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STUDY CONCLUDES THAT INCREMENTAL REFORMS WOULD FORCE
MmDODLE INCOME FAMILIES TO PAY MORE FOR THEIR HEALTH CARE

Insurance Reform Proposals, Without Universal Coverage, Found to Drive Up
Health Care Spending for Insured Families Making Between $20,000 -$75,000

Senator Jay Rockefeller (D-West Virginia) and Senator Patty Murmay (D-
Washington) today released the findings of a new Lewin-VHI Study that was
commissioned by the Catholic Health Association to measure the impact of several
health reform plans on household spending for health care at various income levels. A-
central finding of the study is that a ‘managed competition” approach, or insurance
reforms linked to subsidies, but without universal health coverage, significantly

increases household health costs for families making between $20,000 and $75,000 per
year.

“What this study shows is that an incremental approach to health care reform,
and failure to enact universal coverage, will have a substantial impact on virtually all
but the wealthiest families in America. Any Senator who advocates a non-universal.
approach will now have to explain why he or she is backing a plan that forces middle
class families to pay more for health care without giving them any additional health
security, " Senator Rockefeller said.

‘Incremeatal reform will force families making between $20,000 and $75,000
per year — and that's almost 60% of the families in America — to spend more on health
care. In contrast, a universal coverage approach, linked to cost controls and employer
contributions, would lower spending on health care for every insured family making
less than $100,000. What this information tells us is that the ‘go slow idea” on health
care reform is the equivalent of putting a 10 m.p.h. speed limit on ambulances - it's
costly and it’s dangerous,” Senator Murray said.

“Insurance reforms, without universal coverage, causes higher premiums
because coverage would be extended to older adults and people with pre-existing



conditions -- people who typically consume more health care -- without the offsetting
factor of extending coverage to all of the presently uninsured. many of whom are
voung and healthy. Higher premium costs would in rum cause.many small businesses
and young people to drop their insurance coverage. Year after year, the resuit would be
a vicious cycle of upwardly spiraling health insurance premium costs. The failure of
incremental reform can already be seen in New York State, which enacted insurance
reforms without universal coverage, and insurance premiums shot up 18% in the first
year,” said William Cox, vice-president of the Catholic Health Association, who
commissioned the study.

‘First the opponents of comprehensive health care reform said no to cost
constraints. Then they said no to requiring employers and employees share costs. Now
they are saying no to universal coverage. [Every time the incrementalists and
obstructionists say no to real reform, what they are really saying is yes to higher health
care spending for every insured middle income family in America. The time has come
to say no to the incrementalists, and reject their phony reform ideas, before they ever
get the chance to give the rich a break and put billions more on the backs of the middle
class,” Senator Rockefeller said.

The Catholic Health Association of the United States, a member of the
Management Committee of the Health Care Reformm Project, represents more than
1,200 Catholic-sponsored facilities and organizations. The members, located across the
country, make up the nation's largest group of not-for-profit health care facilities under
a single form of sponsorship.
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The Catholic Health Association commissioned Lewin-VHI to prepare an analysis of the impact of several
health reform plans on household spending for health care at various income levels. Lewin-VHI compared
reform with universal coverage to reform that achieves partial coverage through insurance market regulatior
and subsidies. The universal coverage approach was considered both with and without cost constramts For
the first time, the Lewin-VHI study provides conclusive evidence that:

¢ Health care reform without universal coverage will mean higher, not lower, health care costs for middle
class Americans who presently have health insurance.

¢ - Additionally, reform with universal coverage achieved by requiring all employers to contribute to thei
employee premiums -- and including cost constraints -- will reduce spending for middle class American

that already have insurance in comparison with what they now pay.

¢ - “In addition," the study concluded, "for currently insured households earning less than $100,000 anaually
health spending will decline under universal coverage with an employer mandate and cost constraints.®

¢ - An important reason for higher health care costs under the non-universal approach is that the voluntar
approach results in bringing only higher consumers of health care, such as older American and people wit
pre-existing conditions, into the system. This increases the level of risk in insurance pools without th

benefit of any offsetting factors. Increased premium costs in tum drive young, healthy people wit
insurance out of risk pools, which further raises premium costs for those who remain and increases the co

shift as well if these people remain uninsured.

* In contrast, an increase in average premiums is largely averted under universal coverage because :
individuals would participate in insurance pools, including healthier individuals who receive little heal
care, spreading risk evenly across insurance pools. Universal coverage also eliminates a major source

cost shifting.

e - In addition, subsidies without universal coverage will likely cause many employers who presently provi
health insurance to reduce coverage or drop coverage entirely.

® Moreover, partial reform will *perpetuate the destabilizing effects of the cost shift® as much of the care
the uninsured would continue to be shifted to the privately insured.

¢ In sum, eliminating cost constraints from health care reform will force the insured middle class to pay m¢
for health care. Eliminating employer contributions from health reform also forces the insured middle cl
to pay more. And failing to achieve universal coverage forces the insured middle class to pay more.



“Our analysis shows that premiums are lower under universal coverage than under
insurance markel reform linked to subsidies. Further, we esnmate lhat middle income families
‘that currently have insurance will pay more in general for health care under partial reform than
under reform that includes universal coverage. In addmon, Sfor currently msured households
earning, less than $100,000 annually, health spending will decline tnder universal coverage with

an employer mandate and cost constraints.”
- Lewin-VHI
July 18, 1994




Inipact of Health Caré Reform on
Insured; Middle Income Households
(with wage effects)

B Universal Coverage With Cost Constraints Oincremental Reform With Subsidies

(Health Security Act) (Managed Competition Act)
3500 —
3000 N
2500 - 7/ \
2000 | NG
| $7.8 Billion N

Increase in Spending

1000 +
500 +
0
500 $5 Billion
-1000 g=———— Reduction in Spending
-1500
-2000 !
$20-29,999 $30-39,999 $40-49,999 460.74.999

Vo, 2,8 T vghed i ot
Annual Household Income
Sosrce; Cathoic Health Associston based o8 Lewin-VHI Study;, ¢ .
Coveruge, Premium end Household Spending Implications of Health Reform, July 1994



Impact of Health Care Reform On
Insured, Middle Income Households

(without wage effects)

M Universal Coverage With Cost Constraints Oincremental Reform With Subsidies

(Health Security Act) (Managed Competition Act)
5000 I >
/—1
o — \/
3000 + _
2000 + $l'5..9kBillion
). Increase in Spend :
1000 + pending i
0 S
-1000 ‘ $12 Billion
" .2000 - Reduction in Speading
-3000 '
-4000
-5000 J * \ .l t
4 ot ' «¥5 . b I . AL I 4 ol
$20-29,999 $30-39.,999 $40-49,999 $50-74,999

! et ol L T T R
Annual Household Income

Source: Calbolic llealth Associstion based oo Lewim-VHI Stady: ', .
Coverage, Premlum and Household Spending Implications of Health Reform, July 1994



)

Inmipact of Health Care Reform Proposals on
Insured Household Spénding

(wnth wage effects)

(Health Security Act)

B Universal Coverage With Cost Constraints Olncremental Reform With Subsidies
" (Managed Competition Act)

$400 -
[ BECEEE |

$300 1
$200 -

$100 +

$0

($100) +

($200) L

$201

isasii

] l §i oAt ey
$20-29,999

$344

$30-39,999
Annual Household Income

Sovrce: Catholic Health Anseciation based on Lewim-VHI Study:

Coverage, Premium and Household Spending Implications of Heelth Reform, July lm

($147)

$40-49,999 $50-74.999









= ?COVERAGE, PREMIUM, AND HOUSEHOLD

PREPARED FOR:

THE CATHOLIC HEALTH ASSOCIATION OF THE UNITED STATES
DIVISION OF GOVERNMENT SERVICES
WASHINGTON, D.C.

PREPARED BY:

ALLEN DOBSON, PH.D.
JEFFREY K. BLEND
ROBERT MECHANIC

LEWIN-VHI, INC.

JULY 18, 1994

$4FM0]80



EXECUTIVE SUMMARY

The ongoing debate on national healthcare reform has recently focused on President
Clinton's insistence that the final bill include universal coverage. Three congressional committees
have reported-out bills with universal coverage while the Senate Finance Committee recently
completed work on a bill which achieves partial coverage. This paper estimates the number of
persons covered under selected partial approaches to health reform and then quantifies the
differences among partial and universal approaches with regard to: health spending for persons
who remain uninsured; insurance premniums for those who are currently insured. and household
spending on health care. We compare:

¢ - Insurance market reforms alone;

¢ Insurance market reforms combined with premium subsidies as in the Managed
Competition Act (whose lead sponsors are Representative Jim Cooper (D, TN) in the
House and Senator John Breaux (D, LA) in the Senate);

¢ - Universal coverage as applied to the Managed Competition Act (individual mandate)&s! ;
and

¢ - Universal coverage under the President’s Health Security Act (employer mandate).

The bills recently reported-out by the Senate Labor and Human Resources Committee and
the House Education and Labor Committee include universal coverage and are similar to the
Health Security Act. The bill reported-out by the Senate Finance Commiftee and legislation
recently introduced by Senator Bob Dole include insurance market reform and subsidies, but not
universal coverage. '

Our analysis shows that premiurns are lower under universal coverage than under
insurance market reform or insurance market reform linked to subsidies. Further, we estimate that
middle income families that curently have insurance will pay more in general for bealth care
under partial reform than under reform that includes universal coverage. In addition for currentdy
insured households eaming less than $100,000 annually, health spending will decline under
universal coverage with an employer mandate and cost constraints.

ES-l  The Managed Competition Act as written does not include universal coverage. For illustrative purposes only, this
analysis assumes an expansion of the Act to include all persons.

$4FM0180 i LEWIN-VHI, INC.



INSURANCE COVERAGE

We estumate that insurance market reforms alone will cover about 1.1 million persons, or
about three percent of all persons projected to be uninsured in 1998 (7able ES-1). When these -
reforms are linked with subsidies as specified in the Managed Competitdon Act, about 40 percent
of the uninsured would be covered. This would leave about 22.3 million uninsured persons in
1998.

TABLE ES-1
NUMBER OF PERSONS REMAINING UNINSURED UNDER SELECTED APPROACHES IN 1998
R s St gt et Number of Persons That: | . L
- Reform Scenario. Tasured | Uniared: | Redacies
(millions) (millions) ‘
Current System -- 37.2 --

Insurance Market Reform Only* 1.1 36.0 3.0%
Insurance Market Reform with Subsidies® 14.9 2253 40.0%

a  Insurance market reform includes guaranteed renewability and portability, limits on pre-existing coodition
exclusions and community rating for individual and small group (under 100) markets.

‘b As specified in the Managed Competidon Act, 100 percent premium subsidy for persons with income below
poverty and sliding scale subsidies for persons up to 200 perceat of poverty. The Act also includes changes in
the tax deductibility of premium payments.

Source: Lewin-VHI estumates using the Health Benefits Simuladon Model (HBSM)

EXPENDITURES FOR THE REMAINING UNINSURED

Under current policy, the uninsured would consume about $45.4 billion in health services
in 1998 .E5-2 Persons who remain uninsured under the Managed Competition Act would continue
to consume about S5 percent of this amount, or $24.8 billion. This amount includes out-of-pocket
spending, free care provided by physicians, hospital uncompensated care, and care provided in
public hospitals and clinics. Overall, about 97 percent of national health spending would be
covered through insurance under the Managed Competition Act.

Much of the remaining care for the uninsured would continue to be financed through cost
shifting to the privately insured. As markets become increasingly competitve, physicians and
hospitals will be put under increasing pressure to either avoid the uninsured or lose financially. In
this way parnial reform could perpetuate the destabilizing effects of the cost shift.

ES-2  Assuming a benefits package comparable to that of the President's Health Security Act

S4FM0180 it LEWIN-VHI, INC.



CHANGES IN INSURANCE PREMIUMS FOR THE CURRENTLY INSURED

In general, we find that average premiums would increase if coverage were expanded
through insurance market reforms and premium subsidies (See Table ES-2). This is because those

who would obtain coverage under these policies would tend to be individuals in relatively poor
health who are above average users of health services.

- TABLE ES-2
NUMBER OF PERSONS AND NATIONAL A VERAGE PREMIUMS FOR
PERsoxs UNDER ALTERNA‘I‘IVE REFORM SCENARIOS IN 1998

& G By AT National Average " Increase In <
ff_'Reform Scenario & | Size of Pool Monthly | Average Annual
st 7 Vol (in millions) | Per-Capita Premium for an-:
y - Premium Insured Family™

Currently Insured 185.6 $172 ---
Insurance Market Reform Onlv' 186.8 $176 - $104
Insurance Market Reform with 200.5 $182 $260
Subsidies®
Universal Coverage® 222.8 $175 $78

a  Insurance market reform includes guaranteed renewability and portability, limits on pre-existing conditdon
exclusions and community rating for individual and small group (under 100) markets.

b  As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below
poverty and sliding scale subsidies for persons up to 200 percent of poverty. The Act also includes changes in
the tax deductibility of premium payments.

¢ For consistent analysis. universal coverage is based on the Managed Competition Act expanded to include an
individual mandate. An employer mandate could be used to anain universal coverage as in the Health Secunty
Act The premium changes shown in this analysis would be the same under either mandate because we focus
only on premium amounts regardless of payer.

d Cbange in average premium compared to premium without reform. All premiums bave been standardized to
the Health Security Act benefits package.

Source: Lewin-VHI estimates using the Health Bepefits Simuladon Model (HBSM)

This increase in average premiums is largely averted under a program of universal
coverage because such a plan would require all individuals to participate in the insurance pool
including healthier individuals who receive little health care. Specifically:

¢ - Without reform, the overall average monthly premium for currently insured persons would
be $172 per person in 1998.55-3

ES-3  This premium amount for 1998 is standardized 10 reflect the standard benefits package in the Health Security Act The
benefit package is used throughout this analysis because the Managed Compeuuon Act does not specify a standard
benefit package.

S4FM0180 i LEWIN-VHI, INC.



¢ Subsidies linked to insurance market reforms (as in the Managed Competition Act) would
increase average monthly premiums from $172 to $182 for persons who already have
coverage. This amount translates into an annual increase of $260 for currently insured
families. =

¢ Going beyond the Managed Competition Act to provide for universal coverage would
lower the average monthly premium to $175 per person as healthier persons are brought
into the insurance pool, less than 2 percent higher than the average premium paid by the
currently insured. This translates into an annual increase of about $78 for a currently
insured family in 1998,

It is important to note that a universal coverage program would require a net increase in
federal premium subsidies. For example, we estimate that an expansion of the Managed
Competition Act to include universal coverage would increase federal subsidy costs by $17 billion
and reduce tax revenues by $11 billion in 1998. However, federal subsidy costs would vary by
specific proposal. '

Universal coverage also reduces consumer exit and enty into health insurance markets
- because if people can move freely in and out of the system, the healthy will tend to avoid
insurance coverage until they become ill. The Managed Competition Act addresses this by
permitting six month pre-existing condition exclusions which encourages people to maintain
insurance coverage. To the extent that this issue is not addressed in a reform proposal, premiums
are driven up, encouraging more people to become uninsured.

CHANGES IN HOUSEHOLD HEALTH SPENDING

In addition to the effects on premiums, we examine the impact of insurance reform linked
to premiumn subsidies and universal coverage on net household health care spending. This analysis
accounts for household premium payments, subsidy policies, tax deduction revisions, and wage
effects resulting from changes in employer costs under health reform. Specifically, we compare
changes in household health spending for the under 65 population across: the Managed
Competition Act as written; the Managed Competition Act coupled with universal coverage; the
President’'s Health Security Act as written; and the Health Security Act without premium growth
constraints.

On average, all reform scenarios reduce spending of households earning less than $10,000.
The Health Security Act also reduces spending for families earning less than $100,000, assurmng
that employers absorb the 80 percent share of the premium they are required to pay under the
Act. Generally accepted economic theory suggests that most of these employer costs are shifted
to employees in the form of wage reductions. When this “wage effect” is considered, all of the
reform scenarios result in some additional costs for families earning $20,000 to $75,000, although
the amounts are generally higher for the Managed Competition Act with universal coverage than
for the Health Security Act.

S4FM0180 v LEWIN-VHI, INC.






FIGURE ES-1
NET CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998 FOR CURRENTLY INSURED
POPULATION UNDER AGE 65 BY INCOME

. WITH WAGE EFFECT
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Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).
FIGURE ES-2
NET CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998 FOR CURRENTLY INSURED

POPULATION UNDER AGE 65 BY INCOME
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Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).
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COVERAGE, PREMIUM, AND HOUSEHOLD SPENDING IMPLICATIONS
OF HEALTH REFORM

The ongoing debate over national health care reforrn has recently focused on President
Clinton's continued insistence that any bill he signs must provide health insurance coverage for all
Americans. The President's Health Security Act requires that all employers provide health
insurance coverage to their workers while non-workers would be eligible for subsidized coverage
through regional alliances. In contrast, a number of bills which attempt to expand insurance
coverage without a mandate have received significant attention on Capital Hill including the one
passed recently by the Senate Finance Committee. These bills range from incremental reform
based on restructuring the small group insurance market to the Managed Competition Act
(MCA).

In recent weeks. considerable attention has been given to the Managed Competition Act
for its potential to cover 91 percent of all Amernicans while accounting for about 97 percent of
potential national health spending.! Relatvely little attention has been paid, however, to some of
the important financial implicatdons of expanding insurance coverage without universal coverage,
especially the impact on health care financing for the remaining uninsured and insurance premium
levels for families who are currently insured.

In this study we compare four reforrn approaches:

¢ - Insurance market reforms alone;
¢ Insurance market reforms combined with subsidies as in the Managed Competition Act;
¢ Universal coverage as applied to the Managed Competition Act (individual mandate)?; and

¢ - Universal coverage under the Health Secunty Act (employer mandate).

The purpose of the analysis is first to determine how many people remain uninsured under
the various reform options and then to determine the consequences of leaving portions of the
population uninsured in terms of:

¢ - Health spending for persons who remain uninsured;

}  See "Expanding Insurance Coverage Without a Mandate” prepared for the Health Care Leadership Council by Lewin-VHI.
May 18. 1994. Tbe esumate of covered national bealth spending assumes those insured have the standard benefits package
specified i the Health Secunity AcL

2 The Managed Compettion Act as written does not include universal coverage. For illustranve purposes oaly. this analysis
assumes an expansion of the Act to inciude all persous.

S4FMO0180 1 LEWIN-VHI, INC.



o Per-capita health insurance premiums for persons currently insured: and
¢ Average household health spending.

The report addresses each of these issues in turn.

I. COVERAGE UNDER THE REFORM ALTERNATIVES

We estimate that there will be about 37.2 million uninsured persons at any given point in
time during 1998.3 This estimate is based upon detailed insurance coverage data reported in the
1987 National Medical Expenditures Survey (NMES) data projected to future years based upon
insurance coverage trends reported in the Current Population Survey (CPS) data for 1987
through 1993.¢

A. Insurance Market Reform

Insurance market reforms are intended to regulate medical underwriting and other barriers
to coverage. Medical underwriting is a process by which insurers review the health status of
individuals (or firms) who apply for insurance to determine whether they are an acceptable risk.
Insurers often decline to cover individuals and/or groups due to their health status and are allowed
to vary premiums with the health status of the individual making coverage more expensive for
some populations. These insurer practices leave many individuals uninsured, either because they
(or their firm) are denied coverage or cannot afford the higher-than-average premiums.

The most common insurance market reform proposals attempt to address these problems
by assuning that all individuals can obtain insurance at a group rate regardless of their health
status. For this analysis, we also assumed that pre-existing condition exclusions would be limited,
insurers would be required to renew policies upon request, and that premiums would be
community rated for individuals and small groups (under 100) markets. We estimate that these
insurance market reforms would reduce the uninsured population by about 1.1 muillion persons
(Table 1).

3 This and the other esumates of the uninsured in this paper are described in more detail. including data sources and’
metbodologies in: Lewin-VHL “Expanding Insurance Coverage Without a Mandate,” prepared for the Health Care
Leadership Council. May 18, 1994.

4 The NMES data 1s used because it provides a detailed account of insurance coverage by calendar quarter. NMES repans
about 1S percent fewer uninsured persoas that the CPS for any given year. It is for this reason that the total number of
unnsured used in this study may differ from the total used in other studies.

94FM0180 2 LEWIN-VHLI, INC.



TABLE 1

I\L'\IBER 01-~ PERSONS Rsmm.\c UNINSLRED UNDER SELECTED APPROACHES IN 1998

_:{'Number of Persons That: il
Become Remain Percent
Insured Uninsured Reducﬁon
oo (millions) (millions)
Current System - 37.2 -
Insurance Market reform Only* 1.1 36.1 3.0%
Insurance Market Reform. with Subsidies’ 14.9 22.3 40.0%

a Insurance market reform includes guaranteed renewability and portability, limits on pre-existing condition
exclusions and community rating for individual and small group (under 100) markets.

b  As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below
poverty and sliding scale subsidies for persons up to 200 percent of poverty. The Act also includes changes in
the tax deductbility of premium payments.

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM)

B. Insurance Market Reform Combined with Subsidies

The Managed Competition Act (MCA) includes the above insurance reforms, but it
further encourages increased insurance coverage through premium subsidies for low-income
individuals and tax deduction changes for individuals' premium payments. Under the subsidy
schedule in the Act, individuals with incornes up to 100 percent of the poverty level would be
~ eligible for full premium and cost sharing subsidies while subsidies would be phased down as
income increases from 100 percent to 200 percent of poverty. Premium subsidies also would be
available for Medicare recipients with incomes below 120 percent of poverty.

The Act also allows individuals to deduct premium payments for non-group insurance
coverage. '

To facilitate businesses and individuals purchasing coverage, states would be required to
establish one or more Health Plan Purchasing Cooperatives (HPPC). Any individual or small
business with fewer than 100 employees would obtain coverage through a HPPC which offers
participants more market power in negotiating coverage with health plans.

Overall, about 61 percent of all uninsured persons would be eligible for premium subsidies
under the program. Given past experience with Medicaid, however, we assume that many
individuals will not obtain coverage even if théy are cligible for full subsidies. For example, about
25 percent of those who are now eligible for Medicaid do not enroll. In addition, many persons
eligible for partial subsidies are unlikely to obtain coverage, in part because the subsidized
premiums will still be high compared to their income.

S4FM0180 3 LEWIN-VHI, INC.



We estimated the number of uninsured pcrsohs who would participate in the subsidized
insurance program based upon an analysis of participation rates in the Medicaid program for
individuals with various demographic and health status characteristics using the 1987 National
Medical Care Expenditure Study (NMES) data. These Medicaid enrollment rates were adjusted to
account for individuals who are eligible for only partial subsidies (i.c., incomes between poverty
and 200 percent of poverty).

Based on these calculations, we estimate that the MCA would increase the number of
insured persons by about 14.9 million, leaving about 22.3 million individuals uninsured. This
estimate includes the impact of insurance market reforms, subsidies, and increased -tax
deductibility of insurance policies.

The uninsured persons who would become covered under the program would tend to be
older individuals who are higher users of care. For example. under the Act, about 46 percent of
currenty uninsured persons age 55 to 64 would become insured compared with only about 31
percent of those between the ages of 18 and 24.

I HEALTH SPENDING FOR PERSONS WHO REMAIN UNINSURED

Under current policy, the uninsured will consume about $45.4 billion in health services in
1998 (Table 2). This estimate includes the value of all health services consumed by the uninsured
which meet the definition of covered services under the benefits package proposed in the HSA.
This includes: family out-of-pocket payments ($10.7 billion); the value of free care provided by
physicians (S1.1 billion); the value of uncompensated care in hospitals ($15.4 billion); and the cost
of free care provided in public hospitals and clinics ($18.2 billion).

As noted above, we estimate that about 14.9 million of the 37.2 million currendy
uninsured would become insured under the MCA. Those who remain uninsured will account for
about $24.6 billion in health spending or about 55 percent of the $45.4 billion expended on behalf
of the uninsured under current policy. This amount includes: out-of-pocket spending ($5.7
billion); free care provided by physicians ($0.5 billion); hospital uncompensated care ($8.1
billion); and care provided in public hospitals and clinics ($10.3 billion).

The remaining $8.1 billion of hospital uncompensated care and the $0.5 billion free
physician care would ultimately be cross subsidized by private payers through higher patient
charges and insurance premiums. Partial reform will perpetuate the destabilizing effects of this
cost shift as much of the care provided to the uninsured would continue to be shifted to the
privately insured.

S4FM0/80 4 LEWIN-VHI, INC.



TABLE2

HEALTH EXPENDITURES FOR UNINSURED PERSONS POTENTIALLY COVERED UNDER THE
HSA BENEFITS PACKAGE I\ 1998°

B R L o Persons Who Remain
Under Currea | Uniasured Under the
Policy pinen MICA R
Out-of-Pocket $10.7 $5.7
Free from Physician $1.1 $0.5
Hospital Uncompensated Care $154 $8.1
Public Hospitals/Clinics $18.2 $10.3
TOTAL oot 345.4':': a1 9246 ¢

a. These esumates are based upon bealth expenditures data for the uninsured as reported in the National Medical
Expeoditures Survey (NMES) data. These data report utilization for insured and uninsured persons including
care provided free by providers. The value of free care was estumated by the Agency for Health Care Policy
Research (AHCPR) based upon charges for comparable services reported by insured persons. We calibrated the
NMES data (for insured and uninsured persons) to reflect: 1) projections of health spending by source of
paymeant and type of sexvice in 1998 developed by the Health Care Financing Administration (HCFA) and the
Congressional Budget Office (CBO). and 2) projections of bospital uncompensated care based upon data
provided by the American Hospital Associaton (AHA).

These figures exclude spending for”services that are not covered under the Health Security Act benefits
package such as adult dental care and eyeglasses for adults. These figures also exclude health spending for this
group that is covered under the workers compensation program and/or auto insurance. (This should not be an
issue since this care is in fact covered by these sources). These figures also do not include the increase in
utlization that would occur among those who remain uninsured if they were provided with insurance.

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).
III. CHANGES IN PER CAPITA HEALTH INSURANCE PREMIUMS

In general. we find that average premiums are higher if coverage is expanded only through
insurance market reforms and premium subsidies because those who would obtain coverage under
these policies would tend to be individuals in relatively poor health who are above average users
of health services. This increase in average premiums is largely averted under a program of
universal coverage because such a plan would require all individuals to participate in the insurance
pool including healthier individuals who receive little health care.

To estimate changes in health insurance premiums under three reform approaches, we
assumed the standard benefits package proposed in the President's Health Security Act (HSA).
The President’s package is used to-standardize comparisons across reforrn options because the
MCA does not specify a standard package. The Congressional Budget Office also makes this -
assumption in its analysis of the MCA.

S4FMO0180 S LEWIN-VHI, INC.



A. Insurance Market Reform

We estimate that the average monthly premium for all persons already insured in 1998
would be $172 per person under the HSA benefits package (Table 3).5 Under insurance market
reforms only, all individuals may obtain insurance at a group rate regardless of their health status.
Most of the 1.1 million persons that would obtain insurance under these reforms are persons in
relatively poor health who are above average users of care, and this would increase the overall
average monthly per person premium for the currently insured population from $172 to $176.

B. Insurance Market Reform Linked to Premium Subsidies

Under a program that links the insurance market reforms to subsidies, most of the 14.9
million persons who would obtain insurance would be above-average users of health care. This
would increase the overall average monthly per-capita premium for the currently insured from
$172 to $182. For a family already receiving insurance in 1998, this would translate into a average
annual premium increase of $260.

C. Universal Coverage

Under a program of universal coverage, all individuals would be required to obtain
insurance broadening the insurance pool to include healthier individuals who would otherwise
decline to obtain insurance even if subsidies were available.® This broader insurance pool would
lower the average premium to $175 per person per month, about two percent greater than the
average premium cost for the currently insured population ($172 per person per month). Thus, a
universal coverage program would raise average annual premiums for families already insured by
about $78 compared to $260 per year under the MCA.

It is important to note, however, that a universal coverage program would require a net
increase in federal premium subsidy payments because many of those who would become insured
are lower income persons who would qualify for premium subsidies under the Act. We estimate
that universal coverage under the MCA would entail an additional $17 billion in federal subsidy

The precuum esumate is based on fee-for-service cost sharing and includes coverage for these currendy enrolled in
Medicaid. The previously insured population excludes the over 65 Medicare beneficianes.

As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below poverty and
sliding scale subsidies for persoas up to 200 percent of poverty. The Act also includes changes in the tax deductbility of
premium payments.
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TAm F. 3

NUMBER or-‘ l’snsows, NATIONAI AVFRM,F PRFMIUMS AND CHANGE IN llousuuow !IFALTH SPENDING
. 1 T
'UNDER AI,TFRNATIVF RFFORM QCPNAmoe IN 1998

National Average | ~ Increase In
. Retorm Scengt’l_o Size of Pool l’l::'(-)("'::;:l’l' a ?,::;;i:nArz::‘: .
- R % (i nilllons) Premiom ':""'S"_"ed Famlly‘
Currently Insured : 185.7 $172 --- O
Insurance Market Reform Only* 186.8 $176 $104
Insurance Market Reform with Subsidies” 200.5 $182 $260 _
Universal Coverage* 222.8 $175 $78 T

a Insurance market reform includes guaranteed renewability and pontability, limits on pre-existing condition exclusions and community rating for individual
and small group (under 100) markets.

b As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below poverty and sludmg scale suhsidies for persons
up 10 200 percent of poverty. The Act also includes changes in the tax deductibility of premium payments.

¢ For consistent analysis, universal coverage is based on the Managed Competition Act expanded to include an individual mandate. An employer mandate
could be used to attain universal coverage as in the llealth Security Act. The premium changes shown in this analysis would be the sanme under either
mandaie because we focus only on premium amounts regardless of payer.

d Change in average premium compared to premium without reform. All premiums have been standardized to the llcnllh Security Act benefits package.

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HHBSM)
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payments and S11 billion in reduced tax revenue for a total federal cost of $28 billion. However,
federal subsidy costs will vary by the approach to universal coverage.’

D. Community Rating Inside a HPPC

Another factor that will affect premium levels under healthcare reform is the degree to
which community rating is applied broadly across all firms and persons. Under the President's
proposal, for example, premiums are adjusted for family composition but otherwise are the same
across all workers in firmos of fewer than 5,000 employees, as well as all non-workers.

The MCA as drafted would place workers in small firms (less than 100 employees) and
their dependents as well as various non-workers in HPPCs. Premiums both in and out of HPPCs
are set on an age adjusted community rated basis which leads to a relatvely high premium
increase for employees in small firms.

Non-workers in the HPPCs will have significandy higher health care costs than workers in
either large or small firms because a portion of non-workers are disabled persons currently
covered under the Supplemental Security Income program (SSI). Disabled persons and other non-
workers make the HPPC pool expensive to cover because their health costs are so high.

Table 4 indicates how community rating inside HPPCs would affect monthly per capita
premiums under three reform strategies.® If no health reforrn were implemented other than
community rating within HPPCs, the currently insured would pay, on average, $20S monthly
premiums. Under insurance reform, the average premium in HPPCs would rise to, $215 and under
the MCA to $227.

In comparison, Table 4 indicates that premiums in HPPCs will be about $50 to $75 higher
than out of HPPCs. This difference in premiums in and out of HPPCs creates a major problem
implementing the Act. The primary incentive for cost containment under the Act is an excise tax
on employer premium contributions in excess of the lowest cost health plan in the HPPC. Given
the inherently higher costs for HPPC enrollees, most non- HPPC health plans will have premiums
below this level even if these plans are minimally effective in controlling costs. Thus, basing the
tax cap limit on the lowest cost HPPC premiums will create little incentive for employers and
health plans to control costs undermining the long term viability of the program.

7 See Lewin-VHI: “Expanding Insurance Coverage Without A Mandate.” May, 1994.
Note that Table 4 findings are due to the effects of pooling which are independent of the organizanonal structure (e.g.,
HPPC, bealth alliance, or other small group reforms) used (o create the pools.
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TAPLF 4
NUMBER OF PERSONS AND PER- (.,M’ITA MONTHLY l'RFMlUMS FOR IPERSONS IN AND OQUT OF THE
"FM.TII PLAN PURCHASING COOPERATIVES (HPPCQ) UNDFR ALTERNATIVE REFORM SCENARIOS IN 1998

S s - e[ Inside HPPC® Out of HPPC” : N tonal A

Refonn Sc enarlo : / g!n(!ivuduals & Flrmg 05100) (Firms > 100) i avom verage

5 [t wpties : Size of PPool Per-Capita Size of Pool | Per-Capita | Size of Pool | Per-Capita

e (in millions) Premium (in millions) | Premiuvm (in millions) Premium
Currently Insured 72.8 $205 1129 $150 185.7 $172
Insurance Market Reform Only® 73.7 $215 1133 $151 186.8 $176
Insurance Market Reform with Subsidies® 83.3 $227 117.2 $150 200.5 $182

[ Universal Coverage® 95.6 $213 127.2 $147 222.8 $175

Persons in the HPPC include workers and dependems in (irms with less than 100 workers, persons in the individual insurance market, Medicaid recipicnts
and the non-working uninsured. The revised version of the Managed Compemion Act would require that premiums within the HPPC be rated separately
for (1) the disabled; (2) firms that provide coverage; and (3) all other persons.

Persons outside the HPPC include workers (including public employees) and their dependents in firms with 100 or more employees.

Insurance market reform includes guaranteed renewability and portabilily, limits on pre-existing condition exclusions and community rating for individual
and small group (under 100) markets.

As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below poverty and sliding scale subsidies for persons
up to 200 percent of poverly. The Act also includes changes in the tax deduclnblhly of premium payments.

For consistent analysis, universal coverage is based on the Managed Competition Act with an individual mandate. An employer mandate could he used 10
attain universal coverage as in the Health Security Act. The premium changes shown in this analysis would be the same under either mandate hecause we
focus only on premium amounts regardless of payer.

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (11{BSM).
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The authors of the Act have acknowledged these problems and l}avc indicated to the
Congressional Budget Office that they intend to separately rate non-workers in HPPCs. A
potentia] solution would be to create three premium pools within HPPCs: workers and
dependents in small firms providing insurance; persons without employer provided insurance: and
aged and disabled cash recipients.

Using three premium pools within HPPCs, we estimate that the average premium within
the HPPC would remain at $227 a month, but premiums for workers and their dependents would
be much lower at $153 a month, comparable to premiums for workers and their dependents
outside HPPCs allowing the tax cap incentve to trigger cost controls.

A secondary effect of this revision would be to make monthly premiums higher for
persons without employer provided insurance (S279 per month) and for disabled persons (S710
per month). As a result, aggregate federal subsidy payments in HPPCs would be higher because a
large porton of these individuals also are low-income.

Under universal coverage, Table 4 indicates that average premiums in HPPCs would fall
to $213 per month as younger and healthier populations are brought into the HPPC pool. Because
enrollees in HPPCs could be divided into three premium pools under possible revisions to the Act,
reduced costs from an infusion of healthier populations could be distributed across these pools.
However, the disabled pool would see little change in monthly premiums since we assume that
most of this population would participate in HPPCs without universal coverage provisions.

The types of premium discrepancies discussed above are not unique to the HPPC
arrangement contained in the MCA. They are likely to occur under other forms of community
rating limited to voluntary enrollment of small firms and individuals.

IV." CHANGES IN AVERAGE HOUSEHOLD SPENDING

The financial implications of health reform extend beyond the impact on premium
payments for individuals, families, and employers. This analysis also examines the effects on
overall net changes in household (non-Medicare) health care spending by accounting for
household premiurn payments, subsidies, tax deductions, changes in premium contributons,
changes in out-of-pocket spending, and wage effects resulting from changes in employer costs. In
addition, this analysis addresses changes in household health spending for the 185.6 million

5 For a more detailed analysis of premium changes under various HPPC sizes and community rating schemes, see: Sheils,
John F, "Perminting Voluntary Enrollment in Regional Alliances Under the Health Secunity Act." prepared for the Heary J.
Kaiser Foundaton by Lewin-VHI, March 1994.
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persons that are currently insured (non-Medicare) and for the 5.7 million households in which all
members are uninsured.

We also examine the effect of universal coverage on household health spending as
compared to the MCA as written. Because there are a number of options for achieving universal
coverage, this analysis compares the effects of universal coverage under the MCA and the
President's HSA. We examine two versions of the HSA, one with premium growth restraints and
one without.

Plzase note that the following discussion focuses on households headed by individuals
under age 65. This population is consistent with the one addressed in the previous premium
section. Detailed findings for the over'65 population are presented in Appendix A.

We present the financial impact on households in the following sections: -

¢ Net Changes in Household Health Spending Without Wage Effects
¢ — Net Changes in Household Health Spending With Wage Effects
¢ - Net Change in Household Spending by Income

A. Net Changes in Household Health Spending Without Wage Effects

We estimate that under the MCA. the average household headed by a person under age 65
will see health care spending increase by $98 in 1998 as compared to health spending in the
absence of reform (Table S5). This average applies to all households in the nation, regardless of
whether they currently purchase health insurance or will purchase health insurance under reform
and subsumes wide vanations in health spending changes by income group as discussed below in
Section C.
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TABLE §

NET CHANGES IN HOUSEHOLD HEALTH SPENDING FOR HOUSEHOLDS
HEADED BY AN INDIVIDUAL UNDER AGE 65

(WITHOUT WAGE EFFECTS)

S Al Currently | Currently

Households | losured' |Uninsured®

(822 million |(76.5 million|(5.7 million

households) | hoaseholds) |households)
Managed Competition Act As Written $98 $105 et
Managed Competition Act With Universal Coverage® $322 $69 $1,406
Health Security Act Without Premium Growth Constraints (S180) (8223) $350
Health Security Act With Premium Growth Constraints (5254) ($300) $310

a  An iosured housebold is defined as household with at least one person insured.

b  An uninsured household is defined as a household in which no one is insured.

¢ Universal coverage under the Managed Competition Act would increase federal subsidy costs relatve to the
Act as written. Our esumates in this analysis assume the federal government absorbs the costs. To the extent
that financing sources are sought through taxes, housebold spending would increase.

d We esumate the average curreotly uninsured household will speod an additional $2 under the Managed
Compeation Act as written. However. under the Managed Compenton Act as writen. many currently
uninsured households still will oot purchase coverage. For these housebolds. health spending will not change.
This $2 esumate reflects the average change in health spending for all currenty uniasured housebolds,
including those that will experience no change.

Source: Lewin-VHI estimates using the Health Bepefits Simulation Model (HBSM).

The average change in household health spending reflects an increase in private premium
payments partially offset by federal premium subsidies and "cashed-out” benefits. We assume that
firms providing coverage above the standard benefits package will downgrade coverage to the
minimum level and distribute the cash savings to employees which we then assume are used to
purchase supplemental coverage.

Expanding the MCA to include universal coverage would increase average houschold
health spending for those under age 65 by $322 in 1998. While the influx of healthier populations
would reduce per capita premiums under universal coverage, in aggregate more households will
be paying premiums and using more health care thus raising the average. In comparison, we
estimate that the HSA will decrease average household health spending for those under age 65 by
$180 in 1998 assuming no premium growth constraints and will decrease spending by $254
assuming consgaints.

However, overall household health spending fails to highlight an important distinction: the
currently insured population spends less or saves more under universal coverage. As shown in
Table 5, the average currently insured household will spend an additional $105 on health care m
1998 under the MCA as written compared to $69 under the Act coupled with universal coverage.
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More striking is the difference between all families and the currently insured under the Act with
universal coverage. This difference indicates that the majority of increased health spending under
this version of the Act will be borne by the currently uninsured population—an average increase
of $1,406 in health spending in 1998.

An analogous effect is seen under the HSA with or without premium constraints. Under
either assumption, the average family headed by a person under age 65 sees reduced health
spending in 1998 ($180 in savings without premium growth constraints, $254 in savings with
premium growth constraints). Compared to the total under 65 population, the currently insured
save more under both scenarios ($223 in savings without premium constraints, $300 in savings
with premium constraints). Once again, the uninsured see an increase in health spending although
not as large as under the MCA with universal coverage. This is true because we assume that
universal coverage under the MCA is achieved through an individual mandate while the HSA
relies on an employer mandate.

B. Net Changes in Household Health Spending With Wage Effects

Generally accepted economic theory suggests that most employer savings and new costs
eventually are passed on to workers in the form of increased or decreased wages. This “wage
effect” further reduces or increases household health spending under health reform.? For example,
we esdmate that employer health care expenses will decrease under the MCA and that wages will
rise as a result of three factors: (1) employer premium contributions will decrease due to the cap
on tax deductibility; (2) some fums will discontinue providing health benefits altogether; and (3)
fums continuing coverage will see savings resulting from managed care and reduced cost
shifdng!0.

Table 6 shows the changes in household health spending accounting for the wage effect
As noted above, the MCA reduces employer health care costs ulamately resulting in the reduced
health care spending shown in the table for the currently insured population. In contrast, the HSA
increases employer health care costs through an employer mandate which are passed on to
employees through lower wages.

9 We estimate that about 88% of changes in costs are passed oa to employees through wage effects. See, for example,
Jonathan Gniber and Alan B. Krueger, “The Incidence of Mandated Employer-Provided Insurance: Lessons from Workers
Compensation Insurance,” in Tax Policy and the Economy (1991): Jonathan Gruber, “The Incidence of Mandated Matemnity
Benefits,” American Economic Review, fordcoming; and Lawrence H. Summers. “Some Simple Economics of Mandated
Benefits.” American Economic Review, v. 79, no. 2. May 1989.

10 We esimare significant managed care savings under the Managed Competition Act that pltmately lower employer
premium costs. For a detailed discussion of managed care savings see: Lewin-VHL "Managed Care: Does it Wark™T
February 1993, and Lewin- VHI "New Evidence on Savings from Network Models of Managed Care,” May 1994.
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TABLE 6-

NET CHANGES IN HOUSEHOLD SPENDING FOR HOUSEHOLDS
HEADED BY AN INDIVIDUAL UNDER AGE 65 1IN 1998

(WITH WAGE EFFECTS)
.. Al | Currently | Currently
Households | Insured® ~| Uninsured®
(822 million|(76.5 million| (5.7 million
households) | households) | housebolds)
Managed Competition Act As Written ($38) ($41) )
Managed Competition Act With Universal Coverage® $186 $77) $1,406
Health Security Act Without Premium Growth Constraints $191 $71 $1,478
Health Security Act With Premium Growth Constraints $14 ($161) $1,343

a  Aninsured household is defined as household with at least one person insured.
b  An uninsured housebold is defined as a household in which no one is insured.
¢ Universal coverage under the Managed Competiton Act would increase federal subsidy costs relative to the
Act as wnitten. Our estmates in this analysis assume the federal government absorbs the costs. To the extent
that financing sources are sought through taxes. bousebold spending would increase.
d We esumate the average cumrently uninsured bousebold will spend an additional $2 under the Managed

Compeution Act as written.

However, under the Managed Competiion Act as wrinen., many currently

uninsured housebolds still will oot purchase coverage. For these households. bealth spending will not change.
This $2 esumate reflects the average change in health spending for all currently uninsured households.

including those that will expenience no change.

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).

Employers who currently do not provide insurance will see a proportonally larger increase
in employee health care costs under the HSA than employers who do provide insurance.
Therefore, the currently uninsured will experience a greater wage effect than the currently insured

as reflected in Table 6.

While the wage effect tempers the increased health spending under the MCA, it is
important to consider the sources of the wage effect enumerated above. The fact that some firms
will reduce costs by discontinuing or reducing coverage certainly has policy implicagons for

health reform.

C. Household Spending by Income

Finally, our analysis allows us to display changes in household health spending by income
group (Figure 1). The changes in spending shown in Figure 1 are for households headed by
persons under age 65 and do not include wage effects. Furthermore, these estimates include all

households whether previously insured or not.
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FIGURE 1
NET CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998
FOR AGGREGATE UNDER AGE 65 POPULATION

WITHOUT WAGE EFFECT
$800
$600
$400
$200
S0
(5200) 4 . e g et
($400)
(8600) —e— Managed Competition Act As Written
—e— Managed Competition Act With Universal Coverage
($800) --w--Health Secunity Act With No Premium Growth Coantraints
--®--Health Security Act With Premium Growth Contraints
($1.000)

Uader $10.000- $15.000- $20.000- $30.000- $40,000- $50.000- $75,000- $100.000
$10.000 $14.999 $19999  $29.999 $39,999 $49.999 $74999 $99,999 and Over

Source: Lewin-VHI estmates using the Health Benefits Simulation Model (HBSM).

Our analysis shows that all four versions of health reform discussed in this paper reduce
health spending for the lowest income groups while the MCA results in increased health spending
for middle and higher income groups. The HSA with or without premiumn growth constraints
lowers health spending for all but those households eamning more than $100,000 per year. As
noted above, a major reason for the observed differences between the MCA and the HSA are the
Acts' approach to universal coverage. Without wage effects, the HSA's reliance on an employer
mandate shifts a smaller portion of insurance costs onto households because employers are paying
80% of premiums.

Figure 2 takes into account the wage effect and shows that the HSA's employer mandate
ultimately costs households through reduced wages. The MCA with universal coverage still
shows the largest increases for middle income households, but both versions of the HSA also
indicate health spending increases for these groups. Both versions of the HSA show increased
health spending for households earning between $10,000 and $14,999 while the Managed Care
Act with universal coverage decreases spending for this group. However, the HSA is consistently
less costly than the universal coverage version of the Managed Care Act for middle income
households earning between $20,000 and $49,999.
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FIGURE 2
NET CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998
FOR AGGREGATE UNDER AGE 65 POPULATION
WITH WAGE EFFECT

Under
$10,000

—— Managed Competition Act As Written

—e—Managed Competition Act With Universal Coverage
--w--Health Security Act With No Premium Growth Constraints
--®--Health Security Act With Premium Growth Constraints

$10,000- $15,000- $20.000- $30.000- $40,000- $50,000- $75,000- $100,000
$14,999 $19,999  $29,999 $39,999 $49,999 $74,999  $99,999 aad Over

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).

As in the earlier tables, our analysis also examines the changes in household health
spending for the currently insured under 65 population (185.7 million people). For the currendy
insured, the MCA with universal coverage is consistently less costly than the Act as written across
all income groups with or without wage effects. However, without wage effects, both versions
result in increased health spending for households earning more than $20,000 a year (Figure 3).
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FIGURE 3~
NET CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998 FOR
CURRENTLY INSURED POPULATION UNDER AGE 65 BY INCOME

> WITHOUT WAGE EFFECT
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(5600) —e— Managed Competition Act With Universal Coverage
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--®-- Health Security Act With Premium Growth Constraints
($1.000)

($1.200) =~

Under $10.000- $15.000- $20.000- $30.000- $40,000- $50.000- $75000- $100.000
$10,000 $14,999 $19999 529999 $39.999 $49,999 $74,999 $99,999 and Over

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).

In comparison, both versions of the HSA reduce health care spending for the currently
insured population across most income groups without wage effects.

Factoring in the wage effect creates a more complex picture. Figure 4 shows that even
with the wage effect, the HSA with premium constraints reduces health spending for the currently
insured across all but the highest income groups. The MCA results in increased health spending
for middle income currently insured eaming between $20,000 and $49.999..

The HSA without premium constraints increases health spending for all the currently
insured eaming more than $10,000, accounting for wage effects. However, spending increases are
less than the MCA with universal coverage for the currently insured earning between $20,000 and
$39,999. Spending increases are greater than under the MCA for income groups eaming more
than $40,000 (Figure 4).
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FIGURE 4 -
NET CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998 FOR
CURRENTLY INSURED POPULATION UNDER AGE 65 BY INCOME

; WITH WAGE EFFECT
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Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).

Tables displaying detailed changes in household spending under the various reform scenarios
and accounting for insurance status, wage effect, and income are available in Appendix A.

V. CoNCLLUSION

This analysis highlights some of the important trade-offs involved in achieving universal
coverage as compared to more limited reforms. Insurance market reforms alone will have little
irmpact on coverage, covering an estimated 3 percent of the currently uninsured. When combined
with subsidies as in the MCA, however, about 40 percent of the uninsured would be covered,
accounting for about 45 percent of all current health spending on the uninsured. As a previous
Lewin-VHI study showed, 97 percent of health spending is covered by the MCA because persons
who become covered voluntarily will tend to be more expensive than average.!!

One of the trade-offs in pursuing a voluntary strategy, however, is the impact on
premiums for persons who are already insured: Because persons who obtain coverage under the
MCA will tend to be less healthy and more costly than persons who do not obtain coverage,
average premiums will rise more for those already insured than they would under universal

! Lewin-VHI. Expanding Insurance Coverage Without 2 Mandate, prepared for the Health Care Leadership Council. May 18.
1994.

S4FM0I80 18 LEWIN-VH]I, INC.



coverage. Accordingly, the average 1998 family premium amount would increase by $260 per
year under the MCA compared to an increase of about $78 under universal coverage.

Changes in household health spending vary significandy by family incomne level and current
health insurance status. Largely because of premium subsidies, all of the reform approaches result
in a net decrease in spending for families earning less than $10,000. Middle income families that
currently have insurance, however, generally experience a larger increase in health spending
without universal coverage. Their change in health spending is also influenced by the structure of
the reform proposal itself, such as whether or not the proposal utilizes an employer mandate and
includes premium growth constraints like those in the HSA. Of the universal coverage approaches
examined. only the HSA with premium caps reduces houschold health spending for currenty
insured middle income families with or without wage effects.

Universal coverage would entail higher federal subsidies for the additional low income
persons who become insured. It would also require a mandate for insurance coverage. These
costs will have to be weighed against the problems of higher average premiums and household
spending for the currendy insured, cost shifung, and constrained access for the remaining
uninsured under more limited reforms.
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TABLE A-1

CHANGE IN HOUSEHOLD HEALTH SPENDING BY INCOME IN 1998 UNDER THE
MANAGED COMPETITION ACT AND UNDER THE ACT WITH UNIVERSAL COVERAGE

With Wage Effects Without Wage Effects

i thousandsy | 65 | over | T | 65T | ‘Gver | T

Under $10,000 ($946)| ($2.603)| (S1.459)| ($963)| (52,601)| ($1.470)
$10.000 - $14.999 | ($266)| (51.498)[ ($757)| ($285)[(51,481)[ (5762)
$15.000 - $19,999 $13| (S537)| (8161) $49| (S544)  ($138)
$20.000 - $29.999 $231|  $551| S304| $358|  $519|  $395
$30.000 - $39.999 $344| $757| S421| s464| $742|  sS517
$40,000 - $49.999 S143|  $833| S220| 358/  $833 S411
$50.000 - $74.999 S80| $763| S142|  $293|  $848 $343
$75.000 - $99.999 | (S197)| (S88)| ($187)|  $127 $25 $118
$100.000 and Over $62|  $212 $73| $201| $162 $198
TOTAL ($38)| ($629)| ($156)]  $98| ($624)  ($46)

UNIVERSAL COVERAGE! il

Under $10,000 ($988)| ($2.623)| (S1.494)| ($1.006)| (S2.620)| ($1.506)
$10.000 - $14,999 | ($200)| ($1.481) (S711)| ($219)[ (51.463)] (8715)
$15.000 - $19.999 S147| (8549)|* (872)|  $183| (S556)|  (549)
$20.000 - $29.999 $633| $782| S667| S760|  $751 $758
$30.000 - $39.999 $696|  $994| S752| S817| %979 $848
$40.000 - $49,999 $335| S1,101|  s421|  sSs1| $1,101 $612
$50.000 - $74,999 $339| $1,006| 399 $552| $1.091 $601
$75,000 - $99,999 $74| ($106) $57|  $399 $7 $362
$100.000 and Over | $309| $534|  S325| S447|  $483 $449
TOTAL $186 ($523) $45|  $322 ($518) $155

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTB BENEFTTS SIMULATION MODEL (HBSM)
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TABLE A-2

CHANGE IN HOUSEHOLD HEALTH SECURITY BY INCOME I\ 1998 UNDER THE
HEALTH SECURITY ACT WITH AND WITHOUT PREMIUM GROWTH CONSTRAINTS

With Wage Effects Without Wage Effects
oy e e e T GES
: ALY 2 ‘VlTHPREMIUMCONSﬂlA!N!S""*54'7:1 O
Under $10,000 ($801) ($478)| ($701)| (S671)| - ($456)| ($605)
$10.000 - $14,999 |  $236| ($569) ($85) ($216)] ($561) ($353)
$15.000-$19.999 |  $226| ($638) (S76)| (S179) ($648) ($327)
$20.000 - $29.999 |  $239| ($322)( S111| ($53)| (S436) (S140)
$30.000 - $39.999 $50| ($483) (SS1)| ($5266) (S404) (5292)
$40,000 - $49.999 |  ($51)| (S495) (S101)| ($293) (S546) ($231)
$50.000 - $74.999 $47| (5470) SO| (S248) ($285) (S251)
$75.000 - $99,999 $38| ($683) ($30) ($287) ($425) ($300)
$100.000 and Over|  $388 $3,361| $599|  ($8)| $3.484| $239
TOTAL $14| ($383)| ($65)| ($254) ($365) ($276)

WHHOIJTPRMUMCM""" T

Under $10,000 ($767) (5473) ($676)| ($674) (S456) (5607)
$10,000- $14.999 |  $295| ($563)| ($47)| (5205) ($557) (5345)
$15.000-$19.999 |  $306| ($602)|  $20| (S150) ($637) ($303)
$20,000- $29.999 |  $353| ($263) S213|  ($3)| (S412) ($97)
$30.000- $39.999 |  $218 (5281)| S124| (S187) ($367)| ($221)
$40,000 - $49,999 |  $239| ($310)|  $178| (S198) (S496) ($232)
$50,000- $74.999 |  $282| ($256)| $233| (S140)| ($222) (5147)
$75.000 - $99.999 |  $328| ($361)|  $262| ($160) (53.658) ($178)
$100,000 and Over|  $663| $3.736| $883| $132| $3.568| $376
TOTAL $191| ($294) $95| ($180)| ($342)| ($212)

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTH BENEFITS SIMULATION MODEL (HBSM)
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TABLE A-3

CHAthb IN Hl-.ATH Sl’hNDINC BY lNu)Ml-. IN 1998 FOR THI-, Cunm-.NTl Y lnsunu) AND UNINSURED Housmon DS UNDER THE
MANAcl-.D COMPETITION ACT AND UNm- R THE ACI' WITH UNIVERSAL Covumcl-‘

CURRENTLY INSURED CURRENTLY UNINSURED
AS WRITTEN UNIVERSAL AS WRITTEN UNIVERSAL
COVERACGE COVERAGE
- HOUSEHOLD. . | NUMBER OF | WITHOUT WiTh |WITHOUT WitH |WiTHoUuT| WITH |WITHOUT| WITH
. INCOME . Houssuows .WAGE | WAGE | WAGE | WAGE | WAGE | WAGE | WAGE | WAGE
(IN MILLIONS) EFI-‘ECI‘S EFFECTS | EFFECTS |EFFECTS| EFFECTS | EFFECTS | EFFECTS | EFFECTS
Under $10,000 8.6 ($1,025)[ ($1,004) ($1,025)[ ($1,005)]  ($627) ($627) ($793)  ($793)
$10,000 - $14,999 4.6 ($311) ($288) ($332) ($309)I ($166) ($166) $362 $362
$15,000 - $19,999 43 $15 ($27) ($34) ($76) $243 $243 $1,336/ $1,336
$20,000 - $29,999 10.8 $340 $201 $296 $157 $545 $545|  $3,291| $3,291
$30,000 - $39,999 94 $472 $344 $426 $298 $339 $339] $3,450, $3.450
$40,000 - $49,999 94 $358 $137 $317 $363 $363 $2,757) $2,7157
$50,000 - $74,999 15.2 $293 $76 $257 $279 $229( $4,333] $4,333
$75,000 - $99,999 6.5 $120 ($211) $75| ($256) $505 $505| $3,750[ $3,750
$100,000 and Over 7.8 $202 $63 $16l $0 so|  $2.415  $2.415]
TOTAL 76.5 $105 ($41) $69 ($77) - n -4 $1,406) $1,406

a. We cstimate the average currently uninsured houschold will spend an additional $2 under the Managed Competition Act as writien.  However, under the

Managed Competition Act as writlen, many currently uninsured households still will not purchase coverage. For these households, health spending will

not change. This $2 estimate reflects the average change in health spending for all currently uninsured houscholds, including those that will experience no

change.

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTH BENEFI'TS SIMULATION MODEL (11BSM)
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TABLE A-4

CHANGE IN HOUSEHOLD HEALTH SPENDING BY INCOME IN 1998 FOR THE CURRENTLY

INSURED AND UNINSURED HOUSEHOLDS UNDER THE HEALTH SECLRITY ACT
WITH AND WITHOUT PREMIUM GROWTH CONSTRAINTS

WITH PREMIUM | WITHOUT PREMIUM

CONSTRAINTS CONSTRAINTS
'HOUSEHOLD ' | . NUMBER OF WITH - |WITHOUT| WITH [WITHOUT
. INCOME ‘| HOUSEHOLDS | 'WAGE: | ‘WAGE'{ . WAGE | WAGE
(1IN THOUSANDS) { {INMILLIONS) | EfFECTS | EFFECTS] FrFrcTs | EFFECTS
Under $10,000 8.6 ($873))  ($709)  ($859)[  ($711)
$10.000 - $14,999 46 (562)]  ($308)| $35|  (5299)
$15.000 - $19.999 4.3 ($58)]  (5263) $81]  ($234)
$20.000 - $29.999 10.8 ($39)]  (5144) S1341  ($94)
$30.000 - $39.999 9.4 (8165)|  ($320) $65|  (5241)
$40.000 - $49.999 9.4 ($147)]  ($328) $131|  (S233)
$50.000 - $74.999 15.2 ($114)]  (85285) S187| (S178)
$75.000 - $99.999 6.5 ($120)|  ($330) $232|  (S203)
$100.000 and Over 7.8 $210 ($24) $605 $117
TOTAL 76.6 ($161)|  ($300) $71]  ($223)
...... T —— T s T Py O
Under $10.000 1.6 ($278)|  (s464)| ($269)  ($470)
$10,000 - $14,999 1.0 $1,298 $201] $1.420 $220
$15.000 - $19.999 0.8 $1,407 $302| 51,538 $329
$20.000 - $29.999 1.0 $2.274 $864] $2.461 $919
$30.000 - $39.999 0.5 $2,194 $578] $2.410 $669
$40,000 - $49.999 0.3 $2,642 $732| $2.952 $836
$50,000 - $74.999 0.3 $3,093| $1,397| 3,385 $1.522
$75,000 - $99.999 0.1 $3,063| $1.546] $3.352| $1,707
$100,000 and Over 0.1 $2.878] $1,159] $3,176| $1,274
ToTAL 5.7 $1,343 $310| $1,478 $350

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTB BENEFITS StMULATION MODEL (HBSM)
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