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STUDY CONCLUDES THAT INCREMENTAL REFORMS WOULD FORCE
MIDDLE 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.

‘Incremental 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 bealth
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.

YInsurance 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 offserting
factor of extending coverage to all of the presently uninsured. many of whom are
voung and healthy. Higher premium costs would in turmn 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 reforin 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 Reform 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.

-30-



GHA.

THE CATHOLIC HEALTH KSSOCIATION Embargoed until 1:30 pm EST, July 18, 1994
OF THE UNITED STATES

LEWIN-VHI STUDY HIGHLIGHTS

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 regulation
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:

e 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 their
employee premiums -- and including cost constraints -- will reduce spending for middle class Americant
that already have insurance in comparison with what they now pay.

¢ - *In addition,” the study concluded, *for currently insured households eaming less than $100,000 angually
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 tumn drive young, healthy people wit
insurance out of risk pools, which further raises premium costs for those who remain and increases the cos
shift as well if these people remain uninsured.

* In contrast, an increase in average premiums is largely averted under universal coverage because a
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 mc
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 analys:s shows that premiums are Iower under universal coverage than under
insurance market reform linked to subsidies. Further, we esumate that middle income families
‘that currently have insurance will pay more in general for health care under partial reform than
under reform that mcludes universal coverage. In addmon, Jor currently msured households .
earmung less than $1 00 000 annually, health spending will decline iinder universal coverage with

an employer mandate and cost constraints.”
- Lewin-VHI
July 18, 1994
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Iiipact of Health Care Reform On
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(without wage effects)
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Impact ‘o‘f Health Caré Reform Proposals on
Insured Household Spending

(without wage effects)
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The Vicious; Upward Spiral

The Impact of Incremental Reform on Insurance Premiums
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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 cormittees
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 quantfies the
differences among partial and universal approaches with regard to: health spending for persons
who remain uninsured; insurance premiums 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)&-1 ;
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 Committee and legislation
recently introduced by Senator Bob Dole include insurance market reform and subsidies, but not
universal coverage. '

Our analysis shows that premiums 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 currently 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.

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.

94FM0180 1 LEWIN-VHI, INC.



INSURANCE COVERAGE

We estimate 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 (Table ES-1). When these -
reforms are 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.

TABLE ES-1
NUMBER OF PERSONS REMAINING UNINSURED UNDER SELECTED APPROACHES IN 1998
“ | 'Number of Persons That: | ...
2t Become Remain ‘Pertent
g Insured Uninsured | Reduction
(millions) (millions)
Current Systemn - 372 -
Insurance Market Reform Only* 1.1 36.0 3.0%
Insurance Market Reform with Subsidies® 14.9 22.3 40.0%

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

‘b As specified in the Managed Compeuton Act. 100 percent premium subsidy for persons with i 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.

Source: Lewin-VHI esdumates 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.E5-2 Persons who remain uninsured under the Managed Competition Act would continue
to consume about 55 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 compedtve, physicians and
hospitals will be put under increasing pressure to either avoid the uninsured or lose financially. In
this way partial 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.

S4FMO0180 i 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.

- TABLEES-2
NUMBER OF PERSONS AND NATIONAL A VERAGE PREMIUMS FOR

PERSONS UNDER ALTERNATIVE REFORM SCENARIOS IN 1998
o R o 1 N National Average = Increaseln
~ Reform Scenario .~~~ | Size of Pool Monthly | Average Annual *
covtoswooo 0| (in millions) | Per-Capita Premium for an--
: Premium Insured Family® ~

Currently Insured 185.6 $172 L
Insurance Market Reform Onlv' 186.8 8176 - $104
Insurance Market Reform with 200.5 $182 $260
Sub_sidics"
Universal Coverage® 222.8 $175 $78

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

b  As specified in the Managed Compeaton 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 wauld be the same under either mandate because we focus
only oo 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 esamates using the Health Benefits Simulatdon 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.E5-3

ES-3  This premium amount for 1998 is standardized to reflect the standard benefits package in the Health Secunrty Act The
benefit package is used throughout this analysis because the Managed Compeuuon Act does not specify a standard
beoefit 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 currenty 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 famnily 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 entry into heaith 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 Competiion Act addresses this by
permutting 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 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 reformn. 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 eaming 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 earming $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.



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.ES4 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.

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.

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 families, with or without
wage effects.

ES4  To esumate the wage effect. we assume tha: 88 percent of new employer costs (based on econometric studies) are
evenmally 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.

S4FM0/80 v LEWIN-VHI, INC.



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

WITHOUT WAGE EFFECT
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Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM).
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TABI E3

NUMBER Ol-‘ I'ERSONS, NATIONAI. AVFRA(.I-: !’RFMIUMS AND CHANGE IN llouswol.o "EAI.TH SPENDING
1 te
'UNDER ALTERNATIVE REFORM 9(‘1- NARIOS IN 1998

National Average o * Increase ln
: v A A 1
Reform Scenario .| SizeofpPoot | Monthly | P:::fe r';"';’
3¢ Ly b D WIAN R in millions) !’er-Capila s um jor !; '
: ( ) ‘Premium’ | Insured Family
Currently Insured - 185.7 $172 -
Insurance Market Reform Only* 186.8 $176 $104
Insurance Market Reform with Subsidies® 200.5 $182 $260
Universal Coverage® 222.8 $175 $78

a Insurance market reform includes guaranteed renewability and ponability, 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 suhsidies for pcrmns
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 einployer mandate
could be used to attain universal coverage as in the llealth Security 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 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 (11BSM)
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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 firms 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 relatively high premium
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 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 reforrm were implemented other than
community rating within HPPCs, the currently insured would pay, on average, $205 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
implemmenting the Act. The pamary 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-VHL: “Expanding Insurance Coverage Without A Mandate.” May, 1994.
8 Note that Table 4 findings are due 10 the effects of pooling which are independent of the organizanonal stucture (e.g.,
HPPC, bealth alliance, or other small group reforms) used to create the pools.
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TA nuz 4

NUMBER OF PERSONS AND PER CAPITA MONTHLY PRFMIUMS FOR PERSONS IN AND OUT OF THE

llp,u;ru PL.AN PURCHASING COOPERATIVES (HPPCs) UNDFR ALTERNATIVE REFORM SCENARIOS IN 1998

...... R Inside HPPC® Out of HPPC” ;
e Reform Scenarlo e (lndlvndnals & Firms <100) (Firms > 100) Natlonal verage
b AN Vit ni d u.f A AR AR A SN itie
; SR S Size of Pool l’er-Capila Size of Pool l'cr-Capita Size of Pool | Per-Capita
SRR et 2n | (In millions) Premium (in millions) | Premium (in millions) Premium
Currently Insured 72.8 $205 1129 $150 185.7 $172
Insurance Market Reform Only® 73.7 $215 113.3 $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

a  Persons in the HPPC include workers and dependents in (irms with less than 100 workers, persons in the individual insurance market, Medicaid recipients
and the non-working uninsured. The revised version of the Managed Competition 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.

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

¢ Insurance market reform includes guaranteed renewabilily and portability, limits on pre-existing condition exclusions and community rating for individual

and small group (under 100) markets.

d As specified in the Managed Competition Act, IOO 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 deductlhlllly of premium payments.
e For consistent analysis, universal coverage is based on the Managed Competition Act with an individual mandate. An employer mandate could be 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 Siinulation Model (11BSM).
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The authors of the Act have acknowledged these problems and have indicated 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 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 premiumns for workers and their dependents would
be much lower at $153 a month, comparable to premiums for workers and their dependents
outside HPPC:s 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 (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 portion of these individuals also are low-income.

Under universal coverage, Table 4 indicates that average premiums in HPPCs would fall
to S213 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 assurne that
most of this population would parucipate in HPPCs without universal coverage provisions.$

The types of premium discrepancies discussed above are not unique to the HPPC
arangement 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 reforrm 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 premium payments, subsidies, tax deductions, changes in premium 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 185.6 million

5 For a more detailed analysis of premium changes under various HPPC sizes and community rating schemes, see: Sheils,
Jobin F, “Permining Voluntary Earollment i Regional Alliances Under the Health Security Act." prepared for the Heary J.
Kaiser Foundation 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.

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 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 S). 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 heaith spending changes by income group as discussed below in
Section C.
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TABLE S

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

(WITHOUT WAGE EFFECTS)

Al Currently | Currently

Households | Insured® |Uninsured®

(822 million {(76.5 million| (5.7 million

households) | hoaseholds) |households)
Managed Competition Act As Written $98 $105 st
Managed Competition Act With Universal Coverage® $322 S69 $1.406
Health Securnty Act Without Premium Growth Constraints (S180) (8223) $350
Health Security Act With Premium Growth Constraints (8254) ($300) $310

a  Aniosured bousebold is defined as bousebold with at least one person insured.

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

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

d We esimate the average currently uninsured housebold will speod an additonal $2 under the Managed
Competiton Act as written. However, under the Managed Compendon Act as wriften. many currently
uaninsured housebolds still will not purchase coverage. For these households. bealth spending will not change.
This 32 esumate reflects the average change in bealth spending for all currently uninsured bouseholds,
including those that will experience no change.

Source: Lewin-YVHI estimates using the Health Benefits 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 household
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
esumate 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 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
Table 5, 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.

94FM0180 12
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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 majoriry 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 assumpdon, 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 currendy 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 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 firrns will discontinue providing health benefits altogether; and (3)
fums continuing coverage will see savings resulting from managed care and reduced cost
shifting!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 uldmately 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 t.hrough 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 Gruber and Alan B. Krueger, “The Incidence of Mandated Employer-Provided Insurance: Lessons from Workers
Compensaton Insurance,” in Tax Policy and the Economy (1991). Jonathan Gruber, “The Incideace of Mandated Maternity
Benefits.” Amenican Economic Review. forceoming; and Lawrence H. Summers, “Some Simple Economics of Mandated
Benefits.” Amenican Economic Review, v. 79, no. 2, May 1989,

10 We esumate significant managed care savings under the Managed Compenton Act thar olamately lower employer
premium costs. For a deuailed discussion of managed care savings see: Lewin-VHL "Managed Care: Does it Wark”™
February 1993, and Lewin-VHI, "New Evidence oo Savings from Nerwork 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 IN 1998

L (WITH WAGE EFFECTS)

.. All - | Currently | Currenty

Households | - Iasured® | Uninsured”
g (822 million|((76.5 million| (5.7 million
bkouseholds) | households) | housebolds)
Managed Compesition 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 bousebold is defined as bousebold with at least one person insured.
b An uninsured bousebold is defined as a housebold in which no ope is insured.
¢ Universal coverage under the Managed Competition Act would increase federal subsidy costs relative to the
Act as wnnen. Our estimates 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 estmate the average currently uninsured bousebold will spend an additional $2 under the Managed

Competiton Act as wrinen.

However, under the Managed Competition Act as written, many currendy

uninsured bousebolds sull will not purchase coverage. For these bousebolds. bealth spending will not cbange.
This $2 estumate reflects the average change in health spending for all currently uninsured bousebolds.

including those that will expenience no change.

Source: Lewin-VHI estimates using the Heaith Benefits 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 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 irplications 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
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Source: Lewin-VHI estimates 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 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 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
ron AGGREGATE UNDER AGE 65 POPULATION

WITH WAGE EFFECT

$800 -
$600 -+
$400 -+
$200 +

S0
($200) -
(s400) + §

3 ——Managed Competition Act As Written

($600) —e— Managed Competition Act With Universal Coverage

00 e -- Health Security Act With No Premium Growth Constraints
(3800) --®-.-Health Security Act With Premium Growth Constraints

($1.000)

Ubnder $10.000- $15.000- $20,000- $30.000- $40,000- $50.000- $75,000- $100,000
$10,000 $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 currenty 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 (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

J WITHOUT WAGE EFFECT
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Source: Lewin-VHI estimates using the Health Benpefits 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 $49.999..

The HSA without premium constraints increases health spending for all the currently
insured earning 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 Bepefits 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. CONCLUSION

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
Lrnpact 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 voluntanly 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-VHL Expanding Insurance Coverage Without 2 Mandate, prepared for the Health Care Leadership 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 health spending vary significandy by family income 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 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 premiums and household
spending for the currently insured, cost shiftng, 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

nthousandsy | 65 | ower. | T3 | "G5 | Over | Tl
: e ot AS WRITTEN T i

Under $10,000 (8946)( ($2,603)| ($1,459)| ($963)| ($2,601)| ($1.470)
$10.000 - $14.999 | ($266)| ($1.498)| ($757)| (8285)(($1,481)] (8762)
$15.000 - $19,999 $13| (8537 (8161) S49( (8544)| ($138)
$20.000 - $29,999 $231 $551 $304 $358 $519 $395
$30.000 - $39.999 S344 $757 $421 $464 $742 $517
$40.000 - $49.999 $143 $833 $220 $358 S833 S411
$50.000 - $74.999 $80 $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) (946)

" UNIVERSAL COVERAGE -~ IRk b Dy
Under $10,000 ($988)| (52.623)| ($1,494) ($1,006)| ($2.620)| ($1.506)
$10.000 - $14,999 | ($200)|($1,481)] ($711)[ ($219)|(S1.463)| (8715)
$15.000 - $19.999 $147| (S549)| - (8$72) $183| (S556) ($49)
$20.000 - $29.999 $633 $782 $667 $760 $751 $758
$30,000 - $39.999 $696 $994 $752 $£817 $979 $848
$40,000 - $49,999 $335| $1.101 $421 $551| $1,101 $612
$50,000 - $74.999 $339| $1,006 $399 $552| $1.091 $601
$75,000 - $99,999 $74| (3$106) $57 $399 $7 $362
$100,000 and Over $309 $534 $325 $347 $483 $449
TOTAL $186| ($523) $45 $322 ($518) $155

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

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

With Wage Effects Without Wage Effects
ENETNE R B e R
Cooie T WITH PREMIUM CONSTRAINTS © 0o
Under $10,000 ($801)| (%478)| ($701)| ($671)| - (3456)| (S605)
$10.000 - $14,999 $236| ($569)| ($8S)| ($216)| (8561)[ ($353)
$15.000 - $19.999 $226| ($638)] (376)| (8179) (3648) ($327)
$20.000 - $29,999 $239 ($322) $111 (853)| (%436) (S140)
$30.000 - $39.999 S50| ($483)] (351)] (8266) (S404)| (%292)
$40,000 - $49.999 (851)] (%495)| (S101)| (8293)| (8546) (%231)
$50.000 - $74.999 $47| (%470) SO| ($248)| (%285) (8251)
$75.000 - $99.999 $38| ($683)| (330) ($287)| (3425) (S300)
$100.000 and Over $388| $3,361 $599 ($8)| $3.484 $239
TOTAL $14| ($383) ($65)| ($254) ($365) ($276)
WITHOUT PREMIUM CONSTRAINTS - © 7770 0 o
Under $10.000 ($767)| (5473)| ($676)| ($674) (S456)| (%607)
$10,000 - $14,999 $295| (%$563) ($47)| ($205)| (3557)| (8345)
$15.000 - $19,999 $306| ($602) $20[ ($150) ($637) ($303)
$20.000 - $29.999 $353| ($263) $213 (83)| (%412)] (%897)
$30.000 - $39,999 $218| ($281) $124| (S187) (S367) (S221)
$40.000 - $49,999 $239 (3310) $178| (S198)| (S496) (3232)
$50,000 - $74,999 $282| (8$256) $233| ($140) ($222) (%147)
$75.000 - $99,999 $328| (8$361) $262| ($160)|($3.658) (3178)
$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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TABL EA-3

CllAN(.bb IN lll-.ATu Sl'l«,Numc BY INLOMI-. IN 1998 FOR THE Cuukl-.NTl Y INbURIsl) AND UNINbURb D llousumi DS UNDER THE
MANAcw COMP!-,TITI()N ACT AND UNm- R THE Acr WITH UNIVERSAL Covumcl-‘

CURRENTLY INSURED CURRENTLY UNINSURED
AS WRITTEN UNIVERSAL AS WRITTEN UNIVERSAL
COVERAGE COVERAGE
HOUSEHOLD.. | NUMBEROF | WITHOUT | WITH |WITHOUT| WITH |WITHOUT| WITH |WITHOUT| WITH
~. INCOME . |HOUSEHOLDS| . WAGE | WAGE | WAGE | WAGE | WAGE | WAGE | WAGE | WAGE
L (N MILLIONS) | EFFECTS | 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)[ (3309)] ($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 9.4 $472 $334 $426 $298 $339 $339| $3,450, $3,450
$40,000 - $49,999 9.4 $358 $137 $317 $906 $363 $363| $2,757| $2,757
$50,000 - $74,999 15.2 $293 $76 $257 $40) $279 $229|  $4.333 $4333
$75,000 - $99,999 6.5 $120 ($211) $75| ($256) $505 $505| $3,750[ $3,750
$100,000 and Over 7.8 $202 $63 $l6l $22 $0 $0|  $2415 $2415
TOTAL 76.5 $105 ($41) $69 (377) ) - $1,406( $1,406

a.  We estimate the average currently uninsured houschold will spend an additional $2 under the Managed Competition Act as written.  However, under the
Managed Compelition Act as written, many cumrently 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 HEALTII BENEFITS SIMULATION MODEL (I HBSM)
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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 SECURITY ACT
WITH AND WITHOUT PREMIUM GROWTH CONSTRAINTS

WITH PREMIUM |WITHOUT PREMIUM
CONSTRAINTS CONSTRAINTS

HOUSEHOLD ! NUMBEROF | WITH - |WITHOUT| WITH |[WITHOUT

. INCOME ' | HOUSEHOLDS | 'WAGE " | ‘WAGE | WAGE | WAGE
{IN THOUSANDS) | (iN MILLIONS) | EfFECTS | EFFECTS | EFFECTS | EFFECTS
Under $10,000 8.6 ($873)]  ($709)]  (5859)|  ($711)
$10,000 - $14,999 4.6 ($62)|  ($308) $35|  ($299)
$15,000 - $19.999 43 ($58)]  ($263) $81 ($234)
$20.000 - $29.999 10.8 ($39) ($144) $134 ($94)
$30.000 - $39.999 9.4 (S165)|  ($320) $65| ($241)
$40,000 - $49,999 9.4 ($147) ($328) $131 (5233)
$50.000 - $74,999 15.2 ($114)]  ($285) $187| (S178)
$75,000 - $99,999 6.5 ($120)]  ($330) $232]  (S203)
$100.000 and Over 7.8 $210 ($24) $605| $117
TOTAL 76.6 (8161),  ($300) $71|  ($223)
’ ; UNI_\'SURED 3 B iy R s Pl T WA
Under $10,000 1.6 ($278) (8464) ($269) ($470)
$10,000 - $14,999 1.0 $1,298 $201| $1.420 $220
$15,000 - $19.999 0.8 $1,407 $302| $1,538 $329
$20.000 - $29,999 1.0 $2.274 $864 $2.461 $919
$30.000 - $39.999 0.5 $2,194 $578] S2.410 $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| S1,707
$100.000 and Over 0.1 $2,878/ $1,159] S$3,176| $1,274
TOTAL 5.7 $1,343 $310f $1,478 $350

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTH BENEFITS SDMULATION MODEL (HBSM)
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Introduction

Scnator Bob Dole has presented an altamnative national hezlth reform proposal
which takes a more "incremental® approach to solving the crisis in health care costs and
rising rates of uninsured Americans. The Dole plan would impose strict cost controls on
the federal shareof the federal-state Medicaid program, which provides health care to over
30 million low income and elderly Amaricans. Spedfically, the Dole proposal would cap
the growth in the federal share of acute care Medicaid to 6% per recipient per year from
1996 to 2000, and 5% each year thereafter. In addition, it would impose 2 25% across-the-
board cut in the "disproportionate share” (DSH) program of Medicaid, which provides
addisional money to states to help them compensate hospitals that have significant
amounts of uncompensated care.

This study assesses the impact these federal "cost containment” measures will have
on state budgets, since states are partners with the federal government in the Medicaid
program. The major findiags are summanzad below:

° Absent universal coverage and system-wide cost containment, the Dole plan would
simply pass additional costs down to state and local governments. In total, state
governments would have to spend $3.5 billion more from their own funds to cover
Medicaid costs in the first year of implementation than they would without
reform. Costs over the 8 year period 1996-2003 would total an astounding $115

billion. :

° Some states would be particularly hard hit. Over 8 years, California will face $13.1
billion in additional costs, Texas will face $8.4 billion, and New York will face
$13.4 billion more in total Medicaid costs

° The plan’s proposed cut in the "disproportionate share hospital® (DSH) program
alone would mean states must find an additional $41 billion over 8 years to keep
the program funded. This would have a direct negative effect on the hospitals that
act as safety nets for uninsurad and low-income patients. The plan also presents
the option of phasing out DSH altogether, which would represent a loss to the
states of $15 billion in 1997 alone.

° States would have to spend more of their own tax dollars to compensate for the
loss in federal assistance. Whereas states are projected to spend 20% of their
geaeral fund budgets for Medicaid in the year 2000 without comprehensive reform,
they would be forced to inarease that to 23% if the Dole plan were to become law.
This will squeeze other programs states mmst fund, such as education and antj-

_ GTTme measures.

Ironically, many state leaders have been looking to national health reform as a
means of providing some fiscal relief from anstantly rising Medicaid costs, but the Dole
plan would only exacerbate this fiscal stress on swate and local governmeats.
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Summary of the Dole Plan

Senator Dole’s alternative health plan is not detailed enough to assess all of its
implications on state budgets. However, its provisions which cap the federal share of
Medicaid and cut disproportionate share hospital payments (DSH) would result in clear
and measurable new costs to the states.

The Dole proposal would subject federal Medicaid reimbursaments to state
governments for acute care scrvices, less disproportionate share spending, to an annual
payment cap for each recipient. Total federal reimbursement for each state would be
determined by multiplying the capped per recipient amount by the number of Medicaid
recipients in the state. The cap would limit this per recipient federzl spending to increases
of only 6% annually from FY 1996 through FY 2000, and only 5% each year beyond FY
2000. The proposal also reduces Medicaid payments for disproportionate share by 25%,
starting in 1996, to help pay for subsidies for low-income individuals and families without
health insurance.

New Costs To States Will Be Unavoidable

The Dole plan specifiaally precludes states from taking such actions as limiting
Medicaid eligibility as 2 means to help off set these new mandated Medicaid costs. In
addition, the plan does not guaranfre universal health care coverage, nor require that
employers cover their employees. As a result, there will still be large numbeas of

i and uaderinsured populations for which state and local governments will
continue to be the health care providers of last resort. Hospitals will still have to absorb
uncompensated care costs, espadally public and teaching institntions, without the same
amount of offsetting assismnce from the federal government.

In fact, the Dole plan could induce small employers to drop coverage for low-wage
workers, increasing the burden on the public sector. The combination of subsidies for
low-wage workers and no required employer contribution towards insurance could
encourage employers to let federal taxpayers shoulder the burden of insuring the working
poor. The Dole plan even anticipates this effect by saying, "An employer that finances
health care coverage for any employee would not be allowed to discriminate against any
employee based on his/her eligibility for a low-income subsidy. Employers who violate
this rule would be assessed a penalty. . ."* How such a system would be enforced is very
unclear. It is alsounclear whether the low-income subsidies would be adequate, since the
Dole plan specifically reduces such subsidies to avoid deficit spending.

!see Section C. 3., p. 7.
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Even the Dole plan’s provisions for cost con@inment from "managed competition”
are weak. Purchasing cooperatives would be voluntary. The insurance reforms in the
small group sector could actually lead to higher premiums for thar market (as they did
in New York), further discouraging small employers from contributing towards health
insurance for their employees.

Like other versions of health reform aurrently under debate in Congress, the Dole
plan does not assist states in providing care for undocumented immigrante Moreover,
it takes disproportionate share funds currently used by states to defray these costs, and
allocates them instead for low-income subsidies. The Dole plan also makes cuts in
Medicare that will adversely impact public hospitals and teaching institutions which rely
on federal and state finandal support for both operations and capital investment.

All of these aspects of the Dole plan imply significant costshifting from the federal
government to state governments, and from the private to the public sector. Since there

is no framework for overall cost containment in the Dole plan, states will be unlikely to
find savings within their own programs to offset the new federal costs.

The Additional Financial Burden on the States

The total additional costs to state governmeats from having to absorb Senator
Doleé’s proposed cap on federal acute care Medicaid spending aad cuts to disproportionate
share total $115 billion over the first 8 years of implementation.
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TABLE 1

While the cost to state government of the federal cap compounds over time, all
states will see additional burdens immediately. The following chart shows the
implications of the Medicaid cap on a yearly basis for each state:

COST OF DOLE CAP (Dole Plan vs. No Reform)
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TABLE 2

The cut in the disproportionate share program alone represents a significant loss
to maay state governmeants. For example, as the z:l‘lowing chart shows, California, New
York, Texas and Louisiana would suffer the greatest losses in federal aid from the Dole
plan, and would have to turn to their own state resources to compensate hospitals.

TOTAL LOSS IN DISPROPORTIONATE SHARE
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TABLE 3
TOTAL SHORTFALL DUE TO DOLE MEDICAID CUTS
OVER 8 YEARS 1996-2003
Alabama $2,238,239,893 Montana ZeT: _;98,541,283
Alaska $293,029,370 l Nebraksa $351,910,442
| Asizons §1,641,581,255 [l Nevada $361,831,786
Arkansas $822,386,112 | New Hampshire $263,357,795
California $13,071,822,666 @ New Jersey $4,416,187,944
Colorado $1,090,617,561 ll New Mexico $561,122 841
Connecticut $1,441,607,270 New York $13,373,673,255
Delaware $143,024,591 ll North Carolina $2,700,080,141
Dist. of Columbiz $430,070,552 ll North Dakota $262,664,004
Florida $3,967,783,375 [l Ohio $3,885,059,134
| Georgia $2,667,278,942 | Oklahoma $852,149,280
Hawaii $286,318,710 ll Orcgon $754,036,356
I Idaho $214,771,527 @ Pennsylvania $5,240,584,812
Hlinois $2,994,682,500 ll Rbode Island $588,189,157
Indiana $1,897,612,230 l South Carolina $2,321,065,825
Jowa $595,882,771 South Dakota $182,305,487
| Kansas $1,040,751,113 [l Tenmessee $2,987,801,204
Eentucky . $1,923,802,498 [l Texas $8,394,834,231
Louisiana $5,636,100,901 | Utah $447,024,435
Maine F $830,548,080 Vermont $206,779,240
Maryland $1,337,045,132 [ Virginia $1,212,176,153 |
Masaachusctts $2,775,540,456 Washington $1,824,034,237
Michigan $3,857,123,581 [l West Virginia $1,427,064,348
Minnesota $1,053,081,719 Wisconsin $1,232,218,165
| Misisippi $1,461,881,624 fll Wyoming $111,533,168
LMisouri $2,832,879,569 $114,737,126,429

Source: AFSCME/Citizen Action Hc;lt.h Care Model
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METHODOLOGY
The 6% Per Recipicat Cap on Faleral Medicaid Acnte Spending

Medicaid expenditures for medical assistance are based on Health Care
Financing Administradon (HCFA) form 64. From this total, skilled nursing
facilities, ICE/MR, and DSH expenses were subtracted.

Recipient data taken from HCFA form 2082. Skilled nursing facility and
ICF/MR recipients were subtracted to give acute care recipients. Projections for
the number of Medicaid recipieats are based on HCFA's national estimates.
Projections for federal cost per capita are based on Congressional Budget Office
(CBO) estimates.

Federal cost per capita = Acute care expenditures/FY 93 acute recipients.

The difference in the cost per capita under Dole is the uncapped projections less
the Dole capped projections for each year. This difference is then multiplied by
total recipients and added to each state’s share of total Medicaid cosss.

Disproportionate Share Cut of 25%

HCFA projections for disproportionate share for 1996 through 2003 were
reduced 25%, and these cuts were distributed across all 50 states according to
their 1993 shares of total disproportionate share spending.

State Budget Projections -

All state general fund FY 1993 figures come from the National Association of
State Budget Officas (NASBO), as reported in Fiscal Survey of the States, 4/94.
State Mecdicaid expenditures are derived from HCFA cost reports for FY 1993.
These were compared with total state Medicaid spending as reported by

NASBO, and in most cases agree (see notes at bottom of tables).

Budget data was projected based on the following assumptions:

a.  State general fund budgets will increase on Avcragc by 7% annually (this
is the nominal average from FY 1979-94, according to NASBO).

b.  Total state Medicaid spending will increase 9% annually without system-
wide health care reform (ie. the Dole Plan). This is lower than recent
aperience, and is taken from 1994 CBO projections and HCFA

preliminary estimates.

c The "Dole effect” of capping federal Medicaid expenditures per recipient
is then added to the state share in each year beginning in FY 1997.
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