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Snmv CONCLUDES THAT INCREMENTAL REFoRMS WOULD FORCE 
�IIDDLE INCOME FAMILIF.S To PAY MORE FOR THEIR IIEALrn CARE 

Insurance Reform Proposals, Without Universal Coverage, Found to Drive Up 
Health Care Spending for Insured Families M2kin& Between $20,000 -$75,000 

Senator Jay Rockefeller (D-West Virginia) and Senator Patty Murray co=·

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 be 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. 

1ncremental 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, linlced to cost controls and employer 
contributions, would lower· spending on health care for every _insured family making 
less than S100,000. What this information tells us is that the �o slow idea" on health 
care reform is the equivalent of putting a 10 m.p.b. speed limit on ambulances - it's 
costly and it's dangerous," Senator Murray said. 

1nsurance reforms, without universal coverage, causes higher premiums 
because coverage would be extended to older adults and people with pre--existins 
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conditions •• people who typically consume more health care -- without the offsening 
factor of extending coverage to all of the presently uninsured. many of whom are 
young and healthy. Higher premium costs would in rum cause.many small businesses 
and young people to drop their insurance coverage. Year after year. the result 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 refonn said no to cost 
constraints. Then they said no to requiring employer's 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 Reform Project, rcprc5ents 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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LEWIN-VHI SUJDY HIGHLIGHTS 

The Catholic Health Association commissioned Lcwin-VHI to prepare an analysis of the impact of several 
health refonn plans on household spending for health care at various income levels. Lcwin-VHI compared 
refonn with universal coverage to refonn that achieves partial coverage through insurance market regulatiori 
and subsidies. The universal coverage approach was considered both with .and without cost constraints. For 
the first time, the Lcwin-VHI study provides conclusive evidence that: 

• Health care reform without universal coverage will me.an 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 coocluded, •ror currently insured households earning less than $100,000 annually
�th 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 off setting f acton. 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 pµticipate 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.

• ., 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 me
for health care. Eliminating employer contributions from health reform al.so fore.cs the insured middle cl
to pay more. And failing to achieve universal coverage forces the insured middle class to pay more.
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Household Spending Implications of Health Reform 
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u11der refonn that fncludes universal coverage. In iultlltion, for cu"ently insured house.holds
ean1i11g, less than Si00,000 annually, health spentlihg �,II decline under univenal coverage with
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an employer mandate and cost constraints. "
- uwin-VHI.
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Without universal coverage 
to ensure that low-risk 

individuals are included in 
insurance pools, the average 

level of risk increases

Additional premium 
increases drive out more 

young, healthy people and 
small businesses

Shrinking insurance 
pools further increase 
the level of risk for( 

those who remain in the 
pool, which in turn, 

escalates premium costs

Higher risk insurance pools 
result in premium increases 

for the currently insured 
causesing many healthy 

individuals and small 
businesses to drop out

I 

Insurance reforms extend 
coverage to the sick and, 

older higher users of health 
services

The Vicious^ Upward Spiral
The Impact of Incremental Reform bn Insurance Premiums
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EXECL'TIVE St.J)IMARY 

The ongoing debaie on national healthcare reform has recently focused on President 
Clinton's insistence that the final ·bill include universal coverage. 1nrce congressional committees 
have reponed-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 prerrtjums for those who are cUITCntly 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 Jun 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)ES•I ;
and

♦ - Universal coverage under the President's Health Security Act (employer mandate).

lbe bills recently reported-out by the Se�ate Labor and Human Resources Committee and
the House Education and Labor Committee include unive:-sal coverage and arc similar to the 
Health Security Act. The bill reponed-out by the Senate Finance Committee and legislation 
recently introduced by Senator Bob Dole include insurance market refonn and subsidies, but not 
universal coverage. 

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

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 person.s. 

94FM0/30 LEWIN• VHI, INC. 



INSURANCE COVERAGE 

We estimate that il}surance market refonns alone will cover about 1.1 million persons, or 
about three percent of all persons projected to be uninsured in 1998 (Tabl� ES-1). When these.· 
refonns arc linked with subsidies as specified in the Managed Competition Act, about 40 percent 
of the uninsured would be covered. This would leave about 22.3 million uninsured persons in 
1998. 

TABLEES•l 

. .. .. ........ . 

Current System 

···••·••·· ... ...

lnswance Market Reform Only1

Insurance Market Reform with Subsidiesb 

Become 
lnsured 

(millions) 

1.1 

14.9 

Remain 
Un.imured 
(millions) 

37.2 

36.0 3.0% 

22.3 40.0% 

a Insurance market reform includes guaranteed reoewability and portability, limiu oo pre-existing cooditioo 
exclusions and community rating for individual and small group (under 100) mmeu. 

·b As specified in the Managed Competition Act. 100 percent premium subsidy for pcnons with income below
poveny aod sliding scale subsidies for persons up to 200 percent of poveny. The Ad also includes changes in 
the Wl deductibility of premium payments. 

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

EXPENDITURES FOR THE REMAINING UNINSURED 

Under current policy, the uninsured would consume about $45.4 billion in health services 
in 1998.ES-2 Persons ·who remain uninsured unde� the Managed Competition Act would continue 
to consume about 55 percent of this amount, or $24.8 billion. This amount includes out-of-pocket 
spen�g. 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 competitive, physicians and 
hospitals will be put under increasing pressure to either avoid the unins� or lose financially. In 
this way panial reform could perpetuate the destabilizing effects of the cost shift. 

Assumin& a beoefits pa::t.aae comparable to lb.at of tbe President's Health SeQuiry AcL 

9'FM0l&0 ii LEWIN-VBI, INC. 



CHA.,\.GES IN INSURANCE PRE.\IIUMS FOR THE CURRENTLJ° l.VSUR£D 

In general, we fin� that average premiwns would increase if coverage were expanded 
through insurance market rcfonns and premium subsidies (Stt Tablt ES-2). This is because those 
who would obtain coverage under these policies would tend to be individuals in 1elatively poor 
health who are above average users of health services. 

. TABLE F.S-2 

NUMBER OF PERSONS AA1> NATIONAL A VERA GE PREMIUMS FOR 
PER.sONS UNDER ALTERNATIVE REFORM SCENARIOS IN 1998 

• - :.: • .-.;� , .. National A vera2e ···· ·· Increase In / · ..
·_-· ::_Reform Scen�o .:·_:·\?'.:'.: 1--S-i-ze_o.;;...f_P.;..:.oo..;._l --'"-M---'o .... n_th_ly---1 ·_:.::Av

e
rage··�imual ,::

(in millions) Per-Capita · Premium for an::-··:
Premium ,_. Insured Family' �-•·

Currently Insured 185.6 S172 

Insurance Market Reform Onlv1 

Insurance Market Reform with 
Subsidiesb 

Universal Covera2ec:

186.8 
200.5 

222.8 

$176 $104 

$182 $260 

$175 $78 

a Insurance market reform includes guaranteed rcocwability and ponability. limits oo pre-existing cooditioa 
exclusions and community rating for individual and small group (under 100) markets. 

b As specified in tbe 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. 1be Act also includes changes in 
the Wt deductibility of premium paymcou. 

c: For c:oosisteot analysis. universal coverage is based oo the Managed Competition Act expanded to include an
iodividual mandate. Ao employer maodate could be used to aaaiD univcnal coverage as io tbc Health Secwity
Act. The premium changes shown io this analysis would be tbe same under either mandate because we focus 
ooly oo premium amounts regardless of payer. 

d Change in average premium compared to premium without reform. All premiums have been standardized ID 
tbe Health Security Act benefits pacb.ge. 

Source: Lewio-VHI estimaies using the Health Bcncfits SimuJatioo Model (HBSM)

This increase in average premiums is largely avcned under a program of universal 
co,·erage because such a plan would require all individuals to participate in the insurance pool 
including hcalthier individuals who receive little health care. Specifically: 

♦ - Without rcfonn, the overall average monthly premium for CUITCntly insured persons would
be S172 per person in 1998.ES-3

Tha premium amoun1 for 1998 is standardiud to reflect the su.ndard benefits pack.age in the Heahh Security Act. Tbe 
benefit package is used throughout this analysis because the Managed Competiuon Act docs not specify a standard 
benefit pacb1e. 

94FWOl80 iii LEWIN-VHI, INC. 



• Subsidies linked to insurance market refonns -(as in the Managed Competition Act) would
increase average monthly premiums from $172 .to S 182 for .persons who already have
coverage. This amount uanslates into an annual increase of S260 for cwtently insured
families.

• Going beyond the Managed Competition Act to provide for universal coverage would
lower the average monthly premium to S 17 5 per person as healthier persons arc 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 cwtently
insured family in 1998,

It is important to note that a wuvcrsal 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 S 17 billion 
and reduce tax revenues by SI I billion in 1998. However, federal subsidy costs would vary by 
specific proposal. 

Universal coverage also reduces consumer exit and entry 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 
pennitting 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 HEAL.TH SPENDING 

In addition to the effects on premiums, we examine the impact of insurance reform linked 
to premium 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 Sl0,000. 
The Health Security Act also reduces spending for families earning less than S 100,000, assuming 
that employers absorb the 80 percent share of the premium they are required to pay under the 
Act Generally accepted economic theory su�gests that most of these employer costs arc 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 

94FM0/8lJ iv LEWIN• VHI, INC. 
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Currently insured families earning less than $10,000 a year see a net decrease in health 

spending under all four approaches, but middle income families that already have insurance 

generally see an increase in spending under the Managed Competition Act with or without 

universal coverage. These middle income families also spend slightly less under the Managed 

Competition Act if it includes universal coverage because average premiums are lower when all 

persons are brought into the pool.

To estimate the wage effect, we assume that 88 percent of new employer costs (based on econometric studies) are 

eventually passed on to employees in the form of wage reductions, and that 88 percent of new employer savings are 

generally passed on to employees in the form of wage increases.

For the 76.5 million households that currently have insurance, we estimate that health 

spending is generally higher under partial reform than under universal coverage with or without 

wage effects.Figure ES~1 shows the net changes in household health spending for the 

currently insured population in 1998 by family income accounting for wage effects. Figure ES-2 

shows the same effects but does not include the wage effect

Of the three universal coverage approaches, the Health Security Act as written is the only 

one that reduces household spending for currently insured middle income famihes, with or without 

wage effects.



FIGURE F.s-1 
NET CHA.'iGES L'i HOUSEHOLD liEALTII SPE�'DL�G L� 1998 FOR CURRE!\TLY l'iStJRED 

POPLl.ATIO?\ UNDER AG£ 65 BY l�COME 
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Source: Lewin-VHI estimates using the Health Benefits Simulatioo Model (HBSM). 

FIGURE £5-2 
NET CHANGES I?-i HOUSEHOLD HEAL TH SPE.'ll>�G IN 1998 FOR CURRENTI. Y INSURED 

POPULATION UNDER AGE 65 BY INCOME 
WITHOUT WAGE EFFECT 
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Source: Lewin-VHI estimates using tbc Health Benefits Simulation Model (HBSM). 
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COVERAGE, PRE�UtJM, AND HOUSEHOLD SPE�l>l'liG bfPLICA TIO NS 

OF HEALTH REFORM 

The ongoing debate over national health care reform 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 artention on Capital Hill including the one 
passed recently by the Senate Finance Commirtec. These bills range from incremental refo'rm 
based on restructuring the small group insurance market to the Managed Competition Act 
(MCA). 

In recent weeks. considerable ancntion has. been given to the Managed Competition Act 
for its potential to cover 91 percent of all Americans while accounting for about 97 percent of 
potential national health spending. 1 Relatively little attention has been paid, however, to some of 
the imponant financial implications 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 arc cWTCntly insured. 

In this study we compare four reform approaches: 

• - Insurance market refonns alone;

• Insurance market refonns combined with subsidies as in the Managed Competition Act;

• Universal coverage as applied to the Managed Competition Act (individual mandatc)2; and

• - Universal coverage under the Health Security 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 detennine the con.sequences of leaving portions of the 
population uninsured in terms of: 

• , Health spending for persons who remain uninsured;

1 See "Expanding Insurance Covenge Without a Mandate" prepared for the Health Cate Leadership Council by Lewm-VHL
May 18. 1994. 1be estimate of covered natiooal bealth spendin& assumes those insured bave the standard benefits pack.age 
specified in the Hu.Ith Securiry Act. 

2 The Managed Competition Act u written does DOt include universal cover.age. For illusirative purposes only, this analysis

as.sumes an expansioo of the Act 10 include all penoo.s. 

941"110180 1 LEWIN-VHI, INC. 



• Per-capita health insurance premiums for persons currently insured: and

• Average household health spending.

The report addresses each of these issues in turn.

I. COVER.AGE Ul\"DER Tm: REFOR\f ALTER.�ATI\'ES

We estimate that there will be about 37.2 million uninsured persons at any given point in
time during 1998. 3 11li.s 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 1993.4 

A. Insurance Market Reform

Insurance market refonns 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 detcnnine 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 anempt to address these problems 
by assuring 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 million persons 
(Tablt 1). 

3 This and the Olhcr estimates of the uoinsared in this paper are described in more detail. including data SOW'CU and·
metbodologiu in: Lewin-Vffi. ·Expand.in& Insurance Covcn,e Without a Mandate," prepared for tbe Health Care 
Leadership Council. May 18, 1994. 

4 The NMES data u u.scd because it provides a detailed account of insunnce covcn,e by calendar quaner. NMES rcparu 
about 15 percent fewer uninsured persons that uie CPS for any Jiven year. It is for this reason that tbe total number d 
uninsured used in this study may differ from the total used in ocher studiu. 
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TABLE i 

Nl"MBER OF PERSONS REMAL\l...�G USINSLlU:D U�l>ER SELECTED APPROACHES IN 1998 

Current System 37.2 
Insurance Market refonn Only' 1.1 36.1 
Insurance Market Reform with Subsidies0 14.9 22.3 

3.0% 
40.0% 

a Iosura.oc:e market reform includes guaranteed reoewability and portability, limits oo pre�xisting cooditioo 
exclusions and community rating for individual and small group (under 100) markets. 

b As specified io 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 
tbe tax deductibility of premium paymcou. 

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 refonns. but it 
funher 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 incomes up to 100 percent of the· poverty level would be 

· eligible for full premium and cost sharing subsidies while subsidies woul� be phased down as
income increases from I 00 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 facilita1e 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 they are eligible 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. 

94FM01'0 3 LEwlN• VBI, INC. 



We estimated the number of uninsured persons who would participate in the subsid.iz.cd 
insurance program based upon an analysis of panicipation 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.e., 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, le.aving about 22.3 million individuals uninsured. This 
estimate includes the impact of insurance market refonns, 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 
currently uninsured persons age 55 to 64 would become insured compared with only about 31 
percent of those between the ages of 18 and 24. 

II. HEALTH SPE!\l>ING FOR PERSO�S WHO REMAIN U�-CSSURED

Under current policy, the uninsured will consume about $45.4 billion in health services in 
1998 (Table 2). 1bi.s estimate includes the value of all health services consumed by the uninsured 
which meet the definition of covered services under the bcn�fits package proposed in the HSA. 
This includes: family out-of-pocket payments (Sl0.7 billion); the value of free care provided by 
physicians (Sl. l 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 currently 
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 (S 10.3 billion). 

The remaining S8. l billion of hospital uncompensated care and the $0.S billion free 
physician care would ultimately be cross subsidized by private payers through higher patient 
charges and insurance premiums. Partial rcfonn 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. 
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TABLE 2 

HEAL m ExPE�"DITURES FOR UKL'iSURED PERSOSS POTE�-rIALLY COVERED UNDER THE 
HSA BE�"Ems PACKAGE IN 1998

1 

Out-of-Pocket 

Free from Physician 

Hospital Uncompensated Care

Public Hospitals/Clinics 

il'OTAL······ .. "'·:: 
..... . ... .. ..

.. 
.. Uninsured .. 

Under Current .. 
Policy., •· 

$10.7 

SI.I 

$15.4 

$18.2 

.... $45.4 -�·: ..

Persom Who Remain 

Uninsured Under the 
.. ., 

....

'"!' •• ••·
• 

·>tcA· . • •-..v• .... . . .. 
. .. . 
......... 

•·• • ·• 

SS.7 

SO.S 

$8.1 

$10.3 

::l24.6 
. .. 

.. 
a. These csnmateS arc based upon health expenditUres data for the uninsured as reported in the National Medical

Expenditures Survey (NMES) data. These data repon utilization for insured and uninsured pcrsoos including
care provided free by providers. The value of free care was estimated by the Agency for Health Care Policy
Research (AHCPR) based upon cbarges for comparable services rcponed by insured persons. We calibraied die
NMES data (for insured and uninsured persons) to R:flect 1) projections of health spcoding by source of 
payment and rypc of servu:e in 1998 developed by the Health Care Financing Administration (HCF A) and the 
Congressional Budget Office (CBO): and 2) projections of hospital uncompensated care based upon data
provided by the American Hospital Association (AHA).

These figures exclude speoding tor· services th�t arc not covered UDdct the Health Scai:rity Act bcncfics
package such as adult dental care and eyeglasses for adults. lbC$C figures also exclude health spending for tbis
croup that is covered uodcr the workers compensatioo program and/or auto insurance. (This should not be an
issue since this care is in fa.ct covered by these sources). lbcse fisures also do no< include the inause in
utili�tioo that would occur among those wbo remain wtiDsured if they were provided with inSW'IDcc.

Source: Lewin-Vfil estimates using die Health Benefi
_
ts Simulation Model (HBSM).

III. CHA. 'iGES l"J PER CAPITA HEALm 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. lhis increase in average premiums is largely avcned 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. 

T 6 estimate changes in health insurance premiums under three rcfonn 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 reform options because the 

MCA docs not specify a standard package. The Congressional Budget Office also makes this• 

assumption in its analysis of the MCA. 
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A. Insurance Market Ref onn

We estimate that the average monthly pref!1ium for all persons already insured in 1998 
would be $172 per person under the HSA benefits package (Table 3).5 Under insurance market 
icfonns 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 arc persons in 
relatively poor health who arc above average users of care, and this would increase the overall 
average monthly per person premium for the currently insured population from S 172 to S 176. 

B. Insurance Market Reform Linked to Premium Subsidies

Under a program that links the insurance market refonns to subsidies, most of the 14.9 
million persons who woull obtain insurance would be above-average users of health care. 1nis 
would inetcasc the overall average monthly per-capita premium for the currently insured from 
$172 to S 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.6 1rus 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 S78 compared to $260 per year under the MCA. 

It is imponant 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 
arc 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 

5 Tbe premium estimate is based on fee-for-servi� cost sharin& and includes coverage foe these currently enrolled ill
Medicaid. The previously insured population excludes lhe over 65 Medicare beneficiaries. 

6 M specified in lhe Managed Competitioo Act. 100 percent premium subsid)· for persons wilh income below poverty and
slidin& $Cale subsidies for persoas up to 200 percent d poveny. The Act also includes chances in the Wt deductibility d 
premium payments. 
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TABI.F.3 

�UMB�� �� ��SONS, �A '!'�ONAI. A v�,AG� ����u�s AN'> CHANGF. IN Hous��o�� H�AL '!'" SPENDING 
UNDER AI.TF.RNATIVF. RF.FORM Sc•:NARIOS IN 1998

. .  
. ··• • .  .. .. 

. - .. ,.. . .. - , .. 
•· . . .. ,.. . �,. 

.

. .  ....... .,..., . . • ·  

• 
: •y • � = - · :  · · :  .!.. �- :. Rer otm Scenario

• 
._. _. • ._ ._. • • \•�•:• ... •·:�•,,•: ,· '"• 

' 
• ·• : 

I • 
• • ' ' 

' 
... 

.
. .... ·.• 

''"' ( ..
. .  

, . 
. . 

Currently Insured 

". 

Insurance Market Rcfonn Only
1 

. . 

.. 
.. 

. .. 

Insurance Market Reform with Subsidies
b 

Universal Coverage
c 

National Avenge · ·: · ' I ncreae f Jt
'

Monthly Avenge Annual
Size or rool 

.. Per-Capita ·:· Premium ror an . 
(in millions) : : l�red Family' 'Premium· 

185.7 $172 ---

186.8 $176 $104 

200.5 $182 $260 

222.8 $175 $78 

a Insurance market reform includes guaranteed renewabilily and por1abi111y, limhs on pre-existing condilion exclu�ions 11nd community rating for Individual 
and small group (under 100) markets. 

b As specified in the Managed Competition Act, 100 percent premium subsidy for persons wilh income below poverty nnd sliding scale suhsidie� for pcr�ons 
up 10 200 percent of poverty. The Act also Includes changes in ·,he tall deduc1iblli1y of pr�mlum payments. 

c For con�istenl analysis, universal coverage Is based on the Managed Competition Act upanded lo include an individual mandate. An employer mnndalc 
could be used lo auain universal coverage as In the I lcallh Securily Act. The premium changes shown In this analysis would be lhe srimc under either 
mand.llc because we focus only on premium amounts regardless of payer. 

d Change in average premium compared lo premium wi1hou1 rdonn. All premiums have been s1andardi1.cd lo the �lcnllh Sccurily Act benefits package. 
Source: Lewl�-VHI cslimalcs using lhe Heallh Benefits Simulalion Model (HBSM) ·' · 
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payments and S 11 billion in reduced tax revenue for a- total federal co.st 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 premiwn levels under healthcare refonn 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 arc the same 
across all workers in firms of fewer than 5,000 employees. as well as all non-workers. 

The MCA as drafted would place workers in small finns (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 relatively high premiwn 
increase for employees in small firms. 

Non-workers in the HPPCs will have significantly higher health care costs than workers in 
either large or small fums because a ponion of non-workers arc disabled persons cUITCntly 
covered under the Supplemental Security Income program (SSO. 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. 8 If no health reform wer:c implemented other than 
community rating within HPPCs, the currently insured would pay. on average, 5205 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. Thi:5 difference in premiums in and out of HPPCs creates a major problem 
implementing the Act. 1ne 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 arc minimally effective in controlling costs. Thus, basing the 
tax cap limit o_n the lowest cost HPPC premiums � create little incentive for employers and 
health plans to control costs undennining the long term viability of the program. 

7 See Lewin-VHI: "Expanding Insurance Coverage Without A Mandate," May, 1994.
8 Note lha1 Table 4 find.inp are due 10 the effects of pooling ,r,,bjcb are independent of tbe organizational struClW'C (e.g .• 

HPPC. bealtb alliance., or other small V-OUP reforms) used 10 creau the pools. 
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TABLE4 
I I•' I � 

NUMBER OF PERSONS AND PER-CAPITA MONTHLY rREMIUMS FOR PERSONS IN AND OUT OF THE 
i t • II :

1 
1 f • , \ t 

IIEALTII rt.AN PuRCHASING COOPF.RATIVES (HPPCS) UNDF.R ALTERNATIVE REFORM SCENARIOS IN 1998 
I 

• I 

...... .... ·-·• '· 
•'· • 

,.'\I ',\ ••. h . .... ... . ...... . .,,. .. " 

.. . .  ,, . .,,. ..... 
, ,. , ··· . ·: Reform Scenario , .. , ... �;�-i: :'.· � . 

· f �·::.:-:�.�'.-� i.i;:.:.1-.:·�.- :i_.� .... ,-l ��- ·.':· ·•. �·.:·.: �- -��- �-!.6 i��:: ·- ;.: .: .. �-:: ::;,.�. ;��::.: .; :

lnsldeHPP� 
(Individuals & Ffrms <100) 

Out or IWPC� · · . .  

<Flmis;. 100> ·· ·. · ·: National Average
... . .:· ·. . ! ·:· .. :/ ·.\. . .

·t�-�� r:·: �:-t:r.-.t:.�-:-; �.. . .... •-· .. ·• �-- · .:.:.;. �-;· · �"=�:::->�-::-- ..•• •  , .• -❖.-.--.... ,.. ,I • • •• • ••• -.. , • , .... ,. ... .. .. ••• • • -.-..... v • 

-----� -���:��--�- .. ::.:-:.�·-.:.\��! ..... ·�-��:�.�:�.!-:�_::_
Currently Insured 

Insurance Market Refonn Onlyc 

Insurance Market Reform with Subsidies
d 

Universal Coveragee

••11 ,:•i. :. · ·: 1 lA·t ,. �-

Size of rool Per-Capita Size of root 
(In mllllons) Premium (In mllllons) 

72.8 $205 112.9 

73.7 $215 113.3 

83.3 $227 117.2 

95.6 $213 127.2 

I . , • .. 

Per-Capita Size of Pool P,er-Capita 
'Premium (In millions) Premium 

$150 185.7 $172 

$151 186.8 $176 

$150 200.5 $182 

$147 222.8 $175 

i Persons In the HPPC include worken and der,endents In �nns with less than 100 workers, persons in the Individual insurance market, MedicuiJ rccipicnls 
and the non-wor1t,ng unlns"ured. The revl,ed version of the Mina'ged Compelitlori Act would require lhat premiums within the HPPC be raced separnlely 
for (I) the disabled; (2) firms that provide coverage; and (3) all ocher persons. 

b Persons outside the HPPC include worken (Including public employees) and their dependenls in firms with 100 or more employees. 
c Insurance marker reform includes guaranteed rencwabilily and ponabilily, limils on pre�xiscing condition exclusion.s and community rating for individual 

and small group (under 100) markets. 
d As specified in the Managed Competition Act, I()() percent premium subsidy for persons with income hclow poverty and sliding scale subsidies for persons 

up 10 200 percent of poverty. 1be Act also Includes changes" In the tax deductibility of premium pnymcnts. · ' ' 
e For consistent analysis, universal coverage is b11sed on the Mnn11ged Competition Ac, wi1h nn individual mandate. An employer mandate c..'Ollld he used to 

attain universal coverage as In lhe Health Security Act. The premium changes shown in this analysis would be !he same under either m;mdate hecnuse we 
focus only on premium amounts regardless of payer. 

Source: Lewin-VIII estimates using the Health Benefits Simulation Model (HBSM). 
I I , 
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The authors of the Act have acknowledged these problems and have indicateo to the 
Congressional Budget Office that they intend to separately rate non-workers in HPPCs. A 
potential solution would. be to create three premium pools within HPPCs: workers and 
dependents in small finns providing insurance: persons without employer provided insurance: and 
aged and disabled cash recipients. 

Using three premium pools within HPPCs. we estimate that the average premiwn within 
the HPPC would remain at $227 a month, but premiwns 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 incentive to trigger cost controls. 

A secondary effect of this revision would be to make monthly premiums higher for 
persons without employer provided insurance ($279 per month) and for disabled persons (S110 
per month). As a result. aggregate federal subsidy payments in HPPCs would be higher because a 
large portion of these individuals also are low-income. 

Under universal coverage, Tabu 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 prcmiwns since we assume that 
most of this population would participate in HPPCs without universal coverage provisions.' 

1ne types of premium discrepancies discussed above are not unique to the HPPC 
arrangement contained in the MCA. 1ney arc likely to occur under other forms of community 
rating limited to voluntary enrollment of small finns and individuals. 

IV. . CHANGES l'i AVERAGE HOUSEHOLD SPENDISG 

1ne financial implications of health reform extend beyond the impact on premiwn 
payments for individuals, families, and employers. 1bis analysis also examines the effects on 
overall net changes in hou.sehold (non-Medicare) health care spending �y accounting for 
household premium payments. subsidies, tax deductions, changes in prcmiwn contributions, 
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 18S.6 million 

' For a more detailed analysis of premiWJl change.s under various HPPC sizes and community ra.tin& schemes. see: SbeilJ.
John F, "Permiaina Vohmwy Enroll.meat io Regional Alliance.s Uoder lbe Health Security Act. - pre�d for the Henry J. 
Kaiser Fowidation by Lewin-VHI. M�h 1994. 
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persons that are currently inswed (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 wiivezsal 

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 withouL 

Please 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 overti5 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 MC�. the average household headed by a person under age 65 

will sec health care spending increase by $98 in 1998 as compared to health spending in the 

absence of reform (Tablt 5). 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 variations in health spending changes by income group as discussed below in 

Section C. 
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TABLES 

NET CBA.'\GES L'i HOCSEHOLD li£ALTII SPESDL'\G FOR H0t.:SEHOLDS 
HEADED BY A.'i L'iDlVIDt:AL U�l>ER AGE 65 

(WITHOUT WAGE EFFECTS) 
., All Currently CWTently 

Uninsured111
Housebokk 1murec1•' 

. . 

(82.2_:mlllion (76.5 million (5.7miWon 

households) households) households) 

Managed Competition Act As Written $98 S105 --d

Managed Competition Act With Universal Coveragec 5322 S69 Sl,406 
Health Security Act Without Premium Growth Constraints (5180) 
Health Security Act With Premium Growth Constraints (S254) 

a An 10sured household lS defined as household with at least one person insured. 
b An uninsured household is defined as a household in which no one is insured. 

(S223) $350 
($300) $310 

c universal coverage under the Managed Competition Act would inc:rcasc federal subsidy cosu relative to the 
Act as written. Our estimatcS in this analysis assume the federal government absorbs the costS. To the extent 
th.at financing sources arc sought through taxes. household spcoding would increase. 

d We estimate the average cWTCotly uninsured household will spcod an additioo.al $2 under the Man.aged 
Competition Act as written. However. under . the Managed Compcntion Act as written. many currently 
uninsured households still will oot purchase coverage. For these households. health spending will not change. 
This S2 estimate reflec:is the average change in health spending for all cu.m::ntly uniosured households, 
including those that will experience no change. 

Source: Lcwin-VI-D estimates usiDg the Health Benefits Silnubtion Model (HBSM). 

The average change in household health spending reflects an increase in private premiwn 
payments partially offset by federal premium subsidies and "cashed-out" benefits. We asswne that 
finns 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 arc used to 
purchase supplemental coverage. 

Expanding the MCA to include universal coverage would increase average househol� 
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 premiwns 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 prcmiwn growth constraints and will decrease spending by $254 
assuming constraints. 

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 
Tabu S, the average currently insured household will spend an additional $105 on health care in 
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. lbis 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 Sl .406 in bcalth 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 secs reduced health 
spending in 1998 ($180 in savings without premium growth constraints, $254 in savings with 
premium growth c·onstraints). Compared to the total under 65 population, the currently insured 
save more under both scenarios ($223 in savings without premium constraints, S300 in savings

with premium constraints). Once again. the uninsured sec 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 
relics on an employer mandate. 

B. Net Changes in Household Health Spending With \Vage Effects

Generally accepted economic theory suggests that most employer savings and new costs 
eventually are passed on to workers in the fonn of increased or decreased wages. 1rus "wage 
effect'' further reduces or increases household health spending under health reform.9 For example, 
we estimate 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) 
finns continuing coverage will sec savings resulting from managed care and reduced cost 
hiftin 10 s g .

Tabk 6 shows the changes in household health spending accounting for the wage effect. 
As noted above, the MCA reduces -employer health care costs ultimately 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 arc passed on to

employees through lower wages. 

9 We estimale that about 88� of changes in costs are passed oa to employees through wage effects. See. Coe example. 
Jooauwi Gniber and Al.an 8. Krue1cr, 1be Incidence of Mand.aled Employer-Provided Insurance: Lessons from Wcrxm 
Compensation Insurance,* in r az Policy GIid tJw Economy (1991 ): Jorw!wl Gruber, "'The IDcideoce of Mandated Mllenl.ity 
Benefits." .4.merican &oNJl'llic Rrnew. forthcomin1; and Lawrence H. Summen. "'Some Simple Ecooomics of Mandaled 
Benefits," .4.meric@ Economic Rrnn1, v. 79. no. 2. May 1989. 

IO We estim&te sis:n,ific:ant m.am,ed care savinp under &be Mai121ed Competition Act that altimately lower emc,loy,er
premium costs. For a detailed discussioa of managed care savings see: Lewin-YHL "Mana&ed Care: Does it Wert?" 
February 1993, and Lewin-VHI. •New Evidence oa Savinp from Network Models o(Maiiaced Care: May 1994. 
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TABLE 6-

NET CHA..'iGES L'i HOUSEHOLD SPEl\'DL'iG FOR HOUSEHOLDS 

HEADED BY A. 't bl>MDUAL U!ltl>ER AGE 6S L'i 1998
-

(WITH w AGE EFn:crs) 

.. .All .....
. :Currently· Currently· 

l.Jnimured
b Households ·:Insured•.-

. (82..2 million (76.5 million (5.7 million 
bouseholm) households) households) 

Managed Competition Act As Written ($38) ($41) d 
--

Managed Competition Act With Universal Coveragec $186 ($77) Sl.406 
Health Security Act Without Premium Growth Constraints $191 
Health Security Act With Premium Growth Constraints $14 

a An 10sured household 1s defined as household with at least one penoo IDSurcd. 
b An uninsured household is defined as a household in which oo ooe is iosured. 

$71 Sl.478 

($161) Sl.343 

c L"niversaJ coverage under the Managed Competition Act would incrusc federal subsidy costs relative to the 
Act as wrineo. Our estimates in this analysis assume the federal govemment absorbs the coStS. To the extent 
lhat financing sources are sought through taxes. household spending would increase. 

d We estimate the average cuneotly uninsured household will spend an additional S2 under the Managed 
Competition Act as v.-rinen. However. under the Managed Competition Act as written. many currently 
uninsured households stiU will not purchase coverage. For these households. health spending will not change. 
This S2 estimate reflects the average change in health spending for all currently uninsured households. 
iocludiog those that will experience no change. 

Source: Lewio-VHI estimates using the Health Beoefiu Simulation Model (HBSM). 

Employers who currently do not provide insurance will see a proportionally larger increase 
in employee health care costs under the HSA than employers who do provide insurance. 
Therefore. the cWTCntly uninsured will ex..perien� a greater wage effect than the currently insured 
as reflected in Tabh 6.

While the wage effect tempers the increased health spending under the MCA. it is 
irnponant 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 implicati� for 
health reform. 

C. Household Spending by lncome

Fmally, 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 

94FJ,,f0/&0 14 LEWIN• VHI, lNC. 
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(S800) 

(Sl.000) 

FIGl"RE 1 

NET CHANGES L'i HOt:SEHOLD Hl:AL TH SPE.,1>r,,iG � 1998 
FOR AGGREGATE U�DER AGE 65 POPCLATION 

WITHOUT \\' AGE EFFECT 

......... .•. -.•::::::::::-::::·•.. 
. .....__ ... ··· . 

. ... :::: .•.......... ·• ...........•...........•.
·•···· ................. ······ .. -··· ........ ···· 

-Managed Competition Act As  Wrinen

- Managed Competition Act With Universal Coverage

··•··Health Security Act With No Premium Growth Contraiots

··•··Health Security Act With Premium Growth Conuaints

Under S10.000 • S15.000 • 520.000. $30,000. S-40.otO. S50.000 • S75,000- $100.0ot 
$10,000 S1'.999 S19..99' $29,999 S39,''9 S-49'99 S74,''9 S9','99 and Onr 

Sou.rec: Lewiu-VHI estimales using the Health Beoefits Simulation Model (HBSM). 

Our analysis shows that all four versions of health reform discussed in this paper reduce 
heallh spending for the lowest income groups while lhe MCA results in increased health spending 

for middle and higher income groups. The HSA with or without premium growth constraints 
lowers health spending for all but those households earning more than $100,000 per year. _As 
noted above, a major reason for the observed differences between the MCA and the HSA arc the 

Acts' approach to universal coverage. Without wage effects, the HSA's reliance on an employer 

mandate shifts a smaller portion of insW'3Jlcc costs onto households because employers arc paying 
80% of premiums. 

Figure 2 takes into account the wage effect and shows that the HSA's employer mandalc 

ultimately costs households through reduced wages. lne 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. 

94FI/OJ&O 15 LEWIN• VHI, INC. 
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FIGl'RE 2 

NET CHA.�GES 1N Hot·sEHOLD HEALTII SPE'.\'D�G � 1998 
FOR AGGREGATE U�ER AGE 65 POPl"LATIOS 

WITH WAGE EFFECT 

•·· ........ .

...... .. ... ... ..
• . 

....
.. 
:: 

-Managed Compeution Act As \\'riuen

-Managed Competition Act With Universal Coverage

•·•··Health Security Act With No Premium Growth Constraints

··•··Health Secumy Act With Premium Growth Constraints

Vader Sl0,000. $15,000. Sl0,000. SJ0.000 - $40,000 · SS0,000 - S75,000- S100,000 

Sl0,000 $14,99' Uf.99' $29,999 539.999 S4t,Ht S74.999 599.99' a■cl Onr 

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

As in the earlier tables. our analysis also examines the changes in household health 

spending for the cwrcntly insured under 65 population (185.7 million people). For the currently 

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 (Figun 3). 

9'F/rl0/60 16 LEWIN• VHI, INC. 
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so 
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($400) 
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($800) 

(Sl.000) 

(Sl.200) 

FlGL»:3-

NET CHANGES L"' HOUSEHOLD HEALm SPE�l>l"'-G L'i 1998 FOR
Ct'RRESTL Y l'iSl"R.ED POPULA nos UNDER AGE 65 BY l"'-COME 

WITHOUT WAGE EFFECT

. ..... .. ..·· 
.. ·-·•· . .. �-:::::::::.. .............. . ........................................ ··_ ... -··· ...•........... .,_ ..........•...........•. · 

-Managed Competition Act As Wriuen

-Managed Competition Act With Universal Coverage

··•·· Health Security Act With No Premium Growth Constraints

··• ·• HcaJth Security Act With Premium Growth Constraints

t.Joder S11,000 • SIS.000 • Sl0.000 • $30,000 • $40,000 • SS0.000. S75,000- S100.000 

S10,000 S14,999 S19,999 529,999 $39,999 $49,999 S74,999 S99,999 and Onr 

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 earning between $20,000 and S49,999 .. 

1bc HSA without premium constraints increases health spending for all the currently 

insured earning more than S 10,0CX), accounting for wage effects. However, spending increases are 

less than the MCA with universal coverage for the cuncntly insured earning between $20,0CX) and 

$39,999. Spending increases are greater than under the MCA for income groups earning more 

than $40,000 (Figure 4). 
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(S 1.200) 

FIGUR£4-

NET CBA..'-.GES L" HOl'SEHOLD HEALm SPE�i>l'iG 11' 1998 FOR 
CURRENn Y lNSURED POPULATIOS U�i>ER AGE 6S BY INCO�(E 

\\

01TH WAGE EFFECT 

...................... ·

... / ·•······· 

.. ·•·· 
.
· 
.· ..

. ·· 
.

•

.... 
.
. .. .. 

:.:::
;.f -Managed Competition Act As Written

-Managed Compeution Act With Universal Coverage

··• ·• Heahb Securuy Act Wi1h No Premium Grow1b Consuaints

··•··Health Secumy Act With Premium Growth Consuain1s

Under SH.000 • S15.000 • $20,001 · $30,000 · $40,000 • $50,000 · S75,009- s100.eoe 
$11,000 S14'99 S19399 $29"99 S39399 $49399 S74.999 S99.999 a■cl Our 

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

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

V. CONCLUSION

This analysis highlights some of the imponant trade-offs involved in achieving universal 
coverage as compared to more limited reforms. Insurance market reforms alone will have little 
impact 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 
Lcwin-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.11 

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 an� more costly than persons who do not obtain coverage, 
average premiums will rise more for those already insured than they would under universal 

11 Lewin-VHI.. Ex13Dding JoSWJOCC Covrn,c Wjthout a Mandate, prepared for lhe Health Care Le.aduship Council. May 18.
1994. 
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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 he.alth spending vary significantly by family income level and current 

health insurance status. Largely because of premium subsidies, all of the refonn approaches result 

in a net decrease in spending for families earning less than S 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 prop·osal 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. oajy the HSA with premium caps reduces household health spending for currently 

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 premiwns and household 

spending for the currently insured, cost shifting, and constrained access for the remaining 

uninsured under more limited reforms. 

94FMOJ&O 19 LEWIN• VHI, INC. 
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TABLEA-1 

CliA.'iGE L" HOt:SEHOLD HEALTH SPE�"DL1'"G BY l'iCO�n: L'i 1998 USDER THE 

MA�AGED CO){PETITIOS ACT A.1''1> UNDER nn: ACT \\1TH UNIVERSAL COVERAGE 

Household loc:ome 

(in thousands) 
. .. . ... ... . 

. ::-... .. 
·: 

.
. :� 

Under $10,000 

$10,000- $14,999 

$15.000 • $19.999 

$20.000 - $29.999 

S30.000 - S39.999 

$40,000 - $49.999 

S50.000 - $74.999 

S75,000 - S99.999 

S 100.000 and Over 

TOTAL 
. . 

Under $10,000 

$10.000 - $14,999 

S15.000 - $19.999 

S20.000 - $29.999 

S30.000 - $39.999 

S40.000 - $49,999 

$50.000 - $74,999 

$75,000 - $99,999 

$100.000 and Over 

TOTAL 

With Wage Effects 

Uoder 

. 6s::: 

. .. .. 

·-· .

($946) 

($266) 

$13 

S231 

S344 

S143 

$80 

($197) 

$62 

($38) 

65and 
Total. 

·Over· .. . 

.. A.sWIUlTEN 

($2,603) (Sl,459) 

(S 1.498) ($757) 

($537) ($161) 

$551 S304 

$757 $421 

$833 S220 

$763 $142 

($88) ($187) 

$212 $73 

($629) ($156) 

'Without Wage Effects 

Under 
. 65 

.... . ,. . .. .  

($963) 

($285) 

S49 

$358 

S464 

S358 

$293 

$127 

$201 

$98 

65and 

=over:· 
.. 

.,, ·••· ·•· . ·• . 
.. . 
·• . .

($2,601) 

($1,481) 

(S544) 

$519 

$742 

S833 

$848 

$25 

$162 

($624) 

Total 

. ..

($1,470) 

($762) 

($138) 

$395 

S517 

$411 

$343 

$118 

5198 

(S46) 

. UNIVERSAL COVERAGE·-, 
..... .... . ,.\1 ,. · .. . . ······· · 
- . ·•·· .,;.,,._ ..... 

($988) ($2.623) (Sl.494) ($1,006) ($2,620) ($1.506) 

($200) ($1.481) ($711) ($219) ($1,463) ($715) 

$147 ($549) ($72) $183 ($556) ($49) 

S633 $782 S667 S760 $751 $758 

5696 $994 S752 S817 5979 $848 

5335 Sl.101 $421 S551 51,101 $612 

$339 Sl,006 S399 $552 $1,091 $601 

$74 ($106) $57 $399 $7 $362 

$309 $534 $325 $447 $483 $449 

$186 ($S23) $45 $322 ($518) $1S5 

SouRCE: L£wl'lj. vm ESTIMATES USING TKE HEALTH BENEmS SIMULATION Moon. (HBSM) 

A-1 LEWIN• VHI, INC. 



TABLE A-2 

CHASGE l'i HOUSEHOLD HEALm SECL1UTY BY ISCOME £Ii 199.8 Ul\DER THE 
HEALTH SECURITY ACT WITH AND WITHOUT PRE�M GROWTH COSSTRAL1'TS 

Household 
.Income ::.: .... . 

{in thousands) 

With Wage Effects 

Under 

';:::65:: . ..... ····· . . ., .
• •. y '• . •- .. ''• ·•• . 
' .. . 

65and 
Over::· .. .. 

... . -.. .. .., .. . ,. .. .. . .. 

Total. ... .. 
•· .. . .  .. 

• . .  • ••·v . .. 

Without Wage Effects 

Under 
65: 

·• .. ........ 
••. 

. ... 
• • ••• y 

.- . .  .., .••· .... .

65and 
Over 

··•· 

' . 
•· 

Total 

. . 

.. .
•· . .. . .,,. .. 

. 
.. :·.: \V1ra PllEMruM CONSTRAINTS' · . �.:·;::·, ,::·,

... 
y• 

Under SI 0,000 

$10.000 • $14,999 

$15.000 • $19.999 

$20.000 • S29.999 

$30.000 • S39.999 

$40.000 - S49.999 

$50.000 - S74.999 

$75.000 • S99,999 

S 100.000 and Over 

TOTAL 

.. ·· ••· .. 

Under S 10,000 

$10,000 • $14.999 

515.000 • $19,999 

$20,000 • $29,999 

$30.000 • $39,999 

$40,000 • $49,999 

$50,000 - $74,999 

$75,000 - $99,999 

$ I 00,000 and Over 

TOTAL 

($801) ($478) ($701) ($671) - ($456) ($605) 

$236 ($569) ($85) ($216) ($561) ($353) 

$226 ($638) (S76) ($179) ($648) ($327) 

$239 ($322) $111 ($53) ($436) (S140) 

S50 ($483) ($51) ($266) (S404) ($292) 

($51) ($495) ($101) ($293) (S546) ($231) 

$47 ($470) so ($248) ($285) (S251) 

$38 ($683) ($30) ($287) ($425) ($300) 

$388 $3,361 $599 ($8) $3.484 $239 

$14 ($383) ($65) ($254) ($365) ($276) 

WITHOUT PREMruM CONSTRA.lNTS·· .. ' · ·,.. . .. ,,.;: ... :· ·: :::-::. 

($767) ($473) ($676) ($674) (S456) ($607) 

$295 ($563) ($47,) ($205) ($557) ($345) 

$306 ($602) $20 ($150) ($637) ($303) 

$353 ($263) $213 ($3) ($412) ($97) 

$218 ($281) $124 ($187) ($367) ($221) 

$239 ($310) $178 (S198) ($496) ($232) 

$282 ($256) $233 ($140) ($222) ($147) 

$328 ($361) $262 ($160) ($3,658) ($178) 

$663 $3,736 $883 $132 $3,568 $376 

$191 ($294) $9S ($180) ($342) ($212) 

SoURCE: LEW�•VlD £.STIMATES t:SL'iG nn: HE.um BENEflTS SIMULATION MODEL (HBSM)
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TABLF. A-J
i t I • ' f • I • t I ' l ' 

CHANGl.iS IN Hl<:ATH SPENDING BY INCOME IN 1998 •·oK THE CUKKENTI.Y INSURED AND UNINSUK•:1> HOUSEHOI.DS UNl>l•:K TUE 

. . 

. .. 

HQ(!SEH�"-D .. _. 
INCOME . .-:·' . 

Under $ I0,000 

$10,000- $14,999 

$15,000- $19,999 

$20,000 - $29,999 

$30,000 - $39,999 

$40,000 - $49,999 

$50,000 - $74,999 

$75,000 - $99,999 

$100,000 and Over 

TOTAL 

• I I • • t • ,, • • • .. .  

MANAGED COMPETITION A<..T AND UNo•;R THE ACT WITH UNIV .. :RSAI. COVERAGE 
. . .. 

, CURRENTLY INS:lJR.KD CURRENTLY UNINSURED 

-�UMB��-�J.
HOUSEHOLDS . ", . 
(IN MILLIONS) 

8.6 

4.6 

4.3 

10.8 

9.4 

9.4 

15.2 

6.5 

7.8 

76.S

As WRl'ITl-:N 

WIT��UT WITH 
: .. WAGE . WAGE 
t.-n:crs EFFECTS 

($1,025) ($1,004) 

($311) ($288) 

$15 ($27) 

$340 $201 

$472 $344 

$358 $137 

$293 $76 

$120 ($211) 

$202 $6] 

$IOS ($41) 

UNIVERSAL 
COVERAGE 

WnrHOt.rr W�'fH 
.W'AGE .. . WAGE. . 
EFl!i'ECTS EFFECTS 

($: 1,025) ($1,005) 

($332) ($309) 

($J4) ($76) 

$296 $157 

$426 $298 

$317 $96 

$257 $4( 

$75 ($256) 

$161 $22 

$69 ($77) 

ASWtUTTl<:N UNIVl-:KSAL 
COVEKAGI-: 

WITHOUT WITH WITHOUT WiTH 
WAGE .WAGE WAGE WAGE 

EFFECTS EFFECTS EFFE<..'TS E•·•·Ecn; 

($627) ($627) ($793) ($793) 

($166) ($166) $362 $362 

$243 $24] $1,336 $1,336 

$545 $545 $3,291 $3,291 

$339 $339 $3,450 $3,450 

$363 $363 $2,757 $2,757 

$279 $229 $4,333 $4,333 

$505 $505 $3,750 $3,750 

$0 $0 $2,415 $2,415 

-- u .. u $1,406 $1,406 

a. We cscimate lhc average currently uninsured household will i;pcnd 11111 additional $2 under the Mana�cd Competition Act as wrilh!n. 1 lowevcr, under lhe
Managed Competition Act as wrinen, many currcnlly uninsured hrn11seholds slill will not purchase coverage. for these houscholJs, heahh spe11Jing will
not change. This $2 estimate rcnects the average change in hcahh spcnJing for aJI currenlly uninsured houscholJs, induding those that will t:xpcricncc no
change.

SouMc•:: L►:WIN•VHI •:.'i'l'IMA"t'l•:S USING THII: H•:Al.1'11 lb:N•:nrs SIMUl,ATION Mcm•:1. (IIUSM) 
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TABLE A-4

CHA.,_,_GE L'i HOUSEHOLD HEALTH SPE�i>ISG BY l�CO�(E � 1998 FOR THE CL'RRE�TL \" 
l'cSlJRED AND U�lSSCRED HOUSEHOLDS USDER 11il: HEAL TH SECllUTI' ACT 

WITH A.\"D \\'ITHOl"T PREMIUM GRO\\TB CO�STRAL\"TS 

WITH PRE�lltM WITHOUT PREMIUM 
COSSTRAL'\'TS CON�TS 

HOUSEHOLD :· · . NUMBER OF. .: WITH .· WITBOUT WrIH. W.rmoUT 

.' : _:INCOME HOUSEHOLDS : ·WAGE;. . WAGE ' iWAGE.. WAGE .. 
(lN.TIIOUSANDS). (IN .MILLIONS) EfiEcrs FflEcrs EFFEcts EFFECTS 

. -- .. • .. :::'•:·. • • .. INslJRED ·• ·'•v· . :.'' 
., .. 

.• 

Under $10,000 8.6 ($873) 

SI0.000 - $14,999 4.6 ($62) 

$15,000- $19.999 4.3 ($58) 

S20.000- $29.999 10.8 ($39) 

$30.000 - $39.999 9.4 ($165) 

$40,000 - $49,999 9.4 ($147) 

$50.000 - $74,999 15.2 (S114) 

$75,000 - $99,999 6.5 ($120) 

$100,(X)() and Over 7.8 $210 

TOTAL 76.6 ($161) 

. ..... l.JNISSURED · 

Under S 10,000 1.6 ($278) 

$10,000 - $14,999 1.0 Sl.298 

$15.000- $19.999 0.8 Sl,407 

S20.000 - $29.999 1.0 $2.274 

$30.000 - $39,999 0.5 $2,194 

S40,000 - $49,999 0.3 $2,642 

$50,000- $74,999 0.3 $3,093 

S75,000 - $99,999 0.1 $3,063 

$100,(X)() and Over 0.1 $2.878 

TOTAL 5.7 $1,343 

($709) 

($308) 

($263) 

($144) 

($320) 

(S328) 

($285) 

($330) 

($24) 

($300) 

($464) 
$201 

$302 

$864 

S578 

$732 

Sl.397 

Sl.546 

Sl,159 

$310 

($859) ($711) 

$35 ($299) 

$81 ($234) 

$1341 ($94) 

$65 ($241) 

$131 ($233) 

$187 (S178) 

S232 (S203) 

$605 $117 

S71 ($223) 
.
.. •• , ••• • I' ..... ., 

($269) (S470) 

Sl.420 $220 

$1.538 $329 

52.461 $919 

S2.410 S669 

S2,952 $836 

S3,385 Sl.522 

S3,352 Sl,707 

$3,176 $1,274 

$1,478 $350 

SouRcr: LEWIN-VJD £STIMA T£S usCNG l1IE HEAL TB BENDTI'S SCMt,U noN MODEL (HBSM) 
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