate down to slightly above 2 percent by the year 2000. 
Thereafter, it will be up to Congress to decide the tightness of the limits.

from the baseline growth rate.
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very quickly as we find that

Strengthen, not weaken, the regional alliance. If we are serious about

)00.

To assist the regions in controlling spending, therefore, I recommend that

containment powers in the community, we cannot then expect the health

Summary_________ _______________________ ______ __________

A true national health insurance system has been long in coming to the

■ i

ceed,
wing 
thij 
rifl

Pk

some process. Furthermore, there is no evidence that market forces alone 

will ever achieve the level of constraints necessary.
The Clinton plan requires substantial savings very quickly. Regional 

authorities should have the power to assist in reducing the excess capacities

nd Congress should build upon the fact that most Americans will benefit 
from health care reform and should help pay for it. This would not be in the 
classic form of a tax increase, but rather a reduction in the savings rate. If 
we do not move in this direction, we face the real possibility that those who 
oppose comprehensive reform will use the tightness of the premium limits 
as a justification to sabotage the entire package. Or, if the Clinton reform

expenditures. But they would not be allowed to violate the reform rules 
concerning no coverage restrictions based on health status, and all workers

I

i

ating between plans and providers could “wring some redundancies and 
inefficiencies from the system, this is likely to be a very long and cumber­

shape of the health care system. As envisioned under the Clinton plan, the 
of a regional alliance are limited to only indirect controls over the

lCs^^owi 
r30 per.
fall still] 
e Index I 

d rate of] 
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itional I 
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idded. 11 
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rge. I 
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authorities snouia nave me puwci m m --------- r—
of high-cost services in the region and even to force the system to cut back 
to the point that some waiting for nonemergency care might occur. This is

powers or a regional alliance are uuiucu umy — -
administrative and financial aspects of the health plans in its region, not 
the health care delivery system itself. While over time tough price negoti-

how other countries have kept their spending rates below U.S. rates.
We also should not eliminate most of the business community as allies in 

controlling costs. There is little to be gained in administrative savings by 
requiring employers with more than 500 workers to join a regional alliance. 
To assist the regions in controlling spending, therefore, I recommend that 
firms of 500 workers or above be required to operate their own corporate 
alliance. Their premiums would be affected by how well they control their

would have to be covered with the firm paying 80 percent of the premium. 
This would keep these powerful community interests involved in control­
ling the health care costs of their region. If we do not strengthen the cost 
containment powers in the community, we cannot then expect the health 
care system to bring spending down close to GDP growth. Easy savings from 
administrative inefficiencies or “fat” in the system will not do it.

plan does pass, financing problems will occur
the spending limitations are unattainable.

making the national health care budgeting system work, then it is likely 
that the regional alliances will need more authority to affect the size and
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health care reform and should help pay for it. This would not be in the

we do not move in this direction, we face the real possibility that those who
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technical material as well as critical analytical insights. The final judgments of this paper 
however, the author's.

United States. If we let this opportunity for reform pass without making 
some significant changes, the problems will be much more serious a decade 

- from now. I therefore applaud the Clinton administration for pushing this 
issue to the top of our domestic agenda and strongly support the basic 
approach it has taken to solve our health system’s interrelated problems. 
The changes I have recommended, while important, are small in compari­
son to the many areas with which there is agreement. I also believe that 
these changes can be added without doing serious harm to the plan’s overall 
structure. What is most important is that we enact a reform plan that will 
solve the pressing problems of our current health care system.
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A Dangerous Year/
By Kashi Fein
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haps n<»l even t»y I99t*
As a resull, lheic will suicly Ik- new 

pressure In Icngllicn lhe phasc-m 
timetable licyoiid IWIB

other years delay, and anoilir-i In 
the end. Harry fruinan — and Hill 
Clinton — will have gone unheeded I I

Rushi Fem is pro/essor of medical 
er-omiinics al Harvard Medical 

School.

delivery — even though both con­
cerns operate tn very dtllerenl lime 
frames The attempt io cram evolu­
tionary changes Imo a revolulionary
Ze.Jble promotes further complex- •r-a^.bJeJbm ^Uc^argi. 

Hy.
Obviously, everyone should support

lhe search lor efficiency It's more
desirable Io cut waste than Io raise

health care President Climon knows 
that, and surely did not want to delay 
lull coverage But be evidently chose

A surcharge nl 5 percent im individ 
ual and <or|iorale income taxes 
wiHild raise more than $40 billion in 
1998. Proposals for a value-added lax. 
refctled al an cailicr slage. tan lie 

re-examined
Universal health tnsuiante is 

worth paying lor H. over lime, we 
reduce lhe im reuses tn medical t osls 
and expcmlnurcs. so much lhe belter. 
We can use lhe dollars lor delicti 

reducnon.
Over lhe Iasi month, lhe limclahle 

has slipped one year If lhe misguided 
crilics ol the Health Security Plan 
seek Io postpone rulhei than Hi nil 
prove li. they will at gin- for sidl an

Delayed universal 
coverage could 
sink the plan.

BOSTON 

mericans have waited a 
very long lime lor a 
national health insur­
ance program. So 
what difference does 
Il make that between 

President Clinton's address to Con­
gress on health care reform in Sep 
tember and his presentation ol lhe 
plan yesterday, lhe timetable for 
com pletlng the phase In has slipped

luxes. But lhe savings that come 
Irom reforming lhe system will come 
only over a long period of time

The tree must be planted loday. bul 
will not provide shade tomorrow, per

SECOND OPINIONS
cistiii.t! series

The fundamental reason lo rejetl 
delay is lhai we cannot have real 
savings and real cost conluinmcnt 
without universal enrollment Such 
enrollment is not a welcome bonus 
delivered wiih cost tonlammenl dol 
lars. ii is whal makes cost contain 
men! possible- Only with universality 
l an we eliminate the prai In e ol mak 
mg pain-ills Willi Hisiiraiiti- pay lhe 
mcdii al i nsls id ilmsc without K

There arc numerous ways lo fi­
nance health care subsidies wiihoui 
increasing lhe dclicit II we need 
mine money lo erci I lhe structure ol 
iH-ni-lils. let's raise n with liniad-

_________  , based taxes wholly cai marked lor
Opponents will argue lhal allhough )hi. H).a|lh Security Plan 

universality is mcrilonous. America
cannot afford it: "Some year, fier-
haps. bul not so soon Let's save the 
dollars llrst. then phase in universal 

enrollment "
Bul it would be disastrous lo hold 

universal enrollment hostage to cost 
containment. That would break laiih 
with the millions ol uninsured and 
underinsured who need help immedi- 
alely, and lhe millions more who 
would benefit Irom knowing they 
would never lose their insurance. 

Another reason to reject delay is 
lhal lhe program can easily collapse. 
Opponents could make the appaicnl

mcnl that II would be rational and
Judicious not lo enact universal cov­
erage until lhe gams in clliciem y
matcrialired. They would lie wrong

to do so because he has decided lo 
finance lhe program oul ol savings In 
the cost of health care delivery rather 
than out of taxes Realising such sav­
ings will lake extra time 

The President's Health Security 
Plan ts complex. Unwilling to break 
lhe bhk between Insurance and em­
ployment and to substitute broad 
based taxes lor today's premiums, he 
was forced to achieve universal cov­
erage by requiring lhal employers 

provide Insurance
. still, he needs dollars lo pay lor 
extending benelils lo employees 
whose employers can't bear the lull 
costs and lo individuals who need 

financial help
These dollars would come largely 

Irom reductions In unnecessary pa 
perwork In medical offices, from re­
ductions in lhe cosl of care and from 
savings in Medicare and Medicaid, 
rather than from broad based taxes. 

................... To achieve such gains and savmgs, 
nearly hall a century since President the program combines reform in fl-
Harry S Truman called lor universal nancmg with reform in health care

health Insurance. 
Does one year matter? You bet it 

does II makes a real difference no! 
only io Americans without insurance 
but also In containing lhe costs ol
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through private insurers, whose cur­
rent overhead is 14 percent, it would 
privatize Medicaid (current over­
head, 4 percent) and, in some states,
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comes ms pian 
guarantee. i——

he President tfould 
force working Ameri­
cans to pay dearty for 
care. Employer-paid 
premiums are, in ef­
fect, deductions from 

employees' wages. By mandating a 
fixed contribution per employee, the 
plan would impose identical deduc­
tions on a C.E.O, making SI million a 
year and on his $20,000-a-year secre­
tary. (By contrast, with a 5 percent 
payroll tax, the boss would pay 
$50,000, and the secretary $1,000; pay­
ing for health care through the in­
come tax would be even more pro­
gressive.) So a disproportionate bur­
den would be borne by the working 
poor (and the sick, through co-pay­
ments and deductibles) — a hidden 
tax that Congress would surely reject 
if it were made explicit. Mr. Clinton is 
trying not so much to avoid taxes as 
to avoid fair taxes.

If the President's plan does pass, 
its inevitable collapse will make sin­
gle-payer reform harder. Because 
managed competition would foster 
ownership of health care by big insur­
ers, dislodging them would require 
buying back the hospitals and prac: 
tices they'd bought with our mandat­
ed premiums and tax dollars. The 
small-scale care most Americans 
prefer — the familiar receptionist 
answering the phone, the doctor able 
to schedule an extra-long visit with­
out a manager’s permission — would 
be long gone, along with any vestige 
of medicine as a calling, not just a 
job. Their resurrection would be 
more difficult <han repurchasing

£

!
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of spending goes for administrdtibn; 
in the U.S., it's 24.8 percent.’The 
growth of managed care would in­
crease the bureaucracy; the Mayo 
Clinic employs 70 people just to phone 
cost reviewers for managed-care 
plans.

The President’s rosy image of uni­
versal coverage under clones of to­
day's best H.M.O.’s is hardly ger­
mane; they haven't slowed cost 
growth. Managed competition means 
harsher limits imposed by profit- 
driven insurers. Mediocre doctors 
who prescribe low-cost care will be 
H.M.O. favorites; superb but less fru­
gal clinicians will be unemployable. 
Already some H.M.O.’s forbid their 
doctors to speak publicly about quali­
ty problems.

Low-income patients stuck in bot­
tom-tier H.M.O.’s would fare worst, 
but others are also at risk. To cut 
costs, Boston’s Bay State H.M.O., a 
middle-class plan, abruptly fired hun­
dreds of psychiatrists. Patients were 
to call an 800 number, describe their 
problems and be assigned a new ther­
apist. Press 1 if you’re schizophrernd

transplants than Canadians, who 
spend less and have greater choice.

No evidence links competition with

r/
J

J

plan would open more loopholes than 
its arcane regulatory structure could 
ever plug. 

What the Clinton plan would do is 
enrich the biggest insurers and wipe 
out small insurers and individual 
medical practices. The Clintons loud­
ly denounce the small insurers' trade 
association. But the biggest insurers, 
like Aetna and Prudential, helped fi­
nance the Jackson Hole Group, which 
honed the managed competition plan. 

Only such giants have the capital to 
assemble the sprawling provider net­
works demanded by big employers 
and regional health alliances, and the 
clout to extract discounts from hospi­
tals and doctors by threatening to 
withdraw a large chunk of business. 

____________  _ _ Costs would be shifted to smaller 
out-of-pocket costs yet have fewer I plans, driving their premiums up and 
doctor visits, hospital days and even subscribers away; the big plans 

could also wipe out smaller competi­
tors through price wars.

Once they’d muscled out competi­
tors, the big insurers would enjoy a 
quasi-monopoly. (Already, 10 insur­
ers control 70 percent of the 
H.M.O.’s.) Oligopolies don't compete. 

The mirage of competition among 
hospitals is already evaporating. Bos­
ton’s two biggest hospitals have 
merged; mergers have made many 
smaller cities one-hospital towns. 
Half of Americans live in areas too 
sparsely populated to support compe­
tition.

While a single-payer system could 
save $100 billion a year on adminis­
trative overhead, the Clinton plan 
would boost administrative costs. It 
would pump an extra $300 billion

' the options, it needs to scrap the 
Clinton plan in favor of the single-

Steffie Woolhandler and David U.
Himmelstem, professors at Harvard
Medical School, helped found Physi­
cians for a National Health Program. j

lower costs. Big employers and state
Medicaid programs already use the 
hard bargaining and restrictions on
choice that Mr. Clinton envisions, but
their health spending has soared.
Premiums for health maintenance
organizations have risen as fast as
traditional Blue Cross premiums.

Massachusetts has the nation’s
highest percentage of people in
H.M.O.’s — and the highest per capita
health costs. Nor does experience
here bode well for the Clintons’ em­
ployer mandates: as costs soared, the
state’s requirement that employers
cover their workers was postptwed,
then abandoned. Six years after pas­
sage of Gov. Michael Dukakis’s “uni­
versal health insurance" law, there
are more uninsured, not fewer.

Insurers and H.M.O.’s have found
more profit in gaming the system
than in cutting costs. Ten percent of
the population consumes 72 percent
of health care, so the surest way to
undercut competitors is to avoid the
sick or drive them away with unsatis-

-<:areu.M-r C™“n? P.!a" W™‘d Me^care ^current'wert^ai 2

. - ..... —centj prjvate insurers would admin­

ister coverage for those who are now 
uninsured (current overhead, 0 per­
cent). The $30 billion hike in insurers’ 
overhead would dwarf any savings 
from the Clintons’ streamlined billing 
form.

Moreover, Mr. Clinton would add a 
new laver of bureaucracv — the

augment these scams with new 
games. His health alliances would 
pay higher premiums for sick pa­
tients; clever insurance executives 
could recommend batteries of un­
proven screening tests for all enroll­
ees, dubiously labeling millions with 
premium-inflating diagnoses like 
“borderline diabetes" or “early Alz-

More bureaucracy, 
less choice, bigger 
insurance giants.

payer approach that works so well in 
Canada, where virtually all medical 
providers are paid by the Govern­

ment.
Advocates for managed competi­

tion, which forms the basis of the 
Clinton plan, attribute soaring costs 
to overinsurance that leads to too 
much care, too much choice and too 
little medical competition. But Amer­
icans already pay the world’s highest

: heimer’s.” Regulators can’t stop 
such abuses; they failed to prevent 
even the gross fraud of Empire Blue 

4ass. Cross or flagrant neglect of patients 
by I.M.C., the largest Medicare 

of | H.M.O. The complexity of the Clinton 
erely
out­

comes his plan would
guarantee: more bu- 

>ess consumer choice and
health' system owned by a few in-
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fi The Logic of Comprehensive Coverage
Although hardly anyone opposes universal coverage or 
comprehensive benefits in principle, many have doubts 
whether they are workable or affordable in practice. 
But much as other industrialized countries provide 
comprehensive coverage for ail their citizens, so can rhe 
United States—if we use reform to insist on mutual re­
sponsibility for payment and clear accountability for 
the costs.

The Health Security plan requires universal participa­
tion in the interest not only of fairness but also of lower 
cost to the community at large. Lack of coverage doesn’t 
prevent money from being spent on medical care; most 
of the sick and injured still receive treatment, albeit less 
adequate care often at a later and more costly stage of 
ilfness. If insurance is voluntary, some who are healthy

tighter standards for private long-term----- .
While veterans would retain existing rights to health ser­
vices run by the Department of Veterans Affairs, the VA 
would begin transforming its facilities into integrated 
health plans that could enroll veterans for comprehen­
sive coverage through the alliances. The Department of 
Defense health care system would also move in the same 
direction. Coverage of all federal employees would shift 
to the health alliances; thus members of Congress would 

their coverage through the same alliances and health

(1113 410 ----------------------' .

The transition to a reformed system would take place 
in stages. The Clinton plan phases in universal coverage, 
state by state, between 1996 and 1998, and defers some 
elements of the benefits package, notably broader men­
tal health and adult dental coverage, until 2001. 
Regional caps on premium increases would not go into , 
effect until 1996. The proposed support for home-based

A New Framework

While establishing a federal framework for financing, 
coverage, benefits, and consumer protections, the Health 
Security plan gives the states authority to set up the re­
gional alliances and to adopt a variety of different ap­
proaches to controlling costs and improving the delivery 
of care. At the federal level, a presidentially appointed 
National Health Board would interpret rules about cov­
erage and benefits, allocate limits on premium growth 
among the alliances, and establish a system for monitof- 
ing how well plans, providers, and the system as a whole 
are performing. The states would not only establish the 
alliances but also retain authority to regulate insurance, 
certify plans, and license health professionals.

The Health Security plan would affect nearly every as­
pect of the health care system. Without trying to cover 
every feature, I want to explore the core elements in 
more detail in order to help explain how they fit to­
gether—and why they work.

lunce with a premium up io the a,eraee; Others preyH 

ously covered by Medicaid, such as t.- 

needy” who have exhausted their assets paying 
ical care, will have been covered under an alliance plan 

to begin with. .
Medicare would remain a separate program, although 

at age sixty-five retirees could opt to remain m the al­
liances and pay the difference between the amount 
Medicare would pay to the plan and its premium for the 
elderly. The Clinton plan would expand Medicare to in­
clude the same coverage of prescription drugs available 

to the under-sixty-five population.
The Health Security Act also includes support tor 

and community-based long-term care for the dis-
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health plans that could enroll veterans for comprehen- 

hS ^stem would also move m the same 

direction. <

____ long-term care would be introduced gradually between
7 6 1996 and 2000. 3
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Covered Benefits
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days per episode and sixty days per year,
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tional care

physical therapy and speech pathology
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nostic and radiology services

services
• Emergency services

function or minimize limitations as a 

illness or injury
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I
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I
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• 1 lospital services, including bed and board, 
routine care, therapeutics, laboratory and diag-

gamble on their good fortune and then throw them­
selves on rhe compassion of others in the hour of their 
need. A decent society will not leave them to suffer, but 
a prudent nation will have asked them beforehand to 
share in the cost. Most of us willingly pay for fire pro­
tection even though our house may never burn. 
Similarly, we must pay for health coverage to support 
the health care in our communities that may someday 

save our lives.
Universal participation makes coverage more afford­

able for three distinct reasons. First, it reduces the num­
ber of free riders who force others to pay more in taxes 
and medical bills for rhe uncompensated care that they 
(or their employees) receive. So while universal coverage 
provides protection to the uninsured, it also protects the 
rest of the community from hidden cost shifts.

Second, universal coverage reduces the problem of ad­
verse selection that afflicts a voluntary system. If cover­
age is voluntary, the individuals and small groups that 
purchase it will include disproportionate numbers of 
people with high expected costs, and the resulting higher 
premiums will then deter many other lower-risk people 
who otherwise might have bought insurance.

Third, a universal system has lower administrative 
costs. It obviates the need of hospitals for elaborate ad­
mitting and eligibility verification procedures to protect 
against unpaid bills, and it cuts the administrative cost 
of insurance itself by eliminating functions performed in 
a voluntary system, such as screening out the sick.

Universal participation also makes it feasible to re­
move some of the most egregious limitations on cover­
age in the current system. Under a voluntary system, 
some people will wait until they get sick to buy insur­
ance; that is one reason why insurers restrict coverage 
of preexisting conditions. A universal system can fairly

psychotherapy up to thirty visits per year
• Family planning services
• Pregnancy-related services
• Hospice care during the last

• Outpatient laboratory and diagnostic services
• Outpatient prescription drugs and biologicals,

• Clinical preventive services

mental health treatment, up to thirty

Paul Starr

• Home health care, including skilled nursing 
care, physical, occupational, and speech therapy, 
prescribed social services and home-infusion 

therapy after an acute illness to prevent institu­

tional care
• Extended care services, including inpatient care

skilled nursing home or rehabilitation center

and professional

I

including insulin
• Outpatient rehabilitation services including

' 1 t to restore
result of

• Services of health professionals delivered in 
professional offices, clinics, and other sites

• Clinical preventive services
. Mental health and substance-abuse services:

inpatient i---------

six months of life

in a skilled nursing home or renauu.u.i.o.. 
following an acute illness for up to 100 days each 

year
• Ambulance services

I



screening tests, without any copayment. And it elimi­
nates the annual and lifetime limitations on hospital and 5

physician coverage as well as other exclusions buried in

Additional Benefits in the year 2001

ing catastrophic health costs end up at public hospitals

i|While its coverage is broad in scope, the Health

t

I

I

does, however, call for a $10 copayment per physician

I

I 8 1

lit

there would be no deductibles, nor would there be any 
coinsurance on hospital care. The Health Security plan

• Preventive dental care for adults
• Orthodontia if necessary to prevent reconstruc­
tive surgery for children
• Expanded coverage for mental health and 
substance abuse treatment

• Durable medical equipment, prosthetic and 
orthotic devices
• Routine ear and eye examinations every two 

years
• Eyeglasses for children under age eighteen
• Dental care for children under age eighteen

or with unpaid bills, and the taxpayers or privately in 

sured pay for their care anyway.
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A New Framework

visit, which is higher than many HMDs charge today. 
The 1 IMO copayment for drugs would be $5 per pre- 

I scription.
The third type of plan, a combined structure, otters

the “fine print” of insurance contracts that expose many 
families to catastrophic costs and financial rum.

Restricting both the “front” and back ends of 
health coverage often produces counterproductive re­
sults and savings that prove to be illusory. 1 units on pri­
mary and preventive care lead to avoidable illness, 
costly delays in treatment, and greater use of emergency 
rooms. And when coverage runs out, many people fac-

prohibit such limitations because no one can put off 
paying for insurance until the moment they need it.

Comprehensiveness of health coverage, like universal­
ity, reflects an interest in efficiency as well as equity. 
Benefits packages vary in their scope of coverage and ex­
tent of cost-sharing. The scope of benefits covered in the 
guaranteed package in the Clinton Health Security plan 
corresponds to the list in good corporate health plans 
today (see chart, above). The benefits package, however, 
is especially comprehensive on the “front end” (primary 
and preventive care) and on the “back end” (there are 
no lifetime or annual limits on hospital or physician 

coverage).
Broad benefits in these areas reflect two central objec­

tives of reform: preventive care and security. The plan 
encourages a shift toward preventive care by guarantee- 

____ ing coverage of a basic list of clinical preventive services 
so of proven efficacy, such as immunizations and specific

II

Security plan does not eliminate all patient cost-sharing. 
Rather, it provides for three types of cost-sharing that 
correspond to the principal modes of coverage in the 
market today. For fee-for-service coverage, the cost­
sharing would be in the middle range of private plans. 
There would be deductibles of $200 per individual and 
$400 per family, with 20 percent coinsurance for physi­
cian and hospital care, up to a maximum out-of-pocket 
cost of $1,500 per individual and $3,000 per family. 
Prescription drugs would carry a separate $250 de­

ductible and 20 percent cost-sharing, up to a maximum 
out-of-pocket expense of $1,000.

For HMO coverage (the low cost-sharing option),

I

i
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generate higher rates of physician and hospital 
der Medicare. Thus widespread supplementation

the great majority of Americans will obtain supplemen­
tary insurance. Nine out of ten Medicare beneficiaries 
today have supplementary coverage either through a 
private Medigap policy or Medicaid. These supplemen- 

benefits typically reduce patient cost-sharing and

I

fectively for the most

won’t accept it.
If national reform provides only minimal coverage,

i

Paul Starr

low-wage workers facing the benefit limits, there would 
be little effective discipline on costs. A reformed system 
is far more likely to control costs by making a single 

health plan accountable for comprehensive coverage 
than by dividing coverage between a minimal basic 

package and widespread supplementation.
This is the broader lesson of integrated health plans. 

Many coverage restrictions that developed under tradi­
tional insurance do not make sense as rules for the 
emerging health care system. Since traditional insurers 
have not had contracts with providers, much less con­
trol over them, they have been unable to allocate re­
sources among different types of services or achieve 
savings by managing services more efficiently. To control 
costs, they have often simply excluded services—such as 
primary and preventive care, outpatient drugs, and 
home health services—that can reduce overall costs if 
managed properly. Integrated health plans do precisely 
that, substituting ambulatory for inpatient care and 
managing the full range of services to provide broader 

coverage more economically.
The new paradigm of integrated health care requires a 

change in thinking about coverage. Under a more inte­
grated system, arbitrary limits on coverage by type of 
service or provider often get in the way of cost-effective 
treatment; coverage without those restrictions yields bet­
ter treatment at lower cost. Genuine savings in health 
care come not from trying to shift risks to individuals, 
but from placing those risks on organizations that can 
manage them and be held clearly accountable for both 

costs and quality.
A uniform benefits package among competing plans 

facilitates that clear accountability. If each plan offers a 
different package, the myriad complex variations make 
it difficult for consumers to make clear-cut price com-

use providers

ment. That approach, however, will not only fail to 
guarantee security; it is also unlikely to control costs ef-

A New Framework

same mistake. Most Americans would get extra coyer- 
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Several other proposals for reform, however, call for 
only minimal coverage, restricted to catastrophic costs 
or a mere “barebones” package. Some conservatives be­

lieve that Americans are “overinsured” and want to use

use providers
outside the network. This is the arrangement used by 

preferred provider networks.
The level of benefits in the Health Security plan is 

squarely in the mainstream; the plan does not ask 
Americans to accept a lower standard of coverage or of­
fer them only minimal protection if they lose a job or get 

divorced. .. ,

costs in the basic insurance program, defeating the eco­
nomic rationale of the coverage limits. A new federal 
program with high cost-sharing and limited benefits for 
the under-sixty-five population would just repeat the

from their employers, and the very poor would re-
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w think we agree on universal coverage within an employment-based system. I 
k we agree on portability regardless of where you work or your health 

status. We need to reduce job lock and to start agreeing to insure unhealthy 
people instead of only healthy people.

Copyright 1994 The Washington Post 
The Washington Post

BODY:
From remarks by Treasury Secretary Lloyd Bentsen in Washington yesterday 

before a meeting of the National Association of Manufacturers and the 
Association of Private Pension and Welfare Plans:

It doesn't make any sense to me that our nation accounts for 40 percent of 
all health care spending around the world, and we have only 5 percent of the 
people. It doesn't make any sense to me that what we get for that additional 
spending is a lower proportion of citizens with health care than the other 
industrial countries. And listen to this one: A typical insurance policy here 
provides less coverage  than in any of the other major industrial countries.

SECTION: EDITORIAL; PAGE A26

We've had experience with runaway entitlements. And the president has made it 
clear that he will not support a plan that could become another runaway 
entitlement. And that's why you have the circuit breakers; that's why you have 
the limitations on th6 subsidies. If someone can convincingly demonstrate the 
numbers are wrong, we'll modify the plan to make it right. In this town, you 
don't do anything big anymore if it's not going to reduce that deficit.

PAGE 40

We agree we need to do more in the way of preventive medicine — 
immunizations and the like — so that doctors don't have to see children coming 
into an emergency room because the parents couldn't afford an immunization shot. 
We agree consumers need more information, need to know more about quality and 
the costs of their care. And we agree that to be effective the plan must achieve 
real cost containments head-on ...
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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 Jhe 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. 

Impediments in the current system: 
1) can't take the same insurance with you from jop 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 lqse 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.



• 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. 

II. 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 �e 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%)

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

IV. Level playing 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 ins�ance 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 �omparable 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 �mployment 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 s_tudy 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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_,,. experin 1nd expected medical expenses for olher heallh insurance are 

80 percent those of family size. Similarly, the effecl of job-lock from lhe 

family size experimenl is SI percent the effect of using /13 from the 

pregnancy experiment, while expected medical costs are 54 percenl of 

those for an expectant family. This suggests that the difference in the 

mobility rates of lhc control and the experimental group between those 

with health insurance and those without health insurance is largely 

accounted for by differences in expected medical coslS 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 cmployer­

provide.d 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 jnsuraoce 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 arc robust to changes in specification and in the 

sample over which they are estimate.d. 

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 lhe 

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

f , 

If job turnover results in increased malch quality hctwecn !rs and 

firms, job-lock will result in a loss of economic efficiency. In contrast, 

if workers are essentially "replaceable", joh-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 temporary or 

permanent. While pregnancy is a preexisting condition that comes and 

goes in a matter of months, some of Individuals facing joh-lock will be 

affected by conditions that last for years. 

Finally, some might ask whether job-lock is a �nefit, rather than 

a cost, for finns. 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 mohility reducing 

effect that results from the provision of fringe benefits hecause it is the 

workers with high expected medical expenses who will be most likely to 

stay. Presumably the finn would rather reduce turnover among workers 

with low expected medical expenses than among those wilh high expected 

medical expenses. More importantly, job-lock is not creatt!<l hy the firm 

but is imposed by the benefit policies· of other firms, either hecause other 

firms exclude preexisting conditions or, less frequently, hccause they do 

not offer health insurance. 

----------------
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Insurance concerns 
affect job choices, 
many workers say 
By Jill Hodges and Darlene DePass 
Staff Writers 

I 
fKeviri McGannon were to leave his job at 
Reliance Motion Control in Eden Prairie, he and 
his wife, Bonnie, would be without health 

insurance. 

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 careers, 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." 

·� .. -

· . . .  -:;.:_ ,.
lulU'IUlce continued on page 16A 

Staff Photo by Mike Zerby 

Kevin and Bonnie McGamon have needed to con­
sider their insurance concerns in Job decisions. 
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job lock also can work in reverse 

�oiittiilued from page IA 
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� ::Ou pie is not alone - increasing 
t;�rs of workers report that 
aihialth care concerns are dictating 
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I
cy wanted to leave primarily 
tain their health insurance. 

)W'Vey of 1,001 randomly select· 
'91innesota residents was conduct­

hone April 30 to May 9 and 
margin of sampling error of3.l 

�tage points, plus or minus.
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According to the Employee Benefits 
R�h Institute (EBRI) in Wash­
ington, about 13 percent of job appli­
cants tum down job offers because of 
health insurance concerns. In most 
cases, the potential employer did not 
offer health insurance. ln 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, 
panicularly for family people [who] 
have children and dependents,., said 
Andrew Whiunan, a professor at the 
University of Minnesota's Carlson 
Sc�ool of Management. 
.. 

>.. recent MIT survey showed that the 
�,nng phenomenon, known as job 

iadc;rcduces turnover by 25 percent. 
ThO'StUdy, which focused on married 
men; showed that the average turn­
ot.cr rate would increase 12 to 16
pelient if health insurance were not a 

,2_
UIJtration in switching jobs. 

.. Men with more than one source of 
health insurance are much more like­
ly to change jobs," said Brigitte Ma­
d.rian. the study's author. 

Job lock also can work in reverse: 
Virginia Scon was essentially locked 
ow 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 wbo arc 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,':,sbe 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. 
Typica1Jy, if the condition is covered 
at all, the coverage does not kick in 
for one to two years. 

Further, research shows that employ­
ers, panicularly those in small busi­
nesses, have incentive tq screen out 
prospective work� with health 
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 prescrecning will become 
increasingly difficult under the 
Americans With Disabilities Act 
(ADA). The 1990 act prohibits em-
ployers-from asking job applicants 
about"� health history or requir­
ing uiem 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 Jong 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 ofher 
illness, pretends she is still employed 
by ber 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 ifl 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 bealth insur­
ance benefits arc extended for a year 
after retirement, the number of peo­
ple retiring early increases by 15 per­
cent, he said. 

Health insurance first became part of 
employment packages during World 
War II, 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 4 to 5
percent of employers' payroll costs. 
As the costs continued to grow in the 
1980s until they hit about 8 �t 
of payroll, Whitman said, employen 
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 arc 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 a.cccpt 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 taJce 
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 
taJce a cut in wages, .. Gruber said.

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

surancc. "The pay is less, but I have 
that coverage now," he said. 

Similarly, Bruce TorJerson, 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 TorJcr­
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? 

• Twenty per,:ent (201) of an respondents
said they or a family member had hued a
job decision 10lely on health benefits.

1993 

1992 

7 
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PEOPLE STAYING ON WELFARE 
TO GET HEALTH COVERAGE 

JAN 2 6 i994 

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

There have been several recent studies which have examine4 the eft'ects of the 
provision of health insurance and welfare participation. R.cscarch by Moffitt 
aDd Wolfe, Keane and Moffitt, and Ellwood and Adams sui:esi that the 
provision of health insurance could reduce welfare caseloads by 10 to 20 
percent. 

Eligibility for Medicaid bas traditiom.lly been Iink:rd to actual or potential 
receipt of cash assistance under the AFDC or SSI programs. Leai,slation in the 
last decade has extended coverage to some low-income childra and prcpant 
women who are uot on welfare. This fact was not fully refit.cted iJl these 

1dies. Therefore, the Administration conservatively e.q:imates that there ue at 
..ast 1 million people on welfare to aet health care covera1e. 
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Medicaid, Welfare Dependency, and Work: 
Is There a Causal Link? 

Robert Moffitt, Ph.D., and Barbara L Wolfe, Ph.D. 

Medicaid exerts a strong "pull" on per 

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 welfare. 

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 relativ�. and absolute, of these insur-

Robert Moffitt is with Brown University and Barbara L Wolfe is 
with the University of Wisconsin. The views expressed are 
those of the authors and do not nec:essarily reflect those of the 
Health care Financing Administration, Brown University, the 
Un1vers1ty 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 in the 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 Fa
_
milies with Dependent 

Children (AFDC) _Recipiency and Employment of Poor Single Mothers 

Simulated Changes 

Increase ,n Medicaid of S50 per Month, 

Increase ,n Private Health Insurance of S50 per Montn:• 
Assuming Current Coverage Levels 
Assuming Coverage for All Workers 

Private Insurance for All Workers 

Increase in Private Health Insurance up to Med1ca1� 
Level:� 

Assuming Current Coverage Levels 
Assuming Coverage for All Workers 

1Base 1s 3.t percentage points 
2Base ,s !>6 percentage ooints 
3Represents 3.t 5-percent increase 1n Meoica,o ,nae• 

Change 1n: Absolute Change 
AFDC Part1c1patton in Employment 

Rate' AFDC Caseload Rate� 

Percentage Points 
2.0 

-5.3 
-7.3

-3.5

-6.0
-8.3 

Percent 
S.9 -5.S 

-15.6 
-.:.21.5 

-10.7 

-17.61 
-24.4 

11.7 
16.0 

7.6 

3.3 
18.1 

'Represents !,6 5-percent increase 1n p11vate neann insurance ,t covered. 
5Represents 6' 2-percent increase in private nea1tn ,nsurance ,t co•ereo. 

SOURCE. Based on eauauon reponeo ,n Moffitt ano Wolfe. 1992 

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 
the·se 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 insurance 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 1993Jv01ume1S.Num1>e11 

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 welt are and 
work than does Medicaid. 

This analysis also provides an answer 
to the relative importam;e of Medicaid in­
qentives 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 
c·aseload 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 nearty 18 per­
cent. J"his policy is also expected to in­
crease participation in the work force by 
more than 3 percentage points. 

I 

If � toqk a more generous step and 
both increased the val'ue 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 

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 
namber 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
sult in 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 
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income-conditioned payments would 
'!3rtly reduce such costs. 

�ONCLUSIONS 

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-

act� 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 conijnue 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. 

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 
Stat{:l 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 for whether 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 weHare 
ByDmAueoin 
GLOH'4TAff 

SOMERVJLLE - Ai he fflll"lf!d a eup 
of coffee in Dllril Square. the fatigue of 
70-hour � weeb f!"rident ID hla face. 
J1m Bryant couldn't hetp toitlhltinl hill 
lot with that of people on welfare. 

Unlike welfare recipient.a, whoee 
medical needa are CO'nftd by Medicaid, 
the 47-year-old lllleeman. trom &ffliy 
hu no he91th inllurulce for himeetr, hia 
wife, or their two young IOI'& 

Both boya had a big eoec9' game last 
Saturday, but their rather couldn't be 

there to cheer them on becauae he had t.o 
huatle off to hia eecond job. 

SomeUma he and hia wtfe get ., en.. 
�uraged, Bryant conreued 1uddenl:,1 

;that "we'� eYen ·diBeuaeed breaking up" 
10 she and their IOftS would qualify for 
certain beneftta denied to int.Id working 
familia. 

"I guea rm I BttJe bitter," Bryant 
admitted. •1t II harder for woridnl � 
pie t.o make endl meet, pay for their own 
medical, get jobl. That incre•e• m:, an­
ger about welfare.• 

Jim Bryant ii no welfare-bat.. 
uya he ia glad that the •� net II 
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DEPAR.TMENT OF DISPUTATION 

SHAR.E THE HEALTH 

A socialized health-care system? Goodness, nobody wants that. But when you
analyze the arguments,.that's where everyone ends up-even the &publicans. 

BY MICHAEL KINSLEY 

I
T'S very simple, House Minority

Leader Bo_b Michel explains in a 
TV commercial sponsored by the 

Republican National Committee. � es, 
we can make health insurance portable 
now. Without the Clinton government­
run health-care system. Congress sun­
ply needs to change the law so if you lose 
your job, you won't lose your coverage." 

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

T
HE 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 "employer mandate" in Clin­
ton's original plan-the requirement 

that employers fi­
nance eigh�· per 
cent of their em­
ployees' health-cut 

Characterizing 
the Clinton plan as 
an attempt to social­
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-

� ...... ·•� 
premiums-a "taX. • 
on the reasonable 
ground that it would 
be a government· 
ordered payment. 
even though the 
proceeds wouldn't 
go to the Trcas�·­
Insurance reform i:­
sunilar. By requir· 
�ng insurers to ac­

··.";!'•: ,.... "'i� 
. ·.;,.�--
. � � 
, .. t ,, . ments in the insur­

ance industrv. For­
bid discrimination 
based on "preexist­

·� . � � 

ing conditions"-so that insurers can't 
tum 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 
�gc 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 oflos­
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 start by rejecting social-

�'" 

cept bad risks at nondiscriminatoi:· 
rates-that is, take on customers who 
can now be rejected or charged mo� 
reform will force insurers to raise pnc� 
for healthy customers. 

When people are all charged thf 
same price for insurance, regardless 0 

their likely health-care req�ire�en:��
this is called "community raong. G� 
emment-mandatcd community rao;g
will raise insurance costs for heal Y 
people for two reasons. First, the ins¢ 
will have to cover the risk of your own
long-term decline in health. �t �
the company can drop you or_raise �di­
rate if vou develop an expensive co 

J 
·u ha\'C tion. Second, the insurer wi ntto pool present good risks with prcst: �bad risks. This second clement :unouf c� to a government-imposed tra�; le �of wealth from one group of P . P

,, :· rann .. , •to another. Pure commu�ity li;o;
then, is the socialist pri.nople ap� i
to health care. Everyone puts the J a

t aJI-' amount of money into the po 
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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 dis.crimi­
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 practice, it will re­
quire a big new government 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, community rating "forces a 
competing private insurer to look at a 
deathly ill patient, seeing a Sl00,000 
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 the,· can. After all, the idea of 
commerc i�l insurance is protection 
against the unknown, not the known or 
the predictable. If you sign up c, cry 
hundred-thousand-dollar patient who 
comes along and charge him only two 
thousand dollars, you'll soon be out of 
business-unless your competitors arc 
required to do the same, so that all of 
you spread the cost among other cus­
tomers. But once the govcrnrnent does 
require nondiscrimination it must pre­
vent cheating. 

Writing in the journal Health Affairs, 
the Harvard health economist Joseph P. 
Newhouse has described various subtle 
ways that insurers (including health­
maintenance organizations) can skew

their customer base toward healthier 
people. \Vhat about advertising in some 
magazines (Runne r's World) but not in 
others (Cigar Aficionado)? What about 
having a discount arrangement with a 
health club? Putting offices in affluent 
suburbs will attract a healthier clientclc 
than putting them in working-class ar­
eas. Allowing access to fewer doctors in 

�-· 

Your best friend 
may be smarter 
than you think 
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certain specialties 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 narurally 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
healthv 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 varietv will be left.

And, even if you could �omehow pre­
vent people from "gaming" the system
this way. �-ou couldn't prevent them
from lea,·ing the system. 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: hardlv the idea. And when
more healthy pe�ple go uninsured you
get a second "death spiral.� Rares for
those who remain insured will go up;
the higher rares 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
era'ge of some sort. Yet it is precisely
those conservatives who cherish the con­
ceit that insurance reform can solve ev­
erything who object to mandates.
EVE:'\ if everybody 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 sh·, anv serious insurance-reform
plan �ust have a device for redistribut­
ing money am£)ng the insurance compa­
nies. Such distribution is called "risk
adjustmen�." 

Risk adjustment creates its own co-

"Have you heard the news? Bm & Jerry's is turning pro." 

nundrums. Should it be done prospec.
tiv�ly or r�trospectively? That is, do �esttmare insurance companies· c� 
according to the characteristics of ths�
customers and redistribute mor.:­arnong the companies on that basis� Ordo you wait and see how much mollt\•different insurers have actuallv hadto spend, and then even thing� out?
Newhouse, the Harvard economist, SM
that the science of prospective risk �­
timation is just too primitive to haV?
much effect on the companies' incentive 
to discriminate in signing up customers ..
But if you redistribute retrospective!)··according to what the companies actu­
ally spent, you are eliminating the whole
point of private insurance. What inccn·
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 Institute. a free.
market think tank, put it in a recent
broadside, retrospective risk adjusnnent
"would ultimatelv eliminate the risk·
bearing role of private insurers and
create the functional equivalent of a
single-payer health system." In other
words, in our earnest effort to avoid ·so·
cialized medicine" we may have once
again reinvented it. 

Clinton's much derided "health-care
alliances" were, among other thin_gs.
an attempt to avoid some of the 1n·
herent complications of insurance re·
form by putting people into large pools._which would allow for the necessar: 
cross-subsidies and risk adjusunents­
socialization, call it-automatically.
without a lot of regulations. The argu­
ment was that the alliances would rnean
less bureaucracv, not more. But the
Clintonites wer� demagogued to dea�
by the very folks. who say that "sirnple 

insurance reform is the answer.

A l'o1CE question is why we want tO
socialize health-care costs when

we don't socialize anything else in our
society. It's odd, when you think �u;it. One of the basic principles bchi.n 
insurance reform holds not merely that

h "" the poor should be covered some 0 

but that everyone should pav the sarn;for coverage: regardless of need. JfB .Gates gets cancer, a working-cl:•
familv should be expected to share . c
finan'cial burden equally with hitr.�And vice versa, of course. But, fl'1� 
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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 eloquently 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 
historv 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 youn� 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 
·warn all their constituents that as health in­
surance companies refine their techniques
for calculating risk. such as gene a.nalysis,
even seemini�v healthy people in the future
could face high premiums-or be classified
as uninsurable-under a pure risk-based
system.

It seems obvious, doesn't it? Yet the
Cato Institute is dearly 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 condition
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
tion would not leap to suggest a govern­
ment program of redistribution to ne­
gate her bad luck. But when it comes
to health care the Heritage F ounda­
tion stares at its own principles-and
blinks. Or at least it posits, corr�dy,
that any conservative politician would
blink. Regarding health care, we are all
socialists now.

I
NSURANCE 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 YOR.KER., JULY ft, 1994 

family of four-a sum that is beyond the 
reach of many who don't quali�· for

Medicaid. Clinton's proposed solution 
was to require all employers 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 alternative.

But government subsidies create their 
own puzzles, even aside from the ob­
vious one of how to pay for them. The 
subsidy proposal in Representative 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 huridred 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. 

Heruy Aaron, a liberal economist at 
the Brookings Institution, and Martin 
Feldstein, a conservative economist at 
Harvard, have both pointed out the dev­
astating fiaw in this idea. The gradual 
phase-out of the subsidy amounts to a 
stiff marginal tax on C21Tlings within the 
phase-out range. That is, for every ex­
tra 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·c�e 
subsidy. Feldstein calcufates 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 negative impact on total employ­
ment ·and national output would surely 



• greater than that of Clinton's em­yer 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 Coopersubsidy could cost the government six thousand dollars for each currently un­insured individual above the poverty line who is brought into the system, or twenty-four thousand dollars for a fam-ilv of four. · The Feldstein-Aaron analysis appliesnot just to the Cooper plan but to anygovernment subsidy of private healthcare that is phased out as income rises,whether directly or, as some conserva­tives prefer, through tax credits. The•bsidy has to start out large enough, atn incomes, to make health insuranceaffordable. From that point on, the faster you phase out the subsidy, the higher the effective tax rate becomes. Bur the slower you phase it out, the greater the cost becomes. An unheralded advantage of em­ployer mandates is that they would avoid both of the problems created by income-linked government subsidies­nightmarish marginal we rates and em­ployer shirking. Although it is fair enough to label employer mandates a wtax," at least thev are a tax that homes in on the cost df insuring those who aren't insured now. 
O

F course, neither insurance reformnor subsidies for the poor will do anything to bring health-care costs under control. On cost control, everyone purports to reject the big-government 
(socialist) solution in favor of a "market­oriented" approach. Clinton contends that his health alliances would promote �rearer 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 in­creases, as backup devices. Jim Cooper's plan is widely praised for usini free-
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• Despite these limitations, the free 
sured group spent forty per cent more market in health care could be made to 

> work better than it works now. Ironi- j| 
discernible improvement in the health of cally, the key would be to discourage the
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20 West 43rd Street. New York. NY" 10036-7440 market competition rather than gov- would not work very well to hold down 

emment controls to restrain prices, but prices. Most health-care-purchasing de­
in reality the Cooper plan has hardly cisions are made not by the consumer 
any market reform that isn’t in the but by a doctor. The doctor decides that 
Clinton plan, too. Various conserva- you should take this drug, or see this 
tive and Republican plans either ignore specialist, or have this operation—and 
the cost issue or address it through tax
changes.
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the doctor isn’t paying for any of these. 
When the consumer does decide, it is 

The free market works well enough hard for him or her to decide intelli- 
to hold down costs in other industries— gently. How can I know whether such- 
why not in health care? First, because and-such a test is really needed, or 
insurance keeps market forces at bay. To whether a hundred-dollar allergist isn’t 
the extent that they’re insured, people just as good as one charging a hundred 
don’t mind how much health care they and fifty dollars? But even an intelligent, 
avail themselves of or how much it costs, informed, and tightfisted consumer will 
An experiment conducted by RAND, the hesitate to vindicate Adam Smith when 
research organization, compared, among the subject is health. Who is going 
others, a group of people with insurance to shop around for the best price on 
coverage of a hundred per cent with a chemotherapy, or bargain with a brain .* 
similar group whose insurance had a surgeon? • ,
large annual deductible. The fully in- Despite these limitations, the free

\
I

on health care—no surprise—with no

the average participant. To the extent very thing—insurance—most people •
that the insurance itself is paid for by think health-care reform ought to pro­
employers or by a government program mote. Right now the tax subsidy for 
like Medicare, individuals are doubly health care is perverse. If your employer
isolated from the cost of their health- pays for your insurance, you needn’t de­
care decisions. dare it as income, and your employer

But even if every individual paid ev- can deduct it from taxable earnings. But, 
ery single health-care expense out of his if you buy your insurance yourself, your 
or her own pocket, the free market premiums and all out-of-pocket medi-
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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 say that 
there should be no tax preference ror 
medical costs at all: by favoring medical 
spending over other forms of-:onsump­
tion, the tax break naturallv 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 you're really serious, 
you ought to consider going further and 
tilting the incentives against insurance. 

From this menu of possibilities, most 
current refonn 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! Represepta­
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. These 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 organizations and 
other managed-care arrangements. 
Drug and medical research would de­
cline as the invisible hand of competi­
tion ruthlessly sought out and squeezed 
the generous profit margins that had 
previously sustained them. lbcre 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 citizcnrv would 
be screaming for genuine sociallini.

Meanwhile, back in the real-world 
health-care-reform debate, we move in­
exorably toward socialism anyhow, while 
denying it every step of the way. ♦ 
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By ROBERT Pf.AR 
�-rr' •�.I tn I..,. Ht-• Vnr, I ,n1f"c. 

W/\SIIIN<;tON, JurK· 27 - A new 
stwly finds serious. 11ns11sfl('rtrd
t•• ohlrms with n�;iny rnlfl(lsllls for 
tlw h·dcrnl (;nvrrnmrnt lo IM·l1> low• 
inrnmr IINlflk- buy rrivat<' hf'allh in· 
surnm·r h:v s11hsidi1.in� th<'i• rrrmi-· 
11111s 

S11d1 suh.';itlirs arc a tc-alur<' of 
m11s1 of th<' health insuranc·r hills 
lwtnR rnnsiclf'rr.d in Con�rc-ss. S11hs1• 
cli1•s havr IIC'('n suursted as a way In 
make s111r 1ha1 all Amrrifans ohtam
hralth insuranc:r., with or without a 
IT\jllilf'lllf'llt lhat rmplovcrs nintrih· 
1111· lo thf' <"OSI of workrrs' n1v,•ra�<'-

n11t th<' sltldy, issuctl today hy th<' 
Ct•ntf'r on Budgt't and Polic·y l'not i· 
tirs. a ncM1p,u1isan r�arrh institul<'. 
savs that if suhsidH!S arc- not rarrful· 
ly ,tr.signf'd they will dir.<"ourn�<' pc'(>­
rJr from worki� and m.'ly c-nrnuragr 
,·ompanic-s to drop hralth insuram·r 
tlwy now provide• tu rmploy('('s. 

Mor('f1vrr, 1hr �tudy, whkh lnokt-d 
al all p,·o,,c�ls, !\ays t:wrc- arr srri­
ous prohk'ms in plans to 1im11 the 
amount lhf' (;ovrmrnml r0t11d spend 
°'' suhsidi<'s in any yc-ar: "lh<'y m.1ke 
nu adj11s1mc-nl for r�sions." 

To i.tay wilhin lhf' •�ing limits, 
1hr scudy s.-iys. subsiilic'!- would h(, 

r<'dueerl al lh<' vrry moment when the 
n<'<'d was J!rra1t•st. in recessions. IS 
lh<' numh<-1 s nl poor and unemployed 
propl<' rOSt'. 

< ;ovrrnm<'nt subsidi<-s ·to help pt'O· 
plr h11y insm nnn· havr t,N-n In hrnllh 
plans prnfMIS<'d hy Prcsidrnl Clinton: 
R<'prrsrn1a1iv<' Jim Cooper, ()('rno•
rrat of 1 rnnessN?: s«-nator John H. 
Chai<'<'. R<'puhhc·an of Rhode Island, 
,mt.I Srnator Edward M. K<'nncdy. 
l>cm11nc11 of MassadlUSCIIS. Sp('lld· 
inJ? on s11d1 suhsidirs would II<' suh• 
jrc-t III limits s,·1 hy Congrrss. Non<' of 
tht> rrnros;1ls wcH1ld inrr<'aSC lhc 
sp,·ndin� lim11s III timr of rN·<'ssion. 

On Provldlntt Suhsldlt'S 

Rnh<'rl <;r<'<'ns1,•in. clir<'rlor of lht' 
c<'ntcr 1M1 lhuli,:<'I ;mcJ Policy Priori• 
11rs, sa1cJ th<' .-.,�, 111 suhsidiC's would 
IN' nmrh hiJ,:lwr if lll<'re w.is no re• 
quir<'m<'nl for c-mploy<-rs 111 pay any 
of 111<' p1 rmi11111,; for their work<'rS. 
nut. he ohsrrvc-d. 1n lh<' ahsfflC<' of an 
<'m1ll11Jrr manclatr. romp.'lnlcs would 
have- '"pt1w<'rf11l mr<'nl ivc-�" lo drop 
rovrntR<' for llw1r <'mpk1yres and to 
shift ('CISIS lo 1h<' <;nvt'rnmt"fll, which 
woukJ suhsicti,,• 11w prt>miums. 

l)(>scribin1it whal would haf'P('n 
wilhoul an emplnye-r mandalc, Mr. 
Greenstt'in said Che s1udy found: 
"Emptc,y,-rs rouk1 lt"rlllinat<' rovrr-

--·--· ·- - ·---·----

Ta�ing issue with 
a crucial part of 
plans to overhaul 
health insurance. 

aj?<' wich1Hll j1'(1pardi1.mg pcMir work· 
t"rs. 1 h<' workrrs would nml inu<' rf'• 
r<'ivil�g l-imilar rov<'ra�t'. with chl'ir 
pr<-m1ums fully paid by tht" ruhlic 
subsidy system." 

Moreover, it says. "Firms that em­
ploy large numbers of low-Income 
workers would be abk' 10 make them• 
s,-lv<-s and lh<'ir t>mployees bellt'r off 
by ter�inating health coverage and 
c-onvcrung some or all of the savings 
Into higher wages or other employtt 
bf'neflls." 

�r. Coop<'r defended his proposal, 
saying, "II Is esst"TIUal that health 
c-arc rrform include subsld.es to 
make rov<'rage affordable for low· 
inc-ome peoplt>." 

The study !;ays that the =
suhsidit's will hecome �tre a• 
Jll'flSlve tr lh<'Y art" avallable to rge 

numbt"rs of J)('()f)le in middle-income 
families. On the other hand, it says, if 
!he su�idi<'S dN:line sharply as earn-
mtts rise,

_ 
they may disc�rage pN)l)lc 

from trym� to <'arn more, espKially 
people wllh inrnmes betWCffl the pov­
t"rty level and twlre 1h11 Amount 
($15,000 to $:10,000 a year for a family 
of four). In other words lhey would 
lose their bf-nelits and be subjected to 
mor<' laxt's as wc-11 . 

Chafee proposal and 95 rc-nts undcr 
the Cooper proposal. 

Put another way, such a family 
would keep 24 cmts of each addil ional 
dollar earned under the Clinton pro­
posal, but only 5 Cfflts of <-ach nddl­
tlonal 00,lar under the fcW!pf"r pro­
posal. 

The U� el OVertlnM' 

Gradual Pha�nR Down UrRfll 

People just ahovr lht' povt'rty 1.-vel 
alrt"ady pay a high "lax" on addition· 
al earnings hcc-ausc they may lo,(' 
food stamps, tax rrcdits and ott,e, 
hf'ne-fits as lh<'ir inromes rise. 

. Thus. th<' study rOll<'h.ldes; "Low• 
tn<"Ont<' suhsidies 5hould be phased 
dow� very gradually. Otherwise, in· 
r.enltvt'S to work will h(, weak<'IINI toe. 
mud,." 

A family of four Is l"lassifi<'d a� 
pc,or hy lh<' <;ov<'1 nmMtl if ii had <·ash 
inromr ll'ss lhan $14,764 in 199J. Fo1 
<'arh addiliom1I dollar c-arnc-d. Ill<' re-• 
porl says, a family of four 1ha1 has 
income 2!i Jl('rrrnl above thr poverty 
lev<'I and rN·<'1vrs food stamps would 
lose a tolal of 76 rents under the 
Clinton proposal, 78 ct'nts under the 
K�nnNty prtlfl05al, 90 rt'nls und<'r UM' 

�h �lgh marginal tax ral�s c-iiuJd 
<'aslly discoura� extra work eflort 
�•use people �Id keep relatively 
hllle of their add11ional earnings, the 
ft"PC)rt says. 

Mr. G�stPbt said that an em- · 
pl�yer mandate could ali;o have some 
un_1nt� effects. For <-xamplt", he 
5aid, '' _would creat<' incrntives for rompanies to make gff'ater USt' of 
o�rUrne _by full-lime work<'rs, rather!�" hlnng �ddllional <'mployc-es. 

· Use of overtime does not inrrt"ase 
�alth care premium �ls, whilfo hir­
m� new t"mploftt5 would do so." h<' r, 
li:tid. 

\ 
The st_udy by lhe Centf'r on Budgl'I and Policy Priorities examines the effects_ of subsid.es on PN>Ple at dif•ferN1t inc-ome levels. The work of thecenter was assisted by a "rant of $20,000 from the Henry J. Kaiser Family Foundation. 
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Officials See Health Plan as 

Shot in.the Arm for Welfare Reform 

White House says universal 
co�·erage will allow many to 
seek work. But critics say the 
proposal may backfire. 

8) ELIZABE"lli SHOGRES
r,-.u ST4H .... TEI 

W ASHtSCTON -President Chn ·
ton's hult'h care reform plan will 

rup more than health benef1u because 
the universal coverage 1n the proposal 
will encourage �und�f'C$ of thousanc.s of 
�pie to get off we if are and get JOOS. Ad· 
min1strauon off1c1als say 

"I will not even apply for a )Ob without 
a health care plan that ,nciudes my chil­
dren." said Rosemary A�ngton. who has 
supported her four children wnh welfare 
off ar.d on for 13 yurs. 

Amngton stopped receiving Aid for 
Fam1hes with Dependent Children about 
a yur ago when she got a temporary )Ob. 
but she was able to extend her ��dica1d 
covero1ge for a ye.at. Sow that extension 
1s runn1n1 out. and she IS out of a ,ob 
again. 

She said she may hive no choice but to 
apply for the AFDC benefiui again so she 
can continue her fam11y·s medical cover­
age. but she would rather support her 
family on her own. 

Anecdol.al evidence sus1esu that one 
of the rna,or reuons people remain on 
welfare IS 1.0 1et medical covera,e for 
their children and them.selves. covera,e 
they are now unable to obwn becaUM of 
U1sun1 medical condluons or becaUM 
prospec:uve employers do not offer 
health benefn.s at all. 

The Adm1ru.nrauon's plan would re• 
quire all employers 1.0 pn)Vlde health 
covera,e for thelJ' employees and wou.ld 
ensure that everyone q�1fies for cover• 
a1e no matter what thelJ' health status. 

'-We want people to be able to be·
come independent and 10 to 

work:' First l.ady Hillary Rodlwn Chn• 
1.0n said earlier thi.s fall. 1Nwenn1 a 
quesuon from a woman recesvtnf public 
a.ss1Nnce ... And one of the lhlnp that
this (health care reform I w,11 do is 1.0 be· 
(In to break that welfatt lock so that you 
and others can 10 out and become em• 
ployed, but not have I.O worTy about l01-
1n1 your health care." 

But the belief that health care reform 
could help tolve the welfare problem II 
not universal. 

Some economl.lU and Republican wet· 

fatt. reform advocates 1n Con,ress a.rrue 
that by reqwnn1 employers to pay medi­
cal benefiui. the Prmdent's pl.an will de• 
creue the supply of low-skill )Obi. fote• 
i.n1 more �le 1.0 aeek public UIIStanee. 

Even 10me of the 5.6 million people "• 
ceivtnf AFDC benefiu are skepue&I 
about the plan. 

"l now hive h'N health care for my 
children. I don't pay a deducuble and I 
don't pay co-paymenu." 1&1d Sherry 
Snuth. 24. a S1J1llt mother ,n San Pedro. 
C&llf .. who,upporu her thrft preschool­
qe children 10lely wtth pubbc &allt· 
ance. "Under the ClinlCn plan, 1f I Sot a 
Job. I'd have t.o pay my deducuble and CO• 
paymenu. That's not an ancenuve tO ,o 
t0 work. that's a dlslncenuve." 

The Clinton plan would eventually 
abol1Sh Medie&1d. which covers medical 
expenMI for �le on welfare. People on 
public umt.ance would pay a dilcow,ted 
co-payment to 10 to the docc.or and 
would not have I.O pay a share of the P"· 
ffllW'n-

u they went to work. however. they
probably would have tc pay a Luter co­
payment and a shaN of lhe pNnuW11. 
Some say that wowd raae c09U enou,h 
to dacoura,e them from 1eekln1 pba. 

ThtN IS litUe ltlUStlcal data OCI the 
sub)ICL Abee RMin. deputy budlet di· 



rector. told a congrtt.J1orw hearing that.. the ar1ecdow dat.a lJ very persuuave. 
and the number of wellare mothers �ho 
st.ay on welfare t,eau,e they have a Slck 
child (IS} a pemJtent anecdote." 

Buban Wolfe. a profHIIOr of econom­
ics and prevenuve medmne at the Uni­
versity of W1,conS1n in Madlson. has 
studled the impact of medlca.l covera,e 
on welfare part1c1pauon. She Uld the 
Admuustrauon ·s esumates of the prob• 
able impact of health care reform are 
cons1Stent with her research. 

Her �ysu of Ceruu.1 Bureau ma ten. 
al showed that 18'!1, of the people receav­
in1 AFDC !und.11ave up the �elfatt 
benefit when they were assured that 
their )Ob provided medical 1ruurance. 
even i.f the coverage was infenor t.o Med· 
ICaJd. 

Since that dat.a was collected. welfare 
rules have changed and publicly funded 
medical 1n,urance is available for ch1l• 
drtn in low• income fanuhes that are not 
eligible for AF'OC. Tak1nf that int.0 con. 
s1derauon. welfare part1c1pauon should 
drop by about 1S4"o. or by 840.000 people. 
WJth the introducuon o( the PreS1dent's 
healt.h care reform proposal. she said. 

Most likely to iuve the welfare syste:n 
would be people who have higher than 
average medical expenses. she added. 
such as families with lots or children or 
those wnh a parent or child who nas a 
chronic medical cond1uon. 

Such a person is Marie Kostos-Webe�. 
one of Cltnton·s most poignant ex.mples 
in h1.s speeches promoting has health care 
reform plan. 

Kostos-Weber. a divorced mother. quit 
her 150.000-a-year )Ob and depleted her 
s.vings to get !'wled1ca1d-the only way to 
pay for her terminally 111 chtld·s 
1100.000-a-month medical expenses... Who would insure a burning build• 
1ng: That ·s what the insurance compa­
nies said about her," said Kostoa-Weber 
whose daufhter died in July at age 10. 

The repercussions of �t forced deci­
sion five yean ago have hnrered. 

'Tm 1oin1 t.o have t.o take somethln1 
for a lot les, becal.Wt l'vt been out of the 
work force for so Ions." aid KostOS •we­
ber. who previously worked u a head• 
hunter for manarenal p01iuons. "Not on­
ly have I lost my dau,hter. but I've JOit 
everyuun, that nade me feel 100d about 
myself." 

The Clinton plan would allow people 
like Kostos-Weber 1.o keep working and 
be confident that their ch1ldren·s medical 
needs will be met. said David Ellwood. a 
co-chairman of the Adm1rustrat1on·s 
welfare reform Wk force. 

Predicunr the siu of the exodus from 
welfart i.f the health care plan i.s enacted 
1s ditricult because most people who rely 
t-n welfare do so for a ml.lt of reasons. 

Xuvul White. who hu three children 
hu received public ass1,t.anct checlu 
food st.amps and Medicaid for the lut · 
three years 11nce ht IOll h11 )Ob rest0nni 

fire-damaged homes. 
Even with the gtUranttt or medical 

coverage. he said. many people hke him• 
self mil will not be able to f'IVt up public 
support. 

"Health care probably isn't enoufh." 
Whitt. 24. said a.s he wa.s wa1un1 for a 
fnend ouuidt a pubhc a.sS1st.ance office in 
Washinl',On. O.C. "We have a lot of peo­
ple who don't want t.0 be on welfare but 
don't have a choice." 

The Adm1n1Strauon plans to addttSS 
this problem by radically overhauling the 
welfare system. The plan. which 1, ex• 
peeled t.o be released early next year. will 
StrHS )Ob tram1n, and enforcement of 
child-support p.iyments u well a.sput a 
two-year hm1t on rece1v1n1 publtc ass1.1t• 
anct checlu for most people. 

Bruce Reed. the other co-chairman of 
Clinton's welfart reform wk force. said 
ht believes that the comb1nauon of thOle 
reforms. ,uaranteed medical coverap 
and.tamed income Wt credlu for low• 
wage workers will tum the welratt sys­
tem from one that often f01ters a hfeume 
of dependency 1n1.o a temporary safety 
net that p1.1.1hes pe09le 1nt0 the work 
force. 

"If they refu,e tO work. we will reqwre 
them tO work."' Reed said. 
R�. Rlck S&n\ONffl <R-Pa. >. who

leads lht OOP welfare reform 1nsua-
. uve 1n lht Ho'-'le. wd the AdmUUltnUOn 
is movtn1 too slowly on 1t1 plans to r-ede• 
Sim welfart and II U.ll"I 11.1 health e&tt 
reform plan u an excUM for the delay. 

Furthermore. ht Slld he espec:1.1 the 
Prmdent'1 health care rtfOffll plan to 1n• 
creue welfare rolls becaUM 1t reqwres 
employen to provtde covera,e. which 
will force luff cuia. 

"l think you're ,oinl to IN fflUlive 
unempk>yment from what tbe Presdifflt 
pr�" ht Slid. 

William CUil.ff. an economiSl for CM 
Employment Beneflt1 Releareh Insuun.e.

a,rNd: "The supply of workffl may in• 
Cf'U.lt. but the demand for workers may 
decreue." 

Some RepubUc:.aN in eon,re.. how. 
ever. concede that nwtlJ\I affordable 
heak.h catt available to all J.mencana ia 
an lfflpon&nt '!lemet\l of wtlfatt. ttform.. 

"It wowd have IC)ffle effect. wt I'm not 
� ll Wou.ld bt a hu,t. fflUN'l.blt 
chanlt," l&ld ftel>. Fred Crandy. <ll• 
Iowa I. a co-author of an altemative 
health C&N reform plan that w�d offer 
1ovemment subsidin for low-1ncome 
f&m1hes. "But I think we're roinr tO need 
mort than that t01et people off welfare." 
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SENATE F1NANCE COMMITTEE'S BILL 

BENEFITS 

• 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 

• 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.

MANDATE 

• 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.



SUBSIDIES

MEDICAID

COST CONTAINMENT

Savings from competition

Current Medicaid rules governing covered services and recipient eligibility 
would be retained.

Cost-sharing for the poor is reduced to "nominal" levels. Plans are required 
to absorb reduction. Two billion dollars per year is available to the States, 
who must match Federal payments, to structure and provide cost-sharing 
subsidies to persons between 100% and 200% of poverty.

Medicaid recipients receiving SSI are not included in the community rate. 
States negotiate with health plans for rates to enroll the disabled.

Individuals (including the self-employed) without employer contributions are 
allowed to deduct 100% of premiums for the standard benefit package from 
their taxable income.

Premium subsidies available to individuals and families up to 200 percent of 
poverty. Full subsidy up to 100 percent of poverty, pegged to the average 
premium for community-rated plans in the area. The subsidized share of the 
premium decreases by each percentage point over the poverty line. Subsidies 
reduced dollar-for-dollar by the amount of any employer contributions.

AFDC and non-cash Medicaid recipients are integrated into the subsidized 
community-rated pool.

Premium subsidies also available to uninsured pregnant women and children 
under age 18 below 250% of poverty. Full subsidy up to 185% of poverty, 
phased out according to a sliding scale. Mandatory maintenance of effort for 
employers currently offering coverage of children.

FAIL-SAFE FEDERAL DEFICIT CONTROL: 0MB determines annually, 
through 2003, whether enactment of health care reform had caused an

Plans whose premiums exceed the 60th percentile in the area, and are not 
among the lowest 25 percent of geographically-adjusted premiums nationally, 
are assessed 25 % of the difference between the plan premium (including both 
standard package and suppiementals) and the average standard premium in the 
area. The assessment and evaluation of plans that are not community-rated is 
done on "an actuarial basis."



FINANCING

Increases tobacco tax to $1.24 per pack

Extends Medicare HI tax to all State and local employees

STATE FLEXIBILITY

I

Recaptures Medicare part B subsidies for individuals with incomes over 
$90,000 and couples with incomes over $115,000

Tax of 1.75 % on insurance premiums to fund academic health centers and 
research.

If a State demonstrates that a single-payer program would substantially 
increase coverage or lower health care spending, it can be exempted from the 
ERISA preemption.

unprojected increase in the deficit. Any deficit increase would trigger 
proportional reductions in premium subsidies (through a delay of eligibility), 
revenue losses from the tax deduction for individually purchased insurance, 
and increases in out-of-pocket limits in the benefit package. The National 
Commission may propose and Congress may enact an alternative proposal for 
offsetting the deficit effect. Congress may vote to suspend these procedures in 
the event of two consecutive quarters of real economic growth of less than one 
percent.



SENATOR DOLE’S HEALTH REFORM PROPOSAL

BENEFITS

Large self-insured employers would not have to offer the FedMed package.
I

No changes in Medicare benefits (i.e., no prescription drug coverage).

INSURANCE MARKET

Administrative costs could vary based on size of group.

Medical savings accounts (MSAs) would be linked with the purchase of 
catastrophic coverage.

Possible voluntary cooperatives could be put in place for individuals and firms 
under 50.

Health plans could offer supplemental packages to the FedMed package, but 
could not require an individual or a group to purchase supplemental coverage 
or link the pricing of a supplemental benefit package to that of the standard 
package.

Every health plan selling in the individual and small group market (firms 50 
and under) must offer the "FedMed" benefit package, which would be defined 
by the Secretary of HHS and would have an actuarial value of the package of 
the highest enrollment plan under the FEHB program in 1994 (Blue Cross 
Standard Option).

Community rating, adjusted for age and type of plan (individual, family) for 
firms with fewer than 50 employees, the self-employed, and individuals. The 
ratio between the highest and the lowest age factor may not exceed 4:1 for the 
first 3 years after implementation and 3:1 thereafter.

All health plans (large firms included) would have to have guaranteed issue 
and annual open enrollment. They could keep some restrictions on pre­
existing condition clauses, such as a 6 month exclusion for those who did not 
previously have insurance. Each state will set an initial 90 day open 
enrollment period during which individuals who have not previously had health

Self-employed individuals and small employers with 50 or fewer employees 
would have the option to purchase health benefit plans though the FEHB 
program. Insurers would have to offer these enrollees the same benefit plan(s) 
that are available to Federal employees at the same premium price plus an 
administrative fee.



MANDATE

No mandate.

SUBSIDIES

MEDICAID

COST CONTAINMENT

Savings from competition

benefit coverage can enroll without being subject to pre-existing condition 
limitations.

Self-employed individuals and individuals who do not get insurance through 
their employers would get a tax deduction equal to 100 percent of the cost of 
insurance (phased-in by the year 2000).

Partial premium subsidies would be available to individuals and families up to 
90 percent of poverty. This subsidy would be pegged to the amount the 
Federal government uses to calculate its maximum contribution (75 percent) 
for Federal employees under the FEHB program. Individuals would not be 
eligible for any subsidies if their employers contribute anything to their health 
costs.

States are to risk adjust (for the individual and small group market only) across 
insured health plans and self-insured plans of employers with 50 or fewer 
employees. All employers with 50 or fewer employees are required to carry 
"stop loss" insurance.

Federal Medicaid spending for acute care services, including expenditures for 
payments to qualified health plans, will be subject to an annual per capita 
payment cap for each state.

Current Medicaid rules governing covered services and recipient eligibility 
would be retained.

If additional funding becomes available, subsidies would be extended up to 100 
percent of poverty, phasing out up to 150 percent of poverty.

AFDC and non-cash Medicaid recipients can be gradually integrated into the 
small group pools at State option.

FAIL-SAFE FEDERAL DEFICIT CONTROL: 0MB determines annually 
whether enactment of health care reform had caused an unprojected increase in



FINANCING

Savings from public programs, primarily Medicare reductions and cap on 
Federal Medicaid payments.

the deficit. Any deficit increase would trigger a freeze in the phase-in of tax 
deductions, a freeze in contributions to MSAs, and the low income subsidy 
phase-in would be slowed or rolled back.



HOUSE WAYS AND MEANS BILL

BENEFITS

New public long-term care program for home and community services.

INSURANCE MARKET

Firms with more than 100 employees would be able to self insure.

MANDATE

Community rating, adjusted for geographic region and type of plan 
(individual, single parent, or family) required for all markets except large 
group (employers with more than 100 employees).

Regional health alliances could be established by a State or local 
government with a population of at least 1 million. Alliances could be 
mandatory with State approval.

Deductible of $500, no out-of-pocket limit until 2003; separate $500 deductible 
and $1000 out-of-pocket limit for drugs.

Guaranteed renewable coverage, no denial or limiting of coverage based on 
pre-existing conditions, and no discrimination against an individual.

Community-rated, supplemental benefit policies available in 10 standardized 
packages.

Guaranteed national benefit package equivalent to Medicare Part A and B 
(newly named Medicare Part C) with several improvements including 
additional coverage for women and children, the mentally ill, the chemically 
dependent, as well as prescription drug and preventative service coverage.

Individuals would be covered under a private health plan or Medicare Part C 
(for low-income employees in firms of 100 or fewer employees; temporary, 
part-time or seasonal workers; the unemployed; and AFDC and SSI recipients) 
by January 1, 1998. Individuals would be required to pay for their premium 
minus the employer contribution.

Employers would be required to contribute 80 percent of the premium of the 
standard benefit package. Employers with more than 100 workers would need 
to meet this obligation by January 1, 1996; employers with less than 100 
employees and those self-insuring through Medicare Part C would be required 
to do so by January 1, 1998.



SUBSIDIES

/

MEDICAID

COST CONTAINMENT

Savings from competition.

These employer responsibilities apply to employees working over 25 hours per 
week and for longer than 4 months, and for retirees.

Employers with 50 or fewer employers with average salaries below $26,000 
would be eligible for tax credits to reduce premium costs. The maximum 
credit would be 50 percent for firms with 25 or fewer employers and average 
salaries below $12,000.

Employers would be required to provide coverage for family members, but 
would receive credits for these premiums from the employers who do not have 
to supply coverage because their employees are covered by another employer.

Employers would be required to offer both a managed care plan and a plan 
that offers unlimited choice of providers.

Individuals below the poverty line would pay no premium. Individuals 
between the poverty line and 240% of poverty would pay less, based on a 
sliding scale. These subsidies would be phased in from 1998 to 2003.

Self-employed individuals would be allowed to deduct up to 25 percent of 
premium costs through December 31, 1997, and 80 percent thereafter.

A wrap-around benefit package provided under Part C to all persons below 
100 percent of poverty. All early and periodic screening, diagnostic, and 
treatment services included in the wrap-around for children up to age 18, as 
well as vision and hearing.

Individuals currently covered by Medicaid would be covered by Medicare Part 
C, equivalent to the standard benefit package, beginning January 1, 1998. 
Premiums to be subsidized as detailed above.

Stand-by controls on private expenditures and immediate controls on Medicare 
(A/B and C) expenditures. National and State expenditure targets established 
by statute in 1996, by type of service. Target gradually reduced from current 
path to 5-year average of per-capita GDP. Beginning in 2001, if a State 
exceeds a target for private expenditures, maximum payment rates based on 
Medicare methodologies will go into effect provided that the National Health 
Cost Commission does not propose, and Congress does not approve, an



alternative cost containment system.

FINANCING

Increases tobacco tax to 69 cents by 1999.

Extends Medicare HI tax to all State and local employees.

STATE FLEXIBILITY

Employers not enrolling their employees and dependents because they are 
covered by another employer would pay 80 percent of an individual Part C 
premium which would fund a premium credit for employers paying for more 
than their employees.

Eliminates exclusion from income of employer-provided accident or health 
coverage provided through a cafeteria plan or flexible spending arrangement.

States would be given broad flexibility to establish their own health care 
reform plans as long as the cost of the program is less than without the 
program and the plan covers all residents. Self-insuring employers with more 
than 5,000 employees in at least two states would be able to exempt out of 
state benefit management programs.

Imposes a 2 percent excise tax on health insurance premiums and self-insured 
plans.



/

BENEFITS

HSA standard benefit package.

INSURANCE MARKET

MANDATE

SUBSIDIES

In addition to the FEHBP option, the each state must create at least one 
"voluntary consumer purchasing cooperative".

Large businesses of over 1,000 employees will have to purchase insurance 
outside of the community-rated purchasing cooperative system (but they will 
be able to join together with other large businesses to form their own 
purchasing cooperatives).

Employers with more than 75 workers will have their contribution capped at 
12 percent of each worker’s wages.

Every American will have the option to participate in the Federal Employees 
Health Benefits Plan.

Firms with 500 to 1,000 employees that choose to self-insure must pay an 
assessment of one percent of payroll and forego any government subsidies.

All employers with more than 10 employees will be required to contribute 80 
percent of the premium for their workers.

Enhanced benefits, including additional coverage for women, children, the 
disabled, and the mentally ill (financed by raising the out-of-pocket limit).

For employers with fewer than 75 workers, the employer’s share of the cost 
will be capped on a sliding scale from 4.2 percent to 12 percent of each 
employee’s wage, based on the size of the firm and the average payroll.

CARVEOUT: Small businesses with 10 or fewer employees and average 
wages of less than $24,000 per worker will not be required to provide health 
insurance for their employees. Firms with 2-5 employees would pay a 1 
percent payroll assessment and firms with 6-10 employees would be required 
to contribute 2 percent of payroll toward the cost of the program if they chose 
not to offer coverage.

SENATE LABOR COMMITTEE
(Kennedy)



MEDICAID

Not in jurisdiction; assumed Administration proposal.

COST CONTAINMENT

FINANCING

Increases the cigarette tax to $1.74 per pack.

The Board may recommend reductions in benefits to reduce costs in order to 
avoid increasing the federal deficit. Such recommendations would be 
considered by Congress under fast-track procedures.

Assessment of 1 percent of payroll on large employers that self-insure 
(employers with more than 1,000 employees must self-insure; those with over 
500 can if they so choose).

National Health Board sets fallback premium caps to limit growth in 
premiums.

Individual contributions for the 20 percent share are capped at 3.9 percent of 
income for all families. Workers’ contributions in exempt firms will be 
capped on a sliding scale of 4 to 6 percent of income.



HOUSE EDUCATION AND LABOR BILL

BENEFITS

HSA standard benefit package.

INSURANCE MARKET

Firms with more than 1,000 or more employees would be able to self-insure.

MANDATE

SUBSIDIES

MEDICAID

Consumer purchasing cooperatives established by the States or private 
clearinghouses for each community rated area required.

Extends premium subsidies in the HSA for the "20-percent share" to 200% of 
poverty, and increases the income disregard from $1000 to $2000.

All firms with less than 1,000 employees are required to purchase 80% of 
community-rated insurance for employees.

AFDC and non-cash Medicaid recipients are integrated into the subsidized 
community-rated pool.

Firms with more than 1,000 employees are required to provide 80% of 
experience-rated insurance or self -insure.

Wrap-around benefit package provided for children up to 200 percent of 
poverty; for pregnant women up to 185 percent of poverty.

Enhanced benefits, including expanded mental illness, dental, and women’s 
and children’s coverage.

Firms with average annual wages below $24,000 and with 25 to 75 workers 
receive subsidies to keep insurance costs below 3.5 to 7.9 percent of payroll 
depending on firm size. Small businesses with less than 25 employees will not 
have to pay more than 2 percent of payroll (more generous than HSA which 
had limit of 3.5 percent of payroll).



COST CONTAINMENT

Savings from competition.

FINANCING

Increases tobacco tax to 99 cents per pack.

Imposes a 1 percent payroll assessment on firms of 1,000 or more employees.

j

Premium caps if insurance and market reforms do not reach cost containment 
targets.



ORIGINAL COOPER/BREAUX PLAN - 91 PERCENT OPTION

BENEFITS

Not defined.

INSURANCE MARKET

Standard benefit package.

MANDATE

Employers must offer, but are not required to provide insurance.

SUBSIDIES

Subsidies phased out between 100 and 200 percent of poverty.

No subsidies for employer contributions.

Tax cap at lowest cost plan, or "reference premium" (lowest cost plan that has 
a specified minimum enrollment).

Cost-sharing subsidies for out-of-pocket expenditures for individuals with 
incomes below 200 percent of poverty would be constant up to 200 percent of 
poverty.

Modified community rating, adjusted for age and type of plan (individual, 
family) for those in accountable health plans (AHPs).

Health plans would have to absorb subsidy shortfalls if Federal revenues were 
not sufficient.

Small firms would have to buy through the HPPC in order to get the tax 
deduction.

Individuals with incomes of up to 100 percent of poverty would be fully 
subsidized to the reference premium (with some wrap-around benefits).

Individuals and firms of up to 100 employees would purchase coverage 
through a HPPC, all others would have to buy coverage outside of the HPPC.

One voluntary health plan purchasing cooperative (HPPC) in each geographic 
area.



MEDICAID

Abolished and fully integrated into private plans (with subsidies above).

COST CONTAINMENT

Savings from competition.

Tax cap on plans above the reference premium.

FINANCING

Deductibility cap on employer health insurance expenditures.

Reduced Medicare provider payments.

Phase-out of Medicare’s disproportionate share payments to hospitals.

Increase Medicare premiums for upper-income beneficiaries.
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