


PRIVATE HEAL TH CARE PREMIUMS 

THE CLAIM: 

New swdies by KPMG Peat Marwick and Foster Higgins & Co. find that private health 
insurance premiums are increasing less than inflation, largely because of the growth of 
managed care. Some claim that this means that the Republicans are right in counting on big 
saving~; from increased use of managed care in Medicare. 

THE FACTS: 

• The surveys show that there is a one time savings from the move from more 
expensive fee-for-service to less expensive managed care plans. Both KPMG and 
Foster Higgins report that there is no evidence that these savings can be maintained 
over time. Foster Higgins says: "Where is this reduction in health care costs that we 
read about in the papers? When you look at the managed care plans, you see that 
there was none. It was simply the movement from indemnity to managed care." 

• The real question is why premiums increased at a lower rate than inflation. The 
ans\ver is simple. People are getting less or paying more out of their own pockets. 

Both studies show that large employers are saving money by increasing the amount 
their employees are paying. Employees are being asked to pay a greater share of the 
premium payment as well as higher copayments and deductibles, and many of them 
are moving into lower cost plans. 

• In addition, employers arc saving money by carving out expensive "specialty benefits" 
like prescription drugs and mental health and providing them in separate plans. Foster 
1-1 iggins estimates that these two carve-outs save $600 per employee. 

Finally, KPMG Jound that in the past year, greater numbers of preferred provider 
plans limited coverage to people with so-called preexisting conditions. 

• We believe that plans can and should be more efficient. But we also believe that it is 
disingcnous to call cut backs in benefits or increases in out or pocket costs efficiency. 
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Jten,,ium l~reases Are Below· Inflation Rate for.First ·Time in 10 · iears · 
...... ,.,,y,~ .·~· '. ":'•' .: ,.. . 

. • . I • ~ I•· 

~ .. ·o,,..,\V~ Post Slaff Writer 

~.···.11 .. ··· 
By David Segal . THE COSTS OF--HEAlTH· CAR~ 

;lnere_a~; 1n1·itealth care premiwns 
~~fcill.~"'below the rate of infla~ 
for the first tiine in 10 years, largely 
because of the growth of managed· 
care.programs, according to a national · 
smvey released today by KPMG Peat 
Marwick LLP, a benefits consulting . 
'firin. . . . 

:The report, which surveyed 1,037 
randomly chosen employers, provides · 
both heartening and disheartening 
news for. congressional Republicans · 
who want to curtail Medicare costs by 
iricreasiitg reliance on managed care. . 
AUtho:rs of the survey said the ability 
of.managed-care plans.to contain costs 
niif~Shon-JiVed: 
.. The survey found that health preini· 

umsroravme[y-ofplaiiSmcreased at 

·-. ·u nlike in 1994, the cosi of 
. health insurance premiums 
this year* has been growing more 
slowly than inflation overall .. 
,.,... Hearth insurance premium5 

vs. inflation 

• Increase· in health. 
· 5% • 4.8% insurance premiums 

[ill] l~flation 

3 

0 
1993-1994 1994-1995 

an' avera~t ~1. percent-:£rom · "'March 31, 1994-March 31, 1995 

... although premiums for . 
many manage4-care fir.ms ... 
continued to rise.in 1995. · 

\. 

~ Premiums· for HMO finns, 1995 · 

1994 to 1995, while consumer.~nces 
rose 3.2 percent Tllefigures continue 

SOURCES: KPMG .survey of 1,037 empl0yers, Bureau of Labor Statistics 

. a two-year trend of moderating prices: 
Jn· 1994, premiums rose by .4.8.per­

. ceilt and in 1993, by 8 percent. · · 
spending· that are similar :to those' in 
the l}nited States. · · 
. What's limiting the premium in· .. 

creases, the survey found, is the grad· 
ual migration of employers ·to man-

. aged care, a catch-all phrase for health 
plans in which . primary-care doctors 

"Managed care has turned the tor· 
ner in moderating the rate of health 
premium increases by pUshing it below. · 
the consumer· price index, n said Jim 
Buckley, partner m cllarge of hfaJth 
benefits atKPMG Peat Marwick. "But 
wbethE!I' or not these ·~vings will con-

. · tiinie in the future is the real ques- · · 
~ Tfie challenue, · 

·;The slower rate of premium in· O' 
·creases generally may reflect one-time Buckle. ~v. said, ·will b_ e 
savmgs. from the move' away from less './ 
cOst-efficient fee-for-service plans, and ·keeningp· _remiu_ ins ..... 
irito ~ ~ged-care" o~ra- r 
~. AdditioJW]y, some health care /OW as advarices i'ft . 

. ~t:; are skepticaJ that managed . 
care will, in the long run, contain costs techno'o· IH\f ma. k'n 
at-·a better rate than other health care · "

1 

OJ · c;; 

deilVayapproaches. · 1 ·health .care both. 
.'1'! I ran. [a health maintenance OJ:-ga· . 

_mration.], I would be able to SQUee7.e better and ' 
ou("a fair amount of fat," said Uwe · • · ' ·. . . 
~haJ'dt, a ~eal~ care economist at . paradoiicallv mare 

. ~ton University; "But once the '.I' · 
doctors" fees hav~ been squeezed to costlv. -
the hue bones, once. hospital stays '.I ' 
have bren reduced; will you then be 
able to oontinue the trend? That's an 
open question now." 

~As evidence, Reinhardt cites the' 
· single-payer Canadian system, which · 
si>ends less per capita on health care 
but has seen increases iri health care 

act as "gatekeeper8" to curtail surgical 
procedures and hospital-stays. The 
survey found that enrollment. in all 
kinds of managed-care plans rose by 4 · 
percent from 1994 'to 1995 and now 
stands at 69 percent of employees in 

· THE WASHINGTON POST 

the companies surveyed. Health main· 
tenance oJ;g.mu.ations (HMOs) showed · 
the smallest rate of increase in health 
premiwns with just Q.4 j>ercent. · 

The challenge, Buckley said, will be · 
. keeping .premiums low as advances in 

.· teclmology make health care both bet· 

. ter andi paradoxically, more costly. · 
·Unlike other busine5ses whereteclmO-: 

logical advances reduee easts-mm~ 
puters,. for instance,, help retailers 
keep prices doWll....:.health care gener­
ally gets more expensive as its related 
technologies improve. A simple X-ray, 

. for example, costs $80, but Will not tell· 
you nearly as much about a broken 
bone as the results of a $500 magnetic 
·resonance imaging procedure, which 
cOst.s about $500, Buckley. said. 

Equally vexing. is the gradual aging 
of the population, a trend fueled by low 
birth rates and the passing into middle 
age of many baby boomers. ·For each .. 
year 'that a populat;ion ·ages, Buckley· 
said, its health care. spending ,·rises by 
2 percent tc>·3 percent · · · 
· These d¢mograpbic and techµologi­

cal forces are a challenge· to Republi- . 
cans in Congress, who hope. to save 
billions of dollars on health care in 
coming yeats · by providing vouchers 
that seni~rs can use to enroll in man· 
aged-care facilities. 
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. By Joan Biskupic 
W~ PmtSllff Writu 

~ The sUpreine Court said yesterday 
'-.J it wouid decide the i)oliticalfy charged. 
~ question· of Whe.ther the.government 
~ must .. -adjust census figure$ to c6m-

......, pensate for the ilndercounting of ra-
~ cial minorities-in the nation's big cit-

~ iesA .;uling· ·in' the ca~e ulti~ately 
,.._ could change . th~ api>ortionment ,of 
~ congressional seats and distribution of 
~ . federal fl!:nds among· states. - , . . 
~ "l(aU-boils·down .to power .ancJ 

~ \ . rSJ money," observed Barbara ·Everitt 
W' """""4 Bryant, . director of the Census Bu-

,...... ._ reau from' .. 1989· to 1993. Bryant, = . -E comrilentillg ye5terday"tin the court's 
~ • ~ annoiincement, noted that census da-
~ ~ ta are" .·liSed not only to reapportion 
r" · ~ Con~ but to:draw districts for leg-

• ~ l:::l islative·&?ats <lovm to the city cotincil 

.. Q.. '"a. lev~~ ~-~from a decision by · 
• ~ Bush administration. Comnierce Sec-
.~ retarY ·Robert· A. M~bai::her not io 

. 00 ~ adjus~ the 1990 p0pwation count after 
..... """""4 censu8.officials determined that" there 
~ ~ had been·an·underco"unt of minorities 
~ ~- · and certain ethnic groups. 
Q.) ~. Thaf deciSion, .challenged ~Y N:ew 
,. "'. ~ York, .Los ·Angeles, Chieago, the Dis-
.,, ......., · trict and several· other cities, became 
,. "i ~ an issue in the.1992 elections. Demo-

. ~ ~ crats. argued ·.that the GOP adriiinis-
~ .r-~ -tration deliberately refused to ac-

'-'1 counffor inrier-city residents who 

. ~ 
......,. ;. were likeI:fto vote Democratic. Ron­
s:: : aid ff.' BtoWrt; . then chainnan of the· 
::S ·. Demociatic National Committee and 8 ' now President Clinton's commerce 

lfAi.. -~ , secretary, attacked the Bush adminis-
~ ~ · tration·f~the decision. : 

U . ~ But:~:a.federal ap~s court in 
1ooo.,,1 Manhattan iuled last .year .. that Mos-
, ~ . , bac:bet'!ll<hiot. ~o enougb:to ensure an 

~ \ . ~ I ac:c:ur;lte:bea!f: count, the Clinton Jus-
~ • - ' tic:e nf Pariment appealed to the high a i . =t~:~~I~ih!'~ 
Q.) r-~ un~~~-~penecfi~ ne!' te~ As is 
~ . '-'1 . thelI' tradition, the JllStices will . not 
~ i:::· · begin ~g.~ses until Oct.2, the 

. ~ • C . first Monday·~ October. But as th_e 

= . ~ court ~~one 1il the last.two years, it 
t) made·an ~ly -~tart on new cases to 

.r I"\ ~ : sup~l~~t"a.reJatively. ~calendar 
1\,# .J. -.i . c:aqied over-.~~m lasttenn. . 

The justices also said yesterday Another. looming question is 
they would hear· a sentencing appeal whether Chief Justice William . H. 
from two police officers convicted in Rehnquist, .who had back surgery yes-
the highly publicized, videotaped terday, will be. cin the ·bench next 
beatirig of Rodriey G. King in ·Los An- Monday when the tenn officially be- . 
geles four years ago. gins. A court spcikesman: Said Rehn- · · 

.. After ·former sergeant Stacey C. quist, who will be"7l Sunday,.undei:- · 
Koon and officer.Laurence M. Powell went a "laminectoniy Jo{ spinal 
were conVicted by ,a federal jury of" stenosis" at Washington HospitalCen-
civil rights violations, they were sen- ter and was "restiitg comfortably." ·. 
tenced to 30 months in prison. Ari ap- The operation involves a surgical 
. peals court,· however, ruled last year · chipping away of the ·bony arches of 
that the sentencing judge improperly the ve11ebrae to relieve compression 
departed from federal sentencing of the spinal cord. Rehnquist has· had 
guidelines. and that the sentences recurring back problems since 1977 
should have been at least 70 months. and periodically~ stands and walks . 
. The tijal judge had reduced their around during oral. argurilents to· re-

prison time largely because the def en- lieve the pain. A court spokesman 
dant police officers.initially had been said it was not·known when the chief 
provoked by King, because they could return to the bench. 
would be susceptible'to abuse in pris- Yesterday's.census case immedi~ 
on,"and'because they were tried both ately became one of the most signifi-
in state and federal courts. cant disputes on the court's new cal-

The appeals court ruled that.those endar. Billions of federal funds are at 
factors were not proper grounds for stake . 
departure from .the ·rigi(I sentencing "In the last 2.0 years," said fonner 

. guidelines. The offi~rs· acquittal in a census director Bryant, now a busi-
1992 state ttjal, which preceded the ness. professor at the University of 
federal trial, sparked riots ,in Los An- Michigan, "we've gotten some 120 
geJes that resul~ed· in more than 50 federal fwiding programs. that move · · 
deaths and more than $1 billion in· approximately $150: billion a year, 
property damage. · which in their formulation for distri-

While the Supreme Court refused bution use census counts." 
to take up Koon's complaint that the The Census· Bureau estimated that 
successive state· and federal prosecu~ an adjustment would i:aise the official 
tions violated his constitutional right 1990 population by about 5 million-· 
against doiibl~ jeopardy, the court's to 254 million. Hispanics, Indians·and 
acceptance of the sentencirig question b~acks reportedly were unpercounted 
eventuaµy. could clear up confusion by about 5 percent and Asians by 3 
nationwide on judges' discretion un- percent. 
der the controversial federal sentenc- Studies showed that if an adjUst~ 

· · ing guidelines. . ment wer:e ordered, California a~d 
The new cases would be heard in · Arizona each could. gain a congres-

· early 1996 with decisions handed sional seat, at the expense of Permsyl-
. down by the end of .the 1995-96 term . vania and Wisconsin.· 

.. ·'next summer.. It is unlikely that a high court deci-
- The ci>urt, which will continue in sion would affect districts-in the 1996 
upcoming ··weeks to accept new ca5es, elections;· especially because any new 
bas yet to. reveal whetlier it will take standard articulated .by the court 
up the-Justice Department's chal- · . probaJ:>ly would involve further lo~er 
lenge to the male-Qi].IY Virginia Mill- · .court action. · .· · · ·.· ·· · . 
tary. Institute in LeJtington. An ap- · The· case, ~which arises from ap-
peals court last year endorsed VMI's peals by the states of Wisconsin and 

· exclusion of women after the state Oklahoma iii addition to the- Justiee 
·began offering a leadership program · Department, is more likely to affect 
for women at nearby Mary Baldwin · federal disbursements .through ·.2000, · 
College. The Clinton administration is and then the new census, said ·Paul 
appealing a decision that allows for Crotty," corpriration. counsel for· New . 
"separate, but -sµbstantially compara~ York Ci_ty. "It .is importanL. : to· an-

• bJe" education for the sexes. · · swer why the Department of COin-

.'' 

- meiee shonldn't:~·foreed·to use·the 
. most accurate method for.best CoWl-· 
:-tirig,".llesaid., .. : ,.:, · · 

·. ·.: ··The_,.gov~_rmif~rit:.11c~n~W.tedges 
... th~t .uiipercq_µnts.·.h.<ippen: Blacks ·and.. 
:, ·Hispanics ·are, undercounted :more< 
. than :whites;: :me ii ·:are: missed: at" a .. ' 

higher .:rate' 't~ai(wonien; ·th~· }'oiing· · 
· :are~m9~_~;~edd~f.ly;,~c1· · 
renters·.are:DUssed more'thari home-· ownt?rs;·:. ·. ·. -... - · ·. . ·· 
· Solicitor· Generiiilliew S. Days III 

said in a brief !hat courts should not 
try to detei'mine what.the best census 
policy should be; but rather: whether a 
commerce secr~tary's decision.not to 

. make..~ ~djustm,ent is within a r:ange 
of· "constitutionally. permissible ·op­
tions." In this case, the secretary re­
jected a recommendation froin the 
Census·'Bureau ·,to. malce an adjust­
ment 'after finding; according to Days~ 
that the adjusted figiires ·were less ac~ 
curate than the unadjusted count. 
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-_HMO Premiums to -Stay Steady in 1996, 
·Lagging B~hind Inflation~ Survey Says 

.. . 
By RHONDA L. RUND~ -

Staff Reporter of THE WALL STREET JOURNAL 

Medical·ca,re prices charged by health· 
maintenance organizations will be nearly · 
the same in 1996 as this ~ear, lagging 
behind the projected general inflation rate 
for the ·first time in years, a survey. 
finds. . 

HM Os -across the country' -expect an 
· average 0.83 increase in premiums, with 
rates declining 0.5% in the mountain re· 
gion, including Arizona, Colorado, Idaho 
and Jive other states, according to the, 
survey conducteci-by Sherlock Co., a G\vyn· 
edd, Pa.; investment-banking firm special· _ 

-izih.g in the managed-care industry. Econ· 
omists generally expect overall inflation to 
be about 3% next year. . -

. HMOs are responding, in part, to criti-
cism in recent years that their price in· . · 

- creases have been higher than the general their current plans to give decreases, or no 
· inflation rate and have shadowed the in· · increase," he said. . . 
creases of more expensive traditio_nal Of the survey respondents, 52% antic;:i· -

;: me~ical plans, said John Erb, a principal pated. increases in their premium rates, 
, ~ at Foster. Higgins & Co., a New York-based - while almost 22% expected declines and 

~ consulting firm. "Now with all the com· 26% anticipjited flat rates. Of the respond· 
~ plaints· about huge profits and executive ing HM Os, 42% expected deteriorations in 

. : salaries, .some· HMOs may be fearful -of their medical-loss ratios, _ meaning that 
· :'. losing market share based on price." their payments -to doctors and hospitals _ 

'.'. Anonymous Responses would_ be a larger portion of tffeir ·total 
·: The survey -findin~-w~re "relatively. revenue; 26% expected the ratios to im· 
; even" across different geographic regions prove; and nearly 35% expected no change. 
:: an_d.present i•a fair picture of the kind of - _ Medical costs are generally about 80% of 
~premium-rate increase consumers and HMO revenu_e. 
~ their employers could- expect to -receive Overall~ -the medical-loss ratio is ex· 
; n~xt year," said Douglas Sherlock, the pected to rise 0.5%, meaning that HMOs · 
; firm's principal~ He cautioned t.hat most of will pay slig~tly more of their total revenue 
•·the responses were anonymous, so the toward-medical-care, the survey showed. 
: results could be skewed somewhat by a Mr. Sherlock calculated, based on the 
· an overrepresentat1on of either too· many findings, that HMO payments to doctors. 
: large or small HMOs. . . " hospitals, . and other providers, will in· 
· Responses were received from· 92, or crease 1.5% next year. 

_:·almost 17%, of ·the 54·7 HMOs to whom -Mi-. Sherlock°-said he was surprised to 
,. questionnaires were sent in August, Mr. . find rates firming in the Pacific region, 
~Sherlock· said .. The results_ appear in the which is dominated by Califomia,·one of 
; October edition of his firm's newsletter,· the most competitive HMO markets. At the 
~Pulse, mailed ·-Friday. Subscribers are same time,-HMOs in that region expect a 

- -~ mainly HMO financial officers, investment · small improvement in their medical-loss , 
-· ~professionals, hospitals and doctors. - --ratio,· indicating· their profit .. margins-will 

:: Medical-Loss Ratios·; - rise, he- said. That reflects the "ovel'.· 
.; Con~ultants, analysts !!nd HMOs con· ' whelming presstire on doctors- and hospi· 
: tacted at random last w~\[ said they tals" .t~t California HMOs are exerting, 
~ expected 1996 increases to be quite small, he said. . -
-. an expectation in- line with the survey "Flat rates are what we see for 1996," 

: results. Negotiations· are_just heating up said a spokesman for Health Systems 
t now between employers _and HMOs, insur· International Inc., a big· HMo· based in 
~ ance comnanies and other health plans, sc Wood!ar.d Hills; Calif. Another Ca.lifornia­
: that finai" contracts can be nailed down in - _ based HMO, FHP International . Corp., 
·: ~ovember and December before most ar· - expects -rates to decline by between 1.5% 
; rangements go into _effect Jail.. 1. and 2% in the year ending June.30, 1996, ·a 
· "From our client work with large em- an FHP spokeswoman· said. FHP's rate 
. ployers, the-1996 increas~s. will be mini:· declines are driven by the June 1994 acqui-
• mal. if any, across the board," said Mr. sition of TakeCare. she said, whose rates 
'.Erb. "Many HMOs are. repricing even "were on the· high erid:of the market." 

- . 
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.· Pitofsky Will Test Marketplace of Ideas Theory 
In FTC's~·Review of Time Warner-Turner Deal 

By BRYAN GRULEY 
Staff Reporte1" of THE w AU. STREET JOURNAL 

WASlilNGTON - As ·a scholar and 
teacher, Robert Pitofsky has preached the 
controversial notion that antitrust laws 
should not only protect competition in the 
economic marketplace, but also in "the 
marketplace of ideas." · · 

Now the new chainnan of the Federal 
Trade Commission is preparingto investi­
gate a deal that 
could allow him to 
put his theories to 
the . test - the pro­
posed S7 .5 billion 
mergei: of Time 
Warner Inc. and 
Turner Broadcast-

.· tng System Inc. 
In a private 

-showdown last 
Thursday night • 
Mr. Pitofsky and 
Anne · Bingaman, 
the assistant attor- /Wbert Pitofsky 
ney general for an- . 
titrilst, finally agreed that the FTC, rather 
than the Justice Department, would handle 
the review of the mega-media merger. The 
dedsion followed two weeks of spirited 
jockeying Qetweeli the two agencies, which 
share the responsibility for overseeing the 
nation's antitrust laws. · • 

:. Fought.to Get Case 
The fervor with which the FTC fought 

for the case_ is a sign that Mr. Pitofsky 
intends to conduct a lengthy and rigorous 
review, and could in 'the end raise some 
serioils antitrust concerns. "This is one 
Bob Pitofsky really, really wanted/' said 
an associate or Mr. Pitofsky's. In particu- . 

· Jar. the .Fl'C is expected to look closely 
· at whether Time Warner-Turner would · 
wield undue control ove.r the programming 
distributed by its vast cable network, cov­
ering an estimated 40% of U.S. house-
holds. . ·. · . 

Even if the deal is approved, Mr. Pi­
'tofsky is milking it_ clear that he believes 
media mergers - which are expeetea to 
proliferate - ~eserve special scnitiny un­
der the antitrust laws. 
· .In a· recent interView, Mr. PitofskY 

declined to comment on the Time Warner- · 
Turner merger. But he provided a window 
onto his views regarding media mergers. 
·"we always take an especially close look 
at mergers in an industry.where there's a 
very .pronounced trend toward concentra­
tion [and] media mergers looks to be quite 
a pronounced trend," he said. . 

· Media ·I,>eals Are Different 
He also said media mergeri deserve 

tougher scrutiny th?.n, say, mergers in the 
shoe industry. t~You might take a tougher 
stance ... in the media fit!ld because you 
are concerned that too much power in 

. too few hands will impair freedom of 
expression."' · · 

That's a notion that the former George-

town· University law professor has been . confident the stock swap will be approved," 
pushing since the 1970s, when he Wr<>te but some insiders fear the voting trust will 
"The Political Content of Antitrust," a law · face pointed scrutiny in Washington. 
review article he recommends to those who Those people worry that federal ·bureau-

·.ask about his thil')k~ng on media mergers. crats will be uncomfortable approving an 
"It is Ba:d history, bad policy and bad arrangement so specifically . tied to an 

law ~ exclude certain political ·values in. individual.,. , 
interpreting the antitrust laws," Mr. Pi- The Time Warner-Turner· deal also · 
tofsky wrote. Rather, a11titruSt ·enforcers could test Mr. Pitofsky's advocacy of closer 
should consider the potential that "exces- · scrutiny of vertical mergers. The new 
sive concentration of economic power will · company would control a huge amount or 
breed antidemocratic political pres- the programming distributed by its vast 
sures. ;, cable network. Noncable businesses trying 

His ideas conflict w.ith the more conven- to enter the cable industry could find it 
tional view - embraced, for example, by more difficult or costly to buy program­
President Reagan's antitrust enforcers- ming from their new, bigger rivals, some 
that mergers' effects on competition antitrust experts say. Conversely, smaller 
should be judged soiely on analysis of such programmers might have a. tougher time 
econoinic factors as market shares and selling their wares to an operator that 
prices. Even some who think Mr. Pi~ofsky generates much of its programming inter­
raises good questions wonder how to quan- nally. The' Fl'C is expected to explore those 

.tify competition in his "marketplace of issues, partly because Mr. Pitofsky has 
ideas." argued that lax enforcement of vertical 

"How do you measure someone's con- arrangements in the 1980s wasn't neces-
trol in that ·marketplace?'' asks Judith. sarily wise. · · 
Whalley, ·who teaches antitrust law at · - Again, this is .an area where Mr. Pi­
Georgetown. "Is it the number of stories? tofsky's ideas have met with some skepti­
The number of reporters? And when do you cisni from his more. copservative coF 
start being concerned? ·.should you have leagues •. wlio argue there's little factual 

· more diversity 1n media than you would evidence that vertical mergers adversely 
. have in making Widgets?" ·. affect oonsumers. "Given the choice of.two 
Ideas Could 'Tip a Decision' uncertain alternatives, we should allow 

Government officials and antitrust ex-. comiietition and not government offici8.ls 
perts w;ho know Mr._ Pitofsky say he isn.'t to watchdog consumer welfare," antitrust 
about to embark on a First .Amendment lawyer Mary B. Cranston argued. in a 
crusade in the application of antitrust law. presentation last spring to the American 
Rather, as he told a Senate panel in Bar Association. · 
.December of 1993, his ideas are likely to The traditional rivalry· between ·.the 
apply "in ·a close case" where "the fact antitrust agencies has intensified since 
that we are tal~ng about something Mr. Pitofsky's arrival at the Fl'C. He 
that has an effect on the First Amendment chaired .the ClintOn administration transi­
could tip a decision in .favor of enforce- tion team that focused on antitrust, and 
ment." was expected by many to get the Justice 

But given the trend toward media antitrust job, which went to Ms. Bingaman 
merger5, its seems likely such a case will · · instead. In her two years on the job, Ms. 
eventually surface. "Before this merger ·Bingaman has heightened her diviSion'.s 
surge ·is over,"' Mr. Pitofsky said in the profile Will)~ sharp increase in investiga­
recent interview, "one of these cases is tions, including well-publicized probes of 
going to go to court, and these questions Microsoft Corp. and Archer-Daniels-Mid-
will be raised." land Co. · 

1 
· ·. 

· Time Warner is preparing for a tough Both Mr. Pitofsky and Ms. Bingaman 
review. The main i>otentil!] problem stems play down· any such competition. But asso­
from the involvement of Tele-Onnniilnica- ciates say Mr. ·pttofsky particularly 

· tlons Inc., the nation's largest Cable opera- wanted the Time Warner-Turner merger 
tor~ closely trailed by Time Warner. -TCI becallse the· Justice Department pre· 
has agreed to swap its 21% stake in Turner viously won the -ri~t .to review the pro­
Broadcasting for 9% of the new company. posed combination of Walt Disney. Co. 
To address a federal rule.barring a single and capital Cities/ABC Inc. If the Justice 
firm from controlling cable systems that Department .also had snagged the Time 
reach more than 30% of the U.S. market, Warner-Turner deal, it could have argued· 
TCI would putits Time Warner shares in a that its cumulative expertise entitled it 
voting trust controlled by Time Warner to any future media mergers. · 
chairman Gerald Levin. -Eben Shapiro contributed to this arti-

Time Warner officials say they are cle. ' 



Question: 

Answer: 

A new study by KPMG Peat Marwick finds that health care premiums 
increased less than inflation for the first time in ten years between 1994 and 
1995, largely because of the growth of managed care. Doesn't that prove that 
the Republicans are right in counting on big savings from increasing the use of 
managed care in the Medicare program? 

No. The survey shows that there is a one time savings from the move from 
more expensive fee-for-service to less expensive managed care plans. 
However, CBO says that under the Republican plan new enrollment in 
managed care will increase to_21 percent in the year 2002, instead of 14 
percent under current law. Only $7 billion would be saved because of new 
enrollment. Both KPMG and Foster Higgins report that there is no evidence 
that these savings can be maintained over time. Foster Higgins says: "Where 
is this reduction in health care costs that we read about in the papers? When 
you look at the managed care plans, you see that there was none. lt was 
simply the movement from indemnity to managed care." 



Question: 

Answer: 

A new study by KPMG Peat Marwick finds that health care premiums 
increased less than inflation for the first time in ten years between 1994 and 
1995, largely because of the growth of managed care. Doesn't that prove that 
the Republicans are right in counting on big savings from increasing the use of 
managed care in the Medicare program? 

The real question is why premiums increased at a lower rate than inflation. 
The answer is simple. People are getting less or paying more out of their own 
pockets. The same study also found that the amount employees are paying in 
cost sharing has increased. lt also found that in the past year greater numbers 
of preferred provider plans limited coverage to people with so-called 
preexisting conditions. We believe that plans can and should be more efficient. 
But we also believe that is disingenous to call cut backs in benefits or increases 
in out of pocket costs efficiency. 
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MEMO FOR: JENNIFER KLEIN 

FROM: RICHARD HINZ 

SUBJECT: Thoughts on why employer costs are declining in KPMG 
survey 

Below are some ideas as we discussed yesterday about how to 
interpret the finding in the KPMG survey released yesterday that 
employer's total premium costs have declined to below the CPI. 
They are not particularly well organized but I hope they are of 
some use to you. Give me a call if you have questions or need 
more help. 

What KPMG 1995 survey shows 

KPMG's annual survey of 1,000 large firms shows steadily 
declining health plan premium increases across all types of 
plans -- i.e., both conventional (indemnity) and managed 
care. 

Overall plan premium increases have fallen sharply in 
1990s -- 11.5% in 1991, 10.9% in 1992, 8.0% in 1993, 
4.8% in 1994, and 2.1% in 1995 -- and specific plan 
types show same pattern as overall health plans. 
(Figure 1) 

141002/009 

Premium increases for both indemnity and managed care 
plans have dropped more or less in concert from peak in 
1989. (Figure 3) 

HMO health plan premium increase dropped most from 1994 
level, and lowest of all plan types in 1995. (Figures 
1, 3) 

KPMG survey shows rapidly shifting enrollment towards 
managed care plans, particularly HMO and POS (point-of­
service) plans. 

Employee enrollment in managed care plans has expanded 
rapidly in recent years -- 56% in 1992, 58% in 1993, 
65% in 1994, and 69% in 1995. (Figure 4) 

KMPG reports that employee premium contributions are rising 
across all types of plans, and that health plan enrollment 
is rising -- 81% in 1995. 

They appear to have done a good job of controlling for some of 
the more obvious factors that might provide a misleading 
measurement of premiums. They have (1) included the full 
employer and employee share in their premiums, (2) controlled for 
shifts in the broad categories of plan types and (3) only used 
employers who appear in all of the years of their sample. 
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What they have not been able to control for are (1) changes in 
the generosity of the benefit package (2) increases in copays and 
deductibles or (3) changes in coverage or eligibility. 

The analyst tells me that the reason they do not do this is that 
the sample size is not large enough but that in looking at the 
data on each of these factors they do not appear to be a 
significant influence. Taken together these factors probably 
have some effect but cannot explain the a change of the magnitude 
they have measured however. 

Unfortunately we do not have any good data that covers such a 
recent time period to make such comparisons. The Employee 
Benefits survey that would tells us this only give us data up to 
1993 so is not much use. The latest CPS data on coverage seems to 
show that after many years of eroding coverage there does not 
appear to be a loss of direct employer coverage in the last 
several years and they may be right about the small increase. 

Therefore, the most likely explanation is that in fact the larger 
firms have been achieving some cost containment over the last 
several years. It appears that they have been achieving this by 
cutting back on their contributions and increasing_the employee 
share-;mov ing_towara::Ie..v.eI_c.ontrJ.b..ut i_o_n_ty_p_e_f_or.m:u.l.a s . A1lc f 
the survey data shows increases in the proportion of employers 
who pay only part of the premium. Foster Higgins shows a 2% 
increase in employers with premium sharing since 1993 and Hay 
Huggins shows a 7% change since 1991. 

This ~pears to be moving employees into lower cost pla__!§_.,_many 
of which are manag_ed care, probafilya-s-mucn: by employee choice as 
they respond to full marginal costs for richer benefits as any 
other factor. Although we can't readily find data to support it 
is likely that these are less generous b~Jl~f_it 2ackages which is 
as much res~onsIOl--e-f or the lower cost as is the managed care 
chariicter-.-- ·-· ----
This has been accompanied by very aggressive cost management 
pr act.Tees by the larger employers many:-ot-wtrom-have-s·rgnif icant 
leverage iJ'l"Eneir marRets and have been carving___!!.2 their health 
plansfo manage costs in areas lfK:e prescription drugs. Keep in 
rnind-ela~tne KPMC survey is of-rirms with more Enan 200 workers 
who have the ability to do these sorts of things. 

On balance I think that a reasonable interpretation of the 
survey's finding is: 

Private employers have been aggressively managing health 
benefit costs for nearly a decade now and are now achieving 
some results. 

The largest private employers are in a position to do this 
most effectively and that is what the survey shows. What 
remains to be seen are whether the small groups or 
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individual markets will suffer for this success. 

Large employers are shifting health benefit costs towards 
the employee -- increasing the employee share of the premium 
contribution, and increasing plan copayments and 
deductibles. This is moving people into lower cost plans. 

Large employers are creating strong incentives for shifting 
enrollment towards managed care plans -- setting level 
premiums for conventional and managed care plans. 

[

Large employers are carving out volatile "specialty" 
benefits -- e.g., prescription drugs, mental 
health/substance abuse services -- and providing them 
through "free-standing" managed plans. 

Large employers are aggressively negotiating prices with 
health plans. They are big enough and have developed new 
strategies to do this 

It is premature to attribute the cost containment that is 
observed solely to managed care although it may be a factor. 
We will not know until these one time effects of the 
fundamental shifts wash out when we reach some stability in 
the types of plans and benefit packages what the long term 
cost patterns will be. 

I think there is some validation of these interpretations in the 
1994 Foster Higgins survey as outlined below: 

What Foster Higgins 1994 survey shows 

Foster Higgins' annual survey of all firms (with 10 or more 
workers) shows sharply declining health benefit cost 
increases. 

Total health benefit cost per worker increases for all 
firms have declined steadily from peak in 1988, and 
plummeted in most recent survey year -- 8% in 1993 and 
-1.1% in 1994. (Figure 2) 

Large employers (500 or more workers) had cost decrease 
of 1.9% -- or increase of -1.9% -- in 1994. 

Foster Higgins survey shows enrollment shifting rapidly 
towards managed care plans. 

Large employers are shifting enrollment towards managed 
c are plans -- 57% in 1993 and 67% in 1994 -- and POS 
plans, specifically -- 9% in 1993 and 17% in 1994. 
(text on p. 9, Figure 3) 

Large employers are creating freestanding (or carve-
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out) plans for prescription drug and mental 
health/substance abuse services to ma~age use 
drug and 19~& mental health/s·ubstance abuse plans 
1994. On average, both carve-outs together save 
per employee. (text on p. 11, Figure 6) 

44% 
in 
$600 

[4J 005/009 
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August 21, 1995 
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~ledletne &; Health 
PERSPECTIVES -
Managed Care Agnostics 
Quti!stion Savings Claims 

With shouting and sometimes shoving 
matches breaking out in the provinces over 
Medicare and Medicaid during the congressional 
recen, a welcome calm fell inside the Beltway. In 
fact, at one gathering of prominent analysts and 
scholars, the utterly refreshing topic was how 
much we don't know about health care cost 
trends. 

Lighting up the event with the quip of the 
month was John Erb, a principal with Foster 
Higgins, the consultants whose estimate of a l. I 
percent drop in per-employee health benefit costs 
from J 993 to 1994 became a mantra for ch am pl· 
ons •>f market-based reform, widely touted as 
proof that the private sector can slay the dragon 
of costs wiCh managed care. 

Erb himself is much more cautious. 
"Because we collect so many numbers, we're 

in a ~ ituation where we can tell you that we don't 
k.now where this is going," he _says. "Most people 
inruilively rry ro tell you thac. We've got the num­
bers to pro'lie that we don't know where health 
care •:osts are going." 

Congress being Liut of town, it was a slow 
news week in the capital, and Erb's remarks 
earned a spate of replays on C-SPAN as a result. 
But it remains to be uen whether his point will 
work its way into the increasingly feverish and 
rhetorical debate about remaking Medicare and 
Medicaid in the private sector's image. . 

The nub of the Foster Higgins interpretation 
is tht the •93.•94 slowdown was "a one-time sav­
ings due to moving employees from a bigh~r cost 
plan to a lower cost plan." In the sampling of 
2,000 large flnns surveyed by the consultants, the 
number of employees with indemnity covera~e 
dropped from 43 percent In '93 to 33 percent in 

'94. 
According to Erb, the major lesson from the 

clata is in the breakdown of the cypes of managed 
core plans that these emJ'loyees moved to. _The 
perccmtage in preferred provider organizations 
(PPOs) remained stable at 23 percent, while 

HMOs grew marginally from 23 percent to 25 
percent. 

The managed care hybrid that gained most 
dramatically, and absorbed most of the shl~ out 
of indemnity coverage, was point-of-service 
(POS) plans. POS plans allow enrollees to go out 
of their managed care network to physicians or 
other providers of their choice for a higher out· 
of-pocket cost. Coverage by these plans jumped 
from 9 percent to 17 percent of employees in the 
Foster Higgins survey. 

Erb spells out the implications: "Nearly all 
of the migration into managed care plans in 1994 
was into managed care plans that retain an out-of­
network benefit. This is not migration· into 
HMOs." 

While two-thirds of the employees in the 
survey are in some type of managed care plan, he 
points out, "three-quarters of all employees arc 
enrolled in a plan that offers an out-of-network 
benefit, that offers choice, that retains the indem· 
nity plan characteristics." 

"This &hift did create a one time savings for 
employers," Erb concludes. "The question is, will 
it continue?" 

What Agnostics Believe 

The relevance of the "one-time savings" 
analysis to the hot summer debate over entitle­
ment budgets is argued by two scholars from the 
Urban Institute in a recently released paper com­
paring public and private health cost trends. If 
managed care savings are over-estimated, after 
all, the premise on which the proposed restructur· 
Ing of Medicare and Medicnid i:i based may well 
be faulty. 

Contrary to the commonplace perception 
that Medicare spending is out of control, co· 
authors Marilyn Moon and Stephen Zuckerman 
conclude that when measured on a per-capita 
basis, "growth rates between private Insurance 
and Medicare have actually been quite similar." 

"Preliminary numbers for 1994 growth rates 
do indicate a stronger ahowing for private insur-
1\nce relative to Medicare," Moon and Zuckerman 
acknowledge. "But we do not yet know whether 
such re!ults can be sustained over time since 

Rnhert Cunnim!ham. Editor 
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such results can be su,tained over time since 
some c>f the savings being achieved in the private 
sector represent one time gains as employees .shift 
from i:xpensive to less expensive plans. While 
Medicare could also achieve such savings, they 
are likely to be short term in nature and, thus, 
would not necessarily result in low rates of 
growth needed year after year to achieve the fed­

eral budget targets." 
Medicare aside, additional evidence brought 

to bear by Foster Higgins in its 1994 survey 
seems to increase the burden on manai:ed care to 
prove its claim to be winning the war on costs. A 
breakdown of average annual cost growth per 
employee finds that POS costs are going up 
faster, at 13 .1 percent, than indemnity plans, 
which increased by 10.2 percent from 1993 to 
1994. HMO cost growth was just slightly less, at 

9.7 percent, while only PPOs got cheaper, by 2.6 
percent. 

The somewhat mind-boggling implication ls 
that av1=rage per employee costs increased signif­
icantly in all types of plans except PPOs, 
altboueh overall spending went down - because 
of shifl:ing enrollment. That is the kind of hell 
that the rapidly changing private health care mar­

ket plays with the numbers. 
PL1tting the business of cost estimation in an 

even worse light is Henry Aaron, of the 
Brookings Institution. who says that health econ­
omists are. trapped in a state of uncertainty 
because the quantity of services (Q) in the equa­
tion E (expenditure) "' P (price) x Q is a factor 
that no one knows how to measure. 

"The character of health care services is 
changing at blinding speed," Aaron wrote last 
winter in Health Affairs. •No market evaluations 
of thes·e services exist to permit comparisons 
among !1crvices and over time. If outpatient lens 
replacement goes up and inpatient exploratory 
surgery goes down, has the quantity of medical 
care risen or fallen? If magnetic resonance imag­
int,: (MRI) exams replace myelograms, has the 
quantity of health care risen or fallen? ... 

"F1>r that reason, we cannot know what is 
happening to real health care services. To put the 
matter c~ven more bluntly, despite the attention 
lavished on various health care price indices, we 
do not know whether health care prices are rising 
more rapidly than general prices, are rising more 
slowly than general prices, are rislni at about the 
same rate, or are falling." 

~ 003/005 
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Blooming Hybrids 

The data are unambiguous about the rapid 
enrollment growth in POS plans. Where these 
plans fit in the managed care revolution is less 
clear. Some regard them as a transitional form, 
designed to lure recalcitrant employees and bene­
fit managers into the scary new world of managed 
care. 

"It's there to make everyone feel good," says 
RJchard Sharpe, former proiram director of the 
John A. Hartford Foundation, which bas support­
ed innovative care and financing systems. 

Knowing they have a choice makes employ­
ees - and the executives who malce health bene­
fit decisions - more comfortable with HMOs, 
even if they rarely exercise their choice, Sharpe 
and others say. 

But Erb suggests that the out-of-network 
benefit is more than just a symbolic, feel-good 
option. "Twenty-two years after the HMO Act of 
1973, only a quarter, i little more than a quarter 
[of employees in the annual Foster Higgins sur­
vey] have enrolled in an HMO. The rest have 
opted for a more lenient, if you will, form of man­
aged care ... 

Hybrid plans are "not a transition to HMO's 
but an essential choice that consumers want," a 
San Francisco consultant told the New York Times 
last month. 

Observers say that POS cost increases have 
occurred because the hybrid plans have offered 
rich benefits to attract new enrollees, and because 
recent enrollees, accustomed to fee-for-service 
coverage, use out-of-network providers more than 
those accustomed to HMO restrictions on choice, 
the nmes reports. 

That implies that those costs will eventually 
come down. But Erb counters that persistent cost 
increases in HMOs indicate that managed care 
has yet to live up to its promise. 

"Where: is this reduction in health care costs 
that we read about in the papers?• he asks rhctoi­
ically. "When you look at the managed care plans, 
you see that there was none. It was simply the 
movement from indemnity to managed care." 

A return to first-dollar (no deductible) cov­
erage by many HMOs ls one factor pushing up 
costs, according to Erb. Another is the demand 
for stockholder earnings in investor-owned plans. 
Increased administrative costs implicit in man­
aged care utilization and quality controls also are 
drivi'lg increest:!:, he: io.1y:-;. 

"We do not know how much money HMOs 

I 
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will bum in administering managed has reported previously. Lately, 
carr: .... " says Princeton University primary care doctors arc begin· 
eco1nomlst Uwe Reinhardt, who nlng to take similar steps in other 
app1:ared with Erb at an August 7 "Unless somebody major markets Including Denver 
briefing for congressional staff mem· and New Orleans, as well as sec-
bers: and journalists sponsored by the paid me to say ond·tier markets such as 
Wa..cJlington-based Alliance for Health something different, Knoxville, Omaha, Austin (TX), 
Reform, " ... especially since none of Worcester (MA) and parts of 
the HMOs have any data system wor- I would say that exurban Pennsylvania. 
thy of the n11.me. So wait until they j do not know whats •They are tired of being 
hav1: to put those in place." beholden either to hospitals or 

Reinhardt describes himself going on. " insurance companies. Doctors 
as an "agnostic" on the issue of arc breaking out and saying, 'We 
maI1aged care's potential for con· know bow to manage care,'" 
trolllng health costs. The numbers ._ ___________ ___, Sharpe says of the new breed of 
can be argued either way, he say5. physician groups in the managed 
"Unless somebody paid me to say something dif­
ferent, I would say that I do not know what's 
goir1g on." 

Managed Care vs. Discount Care 

In the absence of definitive data, decision· 
makers have to be guided by Instinct and common 
sem1e, say'l Erb. "Some managed care plans work 
and some· managed care plans don't work, and it's 
up to the employer and the employee to figure out 
whio:h are the good onea and which are the bad 
one:;." 

Providers, he might have added, also have 
an interest in figuring out "which are the good 
one:; and which are the bad .ones." In a growing 
number of markets, they are deciding that the bad 
one!: are loose managed care networks slapped 
together to command market share and anchored 
only by discounts and third-party utilization 
review. 

Minneapolis consultant David W. Allen, of 
McGladrey &. Allen, calls this the "Inspection 
model of managed care, where management fs by 
a third party looking over the shoulder" of 
pro\·iders. 

After preliminary experience with capitation 
in ai1 early generation of physician-hospital orga­
nizations {PHOs), frustrated primary care physi­
cian groups arc now breaking away to form their 
own managed care orgnnization' in an Increasing 
number of markets, Allen says. 

I.n mature managed care markets like 
Minneapolis and Los Angeles, these physician 
group! and PHOs are looking more and more to 
contract directly with employers, as Per:spective3 

care arena. 
The "inspection'' model amplifies admlnls· 

tratlve Inefficiency, filllng hospitals and doctors' 
offices with staff who contribute nothing to giv· 
Ing care, Allen says. That creates opportunities 
for well·run PHOs and physician groups to save 
money by taking over the management of care 
themselves. 

"There's a whole industry springing up now 
of those sorts of practice management companies" 
that provide physician groups with the business 
skills they need, he says. Ultimately, such groups 
may become customers of iusuranc:e c:ompaoies 
and buy actuarial services or other capabillties 
that insurers have, Sharpe and Allen say. But the 
groups envision going to market on their own. 

According to Sharpe, purchasing coopera­
tives and business coalitions wiU create new 
opportunities for provider organizations to sell 
direct to employers. "Co-ops are a kind of super­
market that would permit these groups to diaplay 
their wares," he says. ' 

"The insurance industry is going to throw 
fits about this," Allen predicts. 

Hardball, Anyone? 

"True care manasement," as Sharpe calls the 
regime. of provider-centered plans, is already 
threatened by the providers' perennial adversaries 
in the insurance community. 

Earlier this month, the National Association 
of Insurance Commissioners (NAIC) issued a 
draft bulletin advising state insurance regulators 
that, "If a health care provider enters into an 
arrangement with an individual, employer or 
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other group that results in the provider assuming 
all er part of the risk for health care expenses or 
service delivery, the provider is engaged in the 
business of insurance. Providers wishing to 
engage in the business of insurance mu5t obtain 
the appropriate license." 

"Prcviders have become Increasingly frus· 
trated with their standing in traditional managed 
:are," the NAIC's work group on health plan 
accountability explains in a memo that went out 
to state insurance commissioners with the bul­
letin, which is advioory and does not have tht 
forc1: of law or regulation. 

"It appears that provider groups have recent­
ly bc:gun joining together in ever· increasing buai· 
ness combination! ~o sell and provide their ser· 
vice:s directly to employers," the memo notes. 
"Under the capitated payment mechanisms, the 
providers are counting on the vast majority of 
people they are under contract to serve not getting 
sick, yet these agreements expose them to the risk 
that e\•eryone will.• 

The Group Health Association of America, 
the ·e1ue Cross and Blue Shield Association, the 
Amt~ric:an Association of Preferred Provider 
Org11nizations, and the American Managed Care 
and Review Association have all endorsed the 
NAIC's call for tight state regulation of PHOs and 
other provider organizations that assome finan· 
cial risk. r 

The American Hospital Association (AHA) 
and the American Medical Association argue 
against the NAIC's recommendation. 

"These types of integrated delivery systems 
are competitive with the insurance industry and 
somewhat of a threat," says Allen, and insurers 
bav1! lobbied the NAIC to come to their aid. 

The AHA argues that regulation of physi­
cian-sponsored networks would crimp the financ­
ing of fledgling groups and discourage providers 
from accepting capitation at a time when most 
theorists say that risk-sharing is the surest way to 
reap real, long term savings from managed care. 

Southern California's robust physician net· 
works have been able to esc:ape the purview of 
insurance regulation because state law says that if 
they own a hospital in their service area, they are 
not considered to be in the insurance business. So 
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these plans acquire small hospitals, which they 
ue proud to keep as empty as possible. 

In Minnesota, a consensus-oriented business 
community is presumed to be strone enough to 
get what it needs in the way of state policy, Allen 
says, and in Minnesota, business wants to con­
tract directly with providers. 

A greater threat, he says, is the possibility 
that the Federal Trade Commission will hold up 
provider groups on antitrust grounds, with price­
flxing complaints. 

In any case, the more successful provider­
centered networks become, the more negative 
pressures they will inevitably attract from rival 
stakeholders. 

· "The big picture that needs to be kept in 
mind,• says Allen, Is that this type of activity 
should be encouraged. It's In the best Interest of 
health care, and particularly the economics of 
health c:are .... These folks are trying to do some· 
thing the marketplace needs.• 

Standards should be developed for the new 
plans, and consumers protected, according to 
AJJen and the AHA. The American Society of 
Internal Medicine (ASIM) last week came out 
with an extensive set of rec:commendations for 
safeguarding the quality of care and financial 
soundness of'<:apitated plans. They Include use of 
stop·loss coverage and the creation of "carve­
outs" for high cost patients. 

John DeMoulln, the organizaation 's director 
of managed care and regulatory affairs, points out 
that physicians also have the ability to care for 
patients, which constitutes a significant asset not 
recognized in insurance regulations. "Is it really 
necessary that they have to have the same kind of 
financial reserves that insurance companies do?" 
OeMoulin asks. "Someone has to fisure out how 
to evaluate that." 

"Health care is primarily a fiinction of hospitals 
and physicians," says Allen. "It is not primarily the 

'function of insurance companies." 
"Insurance companies should be in the back­

ground, providing administrative expertise, sys­
tems expenise, underwriting expertise, and capi­
tal, and some of those things. B.ut at the forefront 
should be the relationship between the patient and 
the physician wllo ls providing care. "-R.C. 
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IC'MO's Fifth Annual GurY•Y 
Shllw• LOWHt Fl•tes af 
lnc1•H&a In HP.11lth Plfn· 
Pr11mlum1 Sin co 1986 .•.. 1 ,/ 

Thi! Dllruptie" Study - An 
Aid to Ch•nglng M1na9eCI 
C11r1 Nttworka .......•. a 

8EC: Hlnu D•f•rrod 
Componution Pion' May 

A8qufre A•ul1tr1tinn ...• 7 

UttA·lth •~neflt1 111 1986 / 
8urvov Avtli11hlo ....... I 
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618/lh 81DBllll IR 11185- KPMB's Fiith 
Annual survev Sbows Lowest Rates of Increase 
In Health Plan Premiums Sines 1888 

If PMG's H,.ftb Bllllrirl in t•i. Ute OM~ 1nnual 1111Uv111l t1l9Pbon1 SUfVOJ of hnlth 

D8"fflD "'""d brfi""' WHll 21111 or,,,.,,. wot1c1r1, mealu a,,...UWd leefJne In tlte '""' 

of prsntium ln1n11n 1111t 11coinlnu1d1f101tat1 I• .. .,..,ad etrt er1111lln'letdl. ICPMG 1en­

duatt Uil11MJMJ of 1111r 1.mD lll1'lav1111.0 GtlltCllhD ma11lCurrent lntarrnolion mdleble 

an 1111 ...,,. of h11llh ~•ntflll for U.S. workers. 1'hl1 surve, reporl· enf tho d •11•• "" 
wllioh II It l1111d provltl1 i::rftle11I Ull t11111l111CPMG UN• fl1111111p ll111lflll 1111nlll el ill 

clitntl nll11anwlda. 

Objective1 of the Survoy 
To dcrcminc whic:h cypcs of licallh 
bencflls pl11nc 4mplayel'li om::r 11!.oir 

workforu. 
To dott.1mcnt cJ111 doslgn or these 
phr11, 

To let1111 ho,,., !heae plwis hevc 
chlnse.d over 1Jmc. 

Malor Finding• of the 199& 
Sarvey 
Pramlum lt1er1as., 

Prom 1994 &.;) 199.5, be1Jl1h plan 
prcmj11ms lncrcuel1111. '" 11"1rrnge r11t• 

• 

ofjusl 2.1,.,crttnt. (Fig. I, J'DftC /..) Tili~ 
lo tho lnwast r11.o of lncn:ai>a 4ineo l98CJ. 
This rate of &r<>wlh t:ifhn~lr\J plnn pre­
mium& I' slighlly ICJwcr TJ\811 d.tc 3.'2 
pcn:ent ovornll r11tc of lnl111ticm durlng 
1J1e Jllm~ J>l!rir.id. It is al&o sul>ii1i1n1Jl.lly 
lowar thun 111othcr key lnclic/l!Qr, med­
ical tnnatJ.on, which paw ot 4.6 pcn:itnt. 
(Pi~.'-· I'"!', .. ) HMO pl11D11 uperi­
cm;cd tl1e lowea1 ncrnp rm of preml· 
um incn:uuic arjult 0.4 pcn;ent (flg. 3. 

page 3 .) 
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Rates of Increase in Health Plan Premiums 
1991. t:o 1995 

12 ll.1 

Ovcmll Convcnllcn~I HMO. T'PO 

12.4 

Increases in Health Insurance Premiums Compared to 

Other Indicators - 1994 to l 995 

4.f. 
• 19~4 fll 1~95 

II•---

11 :;oil h lo~uro11cu 
l'rcmium• 

M~Jli:ul 

lnllnli•" 
W~rla:~!' 

E:irn!n~• 

-~Pi·Jir:;j 

O•ernll 
1"n1~l•11 
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Fli.:urc 3 Premium Jm:reases for Conventional. HP.attn Branofits ;,, 1995 

2£) 

Figure 4 

I 

HMO, and PPO Plans - 1987 to 1995 

19!l9 

1992 

HM0·22% 

PPO ·2ti% 

1994 

HM()· 25% 

rro. 25% 

J!.l!JO 1991 1992 1993 

'-41> Convcnlirm:il 

• HMO 

• l'T'O 

1994 

MtJnng1uf Critr. Cr111ti1111r.I to lfr/1'11td 

!tJ Mnrk1!1 Slrmv: 
Enrnllm..:nt.s In 111:magcd c,;c 

plan, g.n.:w 4 pc:rccntug..: 1'<li111s frnrn 

1hc 1994 ;,ivcrni;ics. wirll r)9 pen.:rnt of 

cnipln~·eC!s p:1r1 idp:11i11g i11 l1~1.1lrh 

m;ii1:1.c1;anr.:r.: tirg~ni7.nTi<.l?l~ ti-IMC).•;), 

rm:fcn·cd provider oq;;111iza1.irn1s 
(J>POs). or poi11:-of'-~c:·vicc pl:1ns 

IPOS) in 19))5. 011ly 27 pcrcc1J1 1~1· 

cmplriyr.:..:~ Jrc cnrollcu in r.;c,111vcn1ion;1l 

i"cc-for·-servici:? pl:ms willi prcccnificn-

1ion for inpa1jt::nt. scrvi'c~:. The? ~w1.lll-

Health Pl.an Enrollments - 1.992 to 1995 

. ,.· 

Convcrition11I wilh 
F'rccmincallon - 4] 7, 

Cr1nvcntlo11:tl • No 
PrcccrUnc111.ion . 4% 

l'OS .!l'l'r. 

Cnnvenllnn~r wlth 
Prcccrlificnlion • 29% 

Cnn~cnLlon:il • No 
T1rcc~rlili.;ntinn. lj'fr. 

l'OS · IS% 

1993 

liM0·26% 

Pl>Q ·22% 

1995 

HM0-29% 

PPO · 22% 

<:nnvcn1lonal wl1h 
rrcccrlific:111.i11n . Jli'ir. 

CnnvMlinnnl • Nn 
F'rcccrltnc:iri1111 • (,'fn 

POS • 10% 

Cun~l!ntionnl wllh 
Preccrlffical.inn. 27% 

Crmvcll!inn:il • N•r 
l'm:erlil'icallnn . 4% 

POS • 111% 
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Health. Plan Enrollments by Region 
1992- 1.995 

Midwest 
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Nor1hDA&l 

fl;I005 
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J'OS • J4'7. ·-· ..... 0!11,.111lo111l - ll 'lli 

· KMO .d(lf~ 

Htlllth Bnnll'f'lbl In 11H 

n;4n1L 11110 (or cunvenr.ioJl"l plus wJrh· 
oul :pree.enifieotion re11trlclion1i: w1111 
dras1Jcall~ lower BJ 4 rareent. As 
rcc;cn1Jy t18 I 992., mamlgtd core Ftfre­
senr~d Jusr. 56 pc.n:cn1. ofhi!nllh care 
1?nrr.1llments. (Fi11..lf.) 

Muna.1=<1 ~·~ r,irOlflllnJ liOnl.inuc 
10 domil:ml~ in rh~ West, where 89 per· 
ccnl cfcmploy1m 11rc cn1oJl.ed in cllhcr 
en HMO, P'PO, or POS plan. B)' con­
r111M, Jn the Smith, cnt'lvenlionol plaM 
11nroll ~8 pcrccnr. of elle,iblc t:mpioyoee. 
(Pig. S.) 

- lDfO • 2!Jf~ PPO • 15fo 

P/11/1 atflloitr 

While past rrands indlc~ 
emplcycrs wue 11trcamlining lhcir 

heallh plnn off-erinR&. Ilic recent 
upuuion ofmall24ed e£te ')'Siem~ 

and fVCaICr eompatitit>n ammiJ health 
pl11n9 of u.11 rypsa ba.ve 11110-Md firrn~ 
co cu• ~c:allh w11 co!ll! ,..hilo ini.rcu­
inl the number of plans they orrcr 
IJ1eir Wrlrlcers. Con1cquc111J:r 1 I.he 
number 1Jf hc:lllth 1;are plana ba!Ag 
offered to '11orkm ls on rJtt rise. 

Flazt#lt Dt111jl11 

Sin'c 1-992, there h5~ hccn o 
"!:.ltdy llJld l(R4ual incmise in die u&c 

··RMO·lS'l'o 

of flelible bencnt.s plans. !n : 995, lhe 

boahh can: m11rlt.1H Githibil.cd an 
increslir. of 3 perunr.1111; p.,i1111 in the 

use ort1exJ~1e bcncl11.11 plans. l\Jnong 
finn1 u11ing flalliblc band'lu, chc mo&r 

popular oprJon (Rl pcn:anl) ;, payinq. 
for heall.h in~urancai premhim.s wllb 
;mMDJ. dol111r1. 

IJl'f.pluytt1 Ca~ShtVlllR 
With 01e CllC:Cplion of PPO iiimlly 

prerniums, tbll :ivarnac monchly 
employtfl r:ontrihuUons for llll four 
l)'pe11 of ha~lw plans for lx>ch :lnelc 
a.nd furnil)' oovc111gc ha\lc inercesor.I. 

(C,,.,1/••~ "" rim11e JJ 

ll kPMG 
llenof;u S12acu11'T' 
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Hn,.ltlt 8enr.frt.1 In '996 

At die 1111mc 1imr., plAn rJc.Juctib1£~ 

hnv~ no1. lncrea.;ecl !linlfl;;antJy. 

lt1fg11htUty ffJ,. fle11l1/I Cm Ct1Vltlltf 

The. number or workcm covered 
by cniployer•sponaoro:l bcal.IJ, pltins 
ci:.mtinucu (J) rsrow, with 8 l percent of 
employees enroll~d J11 1uch plM!l in 
l.S9:5. 'nus ln,reA5C tcpresenrh Fl gmlll· 
ing 11w11n:ncu ofl}u: il'!lfli;r'IJl'ICS oF 
l1enlt.lt '4lte coverage: a~ il. too! In 
rttruitinJl 11nd n!lo!ining hi1h quality 
etnployoss. 'I111t lverege wall foe 
health covcrna11 for new om.ployees 
dropped h) n. •mall mBr11i11 in 19!1.5 w 
1!.11 a.vv.i;ii o( 36 d;iy' (1.2 monthn), 
represcn1ing M avem2e d~cBSe or 2 
d.:iy5 from 199~. 

1'r1-•zl1t11111 Condfltnn1 
W11llri the number of convcnticn-

1\l Jl'lans wttJ1 pre--cli.sdng 'cndir;on 
elr111Re11 fell by 3 f\f!l'Cenll!!Je point& to 

S6 percent. in J99S, rhe n12.mh1?r tJf 
rri::> pl:in~ with rro-uii;ling condition 
c:Jo1ae' Jncreascd co 76 pcrecnt, up 6 
pcrcenlrigc poinl.11 J'rom 1.1194. The 

numl>er of PCS plcns with pre-~.J;Js:· 
ina ~ondJLion elllU~¥ ~·11~ed th~ :111m11. 

St11ufu1111,, ... 1111 f1~o:1JJ1 Plm11 
A majmiry of employers are satil· 

fici:I With 1.l'JC C:OBI O( lhr.Jr hcllJth plnns, 

and humM reso1uce professionals Bre 
/l'lllOr:1!1y enmfartn~la in rneommend· 
fos: tJiclt health pl411' ro oi:lter b=netil~ 

;m ~:.n11ger11. HMO 11ncJ M'O 17l1111s 
' iMl'lnt the highest rei:anuncndatioM. 

willi ulmonr nine outaf<m lxinctics 
m1111n~er5 recorumendlna chcs~ cypcs of 
pin.cs to oclteto. Co11venricnf1I and i'OS 
ph1ns 11rc nul f11r hchind in Plll'Ulal'ity, 
will1 84 ~fGenl o(hc1h:h ~ncfit& 

milllqers ncommendlna POS Alld 
i:.onvantiOnDJ plans 10 olJtm, 

Optimlatic Outlook for tha Ne1t 
Few Years 

The H"Cntn ldr-ight year cif 
Jii:nlrl1 Icsurll'i::t unduwrltl.l!.g prof· 
ltabiJity undorscorcs on optlmi3cic our· 
)oolc far file !iCX.1. rcw ycm. Tho 
undarwriting mule£ for health lnsur­
"rs oficn predict what will hoppon i11 

rarma o( hcallh insnranco prcmit1m 
i ncrta,;cs. Sin~ I jG:i, llealth insur· 
utce h:is becin pllfl. of a wcll·dafincd 
sit:·)le.ir i:yc:ll! of profi!Ability- tl1ree 

2022195333 

yelll'S of pt0flr& followed by rhrcc 
1e11,., 1Jf ln~H&i;. Ac~onllnM "' lhll! 
undcflltriclng ~yelc, los~s should htwe 
b<!aun In 1992. 1)11!. l'.PMO'' HtGltlt 
S6M/ill survty data lndlcnr~s 
cydc hat be~n brolccn 11S he&lth insur­
~ce pr!mium raw1 ar~ continujng to 
JZW"'. but in smllfl:r increment&. 

For more de1.11jls on Hrr,,llh 
IJr.rttjftt In 1995 contact your !U'MO 
i!dvi11er. Ar. ord~orm for the 1Jurvcy 
ls locar.~d ::111 fbdjJG: page o! •his 
/J1:111:firtSp~c1ru.m. • 

-Dr.rtrk Ltr1on, Smi Fmnr;isr.o 

• • • • • • • • • • • 

The Disruption Study - An Aid to Changing 
Manage care Networks 

1110 dramlllc sll In 11mplay1r·pnwid•d he11llh benefits frvm fie •rvlc• b111ars11 

In tha .... fatn YHISITlll!ll Ullll C11711llOV9 HO king la ghllllQI? 

lreelth oare n.ml1t11111110111 1i111ply ch11n11 tlllnl•1111ny •dml to~. but 1Gt1.111lly 

chR1111a !Im hnlth e:ar1 Dnnld 'ltlelr 1111ploy1111!1 u~o. Empl .11 fMdwill 111\~ 1notflln rilr.· 

PilfaJls of Geogrephic 
Mateltint - Potential, Not 
Aetuaf Coverage 

AJ oumaicd C4l'e syGml.rlS avs 
cJ.pandcd and acck. ID DU!r them­
selves q~esslveJy ill mo r c.irles, 
thm11 sy8tem~ generally Jy on th: 
aeogcaptlii: ~SS pr IS Clf Sl!OWlni; 
poro11tlal cllcn1'$ bo om.f"'ehenai~cly 

Uii:iir hcaltli car~ p vidar rietworlc: ~v. 

ers tJ1e rip wile& ftbe ~ll,nr's 
emplcye.es. Su h "aco·at;CCss" QJ'lal)'· 

,;, gcn"'nlly dcmoni.11"111.C~ ~ very 

en c1t1111gln1 n11d1n, ICPMG'111rv11p 

y" vari1111en dHIAnoa to 110 b"f9nrl 

i Ch amployr.o Cl1\'1!11'D.gC ''pot.:ntiaJ." 
::rsc ci1ii:s 11 managl!U c1m: neLwork 

'° only c111,1Jow 95 '" 99 percent 
llrtll C C'J'll~ rcr hil!h•dOll$it)' work 
fa";:s. ese hish raCGt o( goograpbic 
acces11 for ployee• arc eQ commcn 
among com ft!J mtlll~JJr:d C!W vtn· 
.Joni. tho n11111bc l'l"l~Y bC:COll\IJ a rwla• 

rivciy m1?11ningles& m1mflion factor 
durlng n vendor soar: 
once fl vendur is c111l~,, 11nd r.nrollment 
ccmplereis, h Is equ:illy o:immon ro 

rc~i:~lhu•tl "~ !"~' M 

~006 
P.06 
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hcoJlh bcriili1• 111CYa'i ltaa boan pub­
liahl!d. This ye~r'i llut'Ye)' ineh1d11c m"l'I! 
tluin JOO ~phiu~ and tablllll wJth Jndus· 
It). ~1,9on, arid tiri> of !inn siatl":icl. 

/f tJalth llr111afi11 111 199S cc11t1lM 

dBr:n 1:1n prernlumQ. pl'el'l'li11m incre:ise~. 
cmplC)'ee contnl1uUl)n11. de011cUble&, 
c11in11urtancr.. utiilzatJol'! tnAt111iicmc:nt., 
11alf·iMurancc, covi:rcd 1Je1tet'll6, 'a!i> 
rttiA 1711111~ t:1'1ims revJP.w, 11.nd olhcr 
t>UUJaLics. 

lleporn:d findingM from our £Ur· 

VC)'& bn;vc: ttpJ"enrt.0 in numCTaus p1,bli· 
cBrJor.11 ind1Jdini; 

T71r Walf Stf't!t1t Jttu.rMI 

Tflt! &"'"""''" 
11111 Cl1i&asa 7,;;,,~ 
/fn11.stQrt P"I! 
/(nrrsn.s C/ly S1t1r 
Dr.nver Rt1r.ky Mn1U11111" Nt1W1 
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Mortem llt!nTrlietJrt 
Hntinnul Underwriter 
01'3lrtu.1 /11f""''''~ 
Cmpl~H n,.,,,,fi, Nrws 
M11rlicintJ an.ti F1talrli 
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1Jl1')11• .:1.id lflOl/ld be dl!llHI la: 
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