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May 11, 1994

NOTE TO: Ken Thorpe
FROM: Bridgett Taylor

Karen Hein from Senate Finance would like to have another follow
up meeting with you regarding benefits. The two options for
times includes either Thursday, May 12 at 1:00 p.m. or Friday,
May 13 at 4:50 p.m. Veronica will be letting me know which of
these times you can make.

Her list for discussion includes looking at the pros and cons of
the following options :

1. increase co-insurance from 20 - 25%?

2. increase deductible from 200%/400% to 500%/7507?

3. increase out-of-pocket from 1500/3000 to 2500/7?

4. increase deductible for prescription drugs from $5/$250 per
admission to $10/7

S. add per admission deductible, something like $250 (BCBS) or

like Medicare who has a $400 deductible for stays beyond 60
days.

She also wants to discuss:

6. The Chafee bill has a catastrophic minimum, what about
supplemental insurance beyond the minimum using the Medigap
model? :

7. The HSA has an out-of-pocket max of 3.9%, what about a two

tier system for cost sharing.

8. The Labor Committee proposal to expand FEHBP.

9. In last year's Breaux proposal they had a typical HMO
premium amount of $2130 per person in 1995 which included
Medicaid beneficiaries. What benefits could you include to
reach this premium amount?

10. What would the subsidies be for a catastrophic only package
(Lott/Michel).

1l1. On the benefits scenarios chart (see attached) why are the
subsidies lower in option 5 than option 27

Please call if you have any questions.

cc: Jerry Klepner
Karen Pollitz
Chris Jennings
Jennifer Klein
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CBO-like Premiums, Subsidies

Scenario Single

Premium

Base - Health Security Act (HSA)  $2,200

iate [o o TOF pared
W e

1.” 25/$2,000 $2,051

2. .25/$2,000 RCSO mental bealth  $1,948

3. HSA w/o mestal health $1,980

4. .25/$2,000, grimmed other $1,937
bencfits by $100

S. 25/$1,500 $2,101

6. .25/$2,000 wio mental, w/o prev, $1,541
and w/o drygs

BENEFIT SCENARIOS

Percentile for
Fortune 500 Co's.!

30th
15th

15th

35th
5th

S-Year

Subsidies
(Billion $)

384

$357
327
$332
$324

$355
$194

' Rdlﬁvemyofpl-mudtoanFmSOOCompmiu.
1 HMO premiuen assuming 20% savings from "management®.

5-Year
Cost-Sharing
Subsidics
(Bilion $)
$12

$24

$12

$24

$12
$12

Total

$396

$383
$351

$367

(HMO Premium)
(with MC)’



Other considerations
“ - oral health
+ = fertility-related treatments
7? - nutrition screening(link to either demonstration or
population (e.g. elderly, pregnant women, children,
P diabetics)
‘si; respiratory therapy (part of rehab)
< = colorectal screening (occult blood, flexible
6?/// sigmoidoscopy, colonoscopy schedules)
7~— speech pathology and audiology
- mammography standards: refer to NCI
- children's clinical preventive services: refer to
Amer.Acad. Pediatrics
- mental health/substance abuse: consider new cost-estimates
(APA, Stark Mark, Miller amendment)
- if limited package, consider children first (Matsui Bill)






' HOUSE WAYS & MEANS BILL

-Coverage o - .. - s

o Employer mandate for 80 percent of standard benefit package which is about
eight percent below HSA in value; for firms over 100, mandate takes effect
durmg 1996; for those under 100 during 1998. :

. Firms under 100 have optlon to join a Medlcare Part C program; Medicaid
will also be folded in; Medicare w111 therefore cover 40-50 percent of all
Amerlcans

L Subsidies provided for households and small businesses which in aggregate are

almost as large as in HSA; more subsidies to households to cover higher cost
sharing of benefit package; less subsidies to business than in HSA.

®  Medicare drug benefit (with a $500 deductible and $1, OOO out-of-pocket yearly
limit); limited long-term care program.

° Benefit package has $500 deductible for individual, $750 for family plus 20
percent copays. Out-of-pocket yearly expenses are not capped until 2003 and
then at $5,500 for an individual and $11,000 for a family (in 1994 dollars).

Co§t Controls

° Medxcare Part C has Medicare pr1ce controls; rest of private sector premiums
: Sk AP 10.im os@prlce controls in 2003 if those

premlums are rlsmg too fast

Insurance Reforms

¢  Community rated pools under 100; experience ratirig above 100.

o Employer choice rather than consumer choice.

° Allows trade and other groups to be exempt from community pool.
Financing

® Mandate.

©oan



; Very large Medicare cuts (much larger than in HSA over 10 years).

A

Réquires full premium payment for both workers in two-worker fami_l’ies'_.

Smaller tobacco tax than ours. -

Tax cafeteria plans.



PROBLEMS WITH WAYS & MEANS BILL

* Medicare cuts might not be sustainable.
More business subsidies ﬁlay be needed. _
Insurance companies can still cherry pick on private side.

Medicare C may be viewed as too much government. Program is really
designed as a first step to spreading Medicare to the whole country.

Pricc controls, quality systems and other proposals 'may be viewed as far more
- bureaucratic than HSA. ' -

~ Has major cost shift to private sector.

—

Insufficient small business purchasing co-op structure.

_ Hospitalé, doctors, business likely to wage war on the bill. Seniors might also
“do so. o '



.- FINANCE COMMITTEE BILL

: Cnverage | - | ' | ='-—
| o No mandate, but firms of 100+ must makc plans ava-i]abl(le to elnployeeé.
® Subsidies_for people up to 200 percent of ;l)o?_erty_ to help them buy insurance.
® ' ‘Increased tax deductibility for ~self—emplo.yed to help 'thern buy insnrance. :
° If by 2002, coverage dqesn’t reach 95 percent, Commission ’recom_mends steps

to Congress to improve coverage; Congress does not have to act. -

L Two national standard benefit packages; one comprehensive (8 percent. below
"HSA); one catastrophic.

° 'Begmmng in 1996, pregnant women and children receive full subsidy upto
185 percent of poverty and shdmg scale up to 250 percent for health ‘
. insurance.
® - No Medicdre drug benefit; limited long-term care program.
® Increased funding for academic centers.
Cost Control . ' : ' ..
e Within each group of plans in a region, (community rated and experience

rated), the highest priced 40 percent are taxed at 25 percent of the difference
between average premium in that group and the plan’s premium.

° Cap on federal spending which delays implementation or cuts benefits if
federal costs exceed projected baseline. '

Insurance Reforms .

® Age adjusted community pool for firms below 100; experience rating above.

L Voluntary purchasmg pools for firms below 100; md1v1duals and small groups
can Jom FEHBP at community rate.

° Guaranteed renewability; limits on pre-existing condition exclusions; no -
exclusion for pregnancy.



Financing

Bigger .Me_dicaid cuts than in HSA,

Smaller Medicare cuts than in HSA.

Cigarette tax increased by $1 (HSA incr'éases"_by 75 cents). - -
Premium assessment for academic centers.
Assessment on high cost plans.

Tax cafeteria plan.



PROBLEMS WITH FINANCE COMMITTEE BILL

- r.
-

No universal coverage (our estimate indicates between 88-90 percent 30verage
* -- middle class left out; coverage declines eventually as premlums rise faster
than wages.) : :

No serious cost controls.

Insurance companies can cherry pick groups above 100.

'Program not adequately funded to achieve even its limited goals.

Labor, consumer groups and large umomzed business likely to oppose high
cost plan assessment '

No Medicare drug ‘benefit.

Spends a lot to achieve very little.



MITCHELL STAFF DISCUSSIONS

——ar.

These- are preliminary discussions at the staff level. Provisions are changing day-to-day.

Coverage

Cost Control

Insurance Reforms

'If by (1999 or 2000), (95 or 96 percent) coverage is not achieved, then

Commission must recommend CBO certified path to universal coverage; if
Congress fails to act or Commission fails to recommend, then a 50/50
employer and individual mandate (with a carve-out for firms below 25) goes

‘into effect.

Standard comprehensive benefit package at about eight percent below HSA
guaranteed to all after trigger. -

In the interim, subsidies targeted to maximize coverage.

c- All children and pregnant women covered.

. A means to cover people for six months (or more) after they leave a
job (up to a specified income level).

- . Tax deductlbrhty for the self-employed

Medicare drug program and limited long-terrn care program.

Tax on high cost plans not in community pool (firms of 100 or 500 and under)
as in Senate Finance proposal, except that a nationally defined benchmark will
determine the average in each region of the county to set a baseline. (More
effective than finance cost control).

Firms outside of community pool would not be cost controlled or would be

controlled only to limit rate of growth

Community rating for firms of 500 and under (or possibly 100).



evanr,
-

° Insurance reforms similar to ﬁSA and Kennedy bill.

B

° Voluntary alliances as defined in Kennedy Committee bill with FEHBP back-

up.
Financing
| ] Risk adjlistment asseésrﬁént on fiﬁns outside of community pool.
] High cost plan ass_essmeni.
o Medicare and Medicaid savings as in !Senate Finance bill.
°* 'P_remium assessment for academic centers.

o Tobacco tax at Ways & Means level.

° Elimination of cafeteria tax preference.



The Vicious, Upward Spiral

Incremental Reform Increases Insurance Premiums and the Number of Uninsured

ligher premiums cause

=

:althy individuals

firms to drop coverage.,

*Universal coverage averts this problem by also including healthier, lower-cost individuals in the
insurance pool, thereby holding down average premiumes.

Source: The Catholic Health Association of the United States



A L.. m
7 N

O,

3

TG
Doctor’s Exam

&

4
7]

i3 v v >
i

Y

mm,._h&m )

o

ent

er

f

pati

Fa for each
Iow_a.

s in Clive,

ering services for-pati

éqaeniéadiff

g bax

Cov:

Fanca

~ Based on

- 1904

& Hedlth Pol

review o

Nation

ncd







STATEMENT ISSUED BY ACADEMIC HEALTH LEADERS

The best health care in the world can be found here in America. But our
health care eyetem is in need of'reform. Millions-of Americans are without
health insurance coverage and health care costs’ continue to increase in excess
of inflation. In the absence ‘'0of reform current trends will lead to further
deterioration in quality of and access to health care for many Americans.

As leaders of American medical schools and,teaching hospitale,- we
.believe that all Americans should have access to high quality health care, and
'we applaud the efforts of the President and many in Congress to achieve
reform, including universal coverage.

Our institutions are committed to enhancing the quality of health care
by attracting and educating an outstanding‘medical work force for the future
and by conducting pathhreaking biomedical and clinjical research. nleo part of
our institutional mission is the provision of care to the medically indigent
and to those without insurance. As a result we see, first hand, the dire
medical and eocial coneequencee of people havxng no, or insufficient
insurance{ they 'have less access to needed medical care, they fail to obtain
~needed preventive,eervices; they are more likely to delay going to the doctor;
-and they are more -likely to come to our emergenc& units already beeet with'
severe medical problems that,might have been avoidednor treated with far less
expense-or risk. |

'Until quite recently, .inbtitutions like ours served the uninsured in
part by passing the coete of that care onto the insured. But-in today's more
fcompetitive marketplace this is no longer_poeeible.- As a result, the burdens
of "uncompensated’ care" are falling squarely on those who provide it,
threatening the educational, research and care mieeions of our academic health
centers, so vital to the future éuality of care for all our citizens.

We helieve-univeraalfcoverage_ie not just an issue of equity; it is
importantoto the health and security of all patients and to the general
public. ' '

v

The Administration's reform proposal -- while some may not agree with



all its elements -~ app;opriately identifies universal coverage as the highest
priority.' |
It is also criﬁical that refofm preserve the many stfengths\of Américan-
health care, and ihclude a responﬁiblg financihg mechaniém fhat”will'ensure
needed health securitflfor all. ‘

A new health syﬁtem mgst.a;so-preserve the high quality of American
héalth care and émphasize choice,sé that consumers can choose quality care.
We must work toward a System that p;dvidég appropriate benefits and ready
access to primafy and preventive care. The system must~éncourage medical
research énd the best possible education for hgaltﬁ care professionalg.

Organizations' and individuals will have differences with various’
proposals.  But. the last thing our country needs is an end result in which
everyone's efforts to protect their own interests result in an'overall
failure té secure.the public's interest. . '

We urge‘6ther‘concerned'Americans, of all political persgasions'and
partiés, to join us in this histbric challenge to guarantee health care

coverage to the entire nation.

1



.SIGNATORIES FOR ACADEMIC HEALTH LEADER STATEMENT
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Dean
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'SQUEEZING THE STATES: i

The Impact of Senator Dole s
H&lth Reform Plan
On State Budgets

- July 18, 1994,

A joint stndy prepzred by
~ American Federation of State, County md
Mumdpalml‘:'imployecs

. Citizen Action =
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Introduction

Senator Bob Dole has. presented an alternative national health reform proposal
which takes 2 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 share of the fedéral:state Medicaid program, which provides health care to over-

@003,

30 million low income and elderly Americans. Specifically, 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 ycar thereafter. In addition, it would impose 2 25% across-the-'

board cut in the "disproportionate sharc™ (DSH) program of Medicaid, which provides - -

additional 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 partuncrs with the federal government in the Medicaid

. program. The major findings are summarized 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 p;opoécd- 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 uninsured and low-income patients. The plan also presents -
 the option of phasing out DSH altogether, which would represeat 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

general fund budgets for Medicaid in the year 2000 without comprechensive reform,

- they would be forced to increasc that to 23% if the Dole plan were to become law.

This will squeeze other programs. states must fund, such as education and anti-

. crime measures. g
Ironically, many state leaders have been looking to national health reform as a
plan would only exacerbate this fiscal stress on state and local governments.

means of providing some fiscal relicf from constantly rising Medicaid costs, but the Dole
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Summary of the Dole Plan. |
" Senator Dole’s alternative health plan is not detailed enough to asess all of is

- implications on state budgets. However, its provisions which cap the federal share of

 @oo4

Medicaid and cut disproportionate share hospital pzymmts (DSH) would rault in clar .

'  andmm.lrablencwcoststothestatu

The Dole proposal would subject federal Medicaid reimburscments to state

governments for acute care services, less disproportionate share spending, to an annual
payment cap for each recipicnt. 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 federal 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%,

: stan:mg in 1996, to help pay for subsxchcs for low-income individuals and families w:thout

halth insurance.

New Costs To States Will Be Unavoidable B

The Dole plan specifically rccludsstztcs from takmg such actions as limiting
Medicaid eligibility as 2 means to help off set these new mandated Medicaid costs. In

addition, the plan does not guarantee universal health care coverage, nor require that
~ cmployers cover their employces. - As a-result, there will still be large numbers of

upinsured and underinsured populations for which state and Tocal governments will
continue to be the health care providers of last resort. Hospitals will still have to absorb

uncompensated care costs, especially public and teaching institotions, mﬂ:out the same

_amount of offsettmg assistance from the federal government.

In fact, the Dole plan could induce small cmployers 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 insnrance 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

" nnclear. It is also unclear whether the low-mcomc 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 provxsxons for cost containment from mznagvd compctmon

" are weak. Purchasing cooperatives would be voluntzry The insurance reforms in the |
small group sector could .actually lead to higher premiums for that market (as they did
" in New York), further discouraging small eriployers from contn'butmg towzrds health

insurance for their employees.

Like other versions of health reform currently under debate in Congrcss, the Dole

| plan does not assist states in providing care for undocumented immigrants. Moreover,

it takes disproportionate share funds currently used by states to defray these costs, and

- allocates them instead for low-income subsidies. ‘l'he Dole plan also makes cuts in-
‘Medicare that will adversely impact public hospitals and teaching institutions which rely

on federal and state ﬁnznc:zl support for both opa-zuons and mpxtal investment.

All of these aspects of the Dole plan unply sxgmﬁunt cost-sh.tfung 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 unhkely to

find savings within their own progr.uns to offset the new fcdcrzl costs,

! The'Addiﬁonai Financial Burden on the' Statés

The totzl addmonal costs to state governmeats from havmg to absorb Senator
Dole’s proposed cap on federal acute care Medicaid spending and cuts to ds;moporuonzte
shz.re total $115 billion over the ﬁrst 8 years of unpluncntatxon.

Qoos
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TABLE1

. While the cost to state government of the federal cap compounds over time, alI
states will see additional burdens immediately. The followmg chart shows the
implications of t.he Medwud czp on a ywly basis for each state:

"cosropnom-m(nolemnmwom) |
o~ Fe oo T Fraoce Prace 1R

Cortosisle ComOluls Comvtum Cost o Smte CotWfuly - Costtotumie Cont o ie TOSTATE
2 Ocle 0ep .2 Ocle o8P 10decap . 70de onp f0decss  10cdsamp - ¥ Ocleoep «CAP
OSSN 007  AMLAMTIE 4702042062 20BN (388IM2T  WIMEOTIAN | MSTIA0AGR  7185M74
Lotn. 11,573,081 UB/l0508 - 044N 101850008 - TSN TRA0M T 53N . K813285
© AK B Xt 5 - ) 93080544 13,402,044 18,780,718 2.2t “ 44307 MBS0 17g
a2 1707220 S0 - 0pe2Ve 1084t ST AL SLINM | DTN 1 m"“;‘
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TABLE 2

The cut in the disproportionate sharc program alone represents a significant loss
to many state governments. For example, as the following 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 MEDICAH) CUTS
| - OVER 8 YEARS 1996-2003
62,238.239,893 || Montana - $298,541,283 |
$293,029,370 [ Nebraksa  $351,910,442 |
" $1,641,581,255 [l Nevada $361,831,786
- $822,886,112 ' New Hampshire' 3263,357,795
- $13,071,822,666 |} New Jersey | $4,416,187,944
$1,090,617,561 | New Mexico $561,122,841
- $1,441,607,270 @ New York - - $13,373,673,255 .
$143,024,591 i North Carolina $2,700,080,141 |
- $430,070,552 il North Dakota $262,664,004
' $3,967,783,375 fll Ohio $3,885,059,134
$2,667,278,942 | Oklahoma $852,149,280
'$286,318,710 [l Oregon - $754,036,356
$214,771,527 [ Pennsylvagia $5,240,584,812.
$2,994,682,500 | Rhode Island © $588,189,157
' $1,897,612,230 | South Carolina $2,321,065,825
$595,382,771 ll South Dakota $182,305,487
$1,040,751,313 [l - Tenmessee $2,987,801,204
. $1,923,802,498 [ Texas $8,394,834,231
$5,636,100,901 [} Utah. $447,024,435
" $830,548,080 | Vermont $206,779,240
$1,337,043,132 [ Virginia $1,212,176,153
$2,775,540,456 8 Washington $1,824,034,237
$3,857,128,581 [l West Virginia $1,427,064,348 |
. $1,053,081,719 [l Wisconsia © $1,232,218,165
$1,461,881,624 [} Wyoming $111,533,168
$2,832,879,569 Jf T $114,737, 126429
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Total Shortfall Due To Dole

Medicaid Cuts Over 8 Years, FY 1996-2003
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| - MB'IHODOLOGY
1. The 6% Per Rzapxcnt Cap on Federal Medxcaid Acute Spcnding

Mecdicaid expenditures for medical assistance are based on Health Care

~ Financing Administration (HCFA) form 64, From this total, skilled nu.mng
facilities, ICF/MR, and DSH expenses were subtracted. | |

.Rec:pxent data taken from HCFA form 2082. Skilled nursing facility and
ICF/MR recipients were subtracted to give acute care recipients. Pro,ectxons for
the number of Medicaid recipients are based on HCFA's national estimates. =
Prqcchons for federal cost per capita are based on Congressional Budget Office
(CBO) estimates. _

, Federal cost per capita = Acute cérc dpenditura/FY 93' @te rccipients.'

_ The difference in the cost pet cnplta under Dole is the unmppcd projections less
‘the Dole capped projections for each year. This difference is then multiplied by
- total mplcnts and added to mch state’s share of total Medicaid costs. :

2 DzsptopomonztcshzrcCutof?_S%

: HCFA projections for d:spmpornonau shzre for 1996 through 2003 were
reduced 25%, and these cuts were distributed across all 50 states acoordmg to
their 1993 shares of total dxspmportxonate share spcndmg

3. State Budget Pro;ecuons | -

Al state general fund FY 1993 ﬁgurcs come from the Natxonzl Association of |

State Budget Officers (NASBO), as reported in Fiscal Survey of the States, 4/94.
State Medicaid expenditures are derived from HCFA cost reports for FY 1993.

Thesc were coritpared with total state Medicaid spending as reported by
- NASBO, and in most cases agree (see notes at bottom of tables).

‘ Budgct data was projected based on the following a.ssuxnptmns:

a.  State general fund budgets will increase on avcrage by 7% annually (thxs'
 isthe nommal avcrzgc from FY 1979-94, according to NASBO). .

" b | Total state Medicaid d1 wﬂl increase 9% annually without system-
‘ wide health care reform (i.e the Dole Plan). This is lower than recent ..
experience, and is taken from 1994 CBO prolemons and HCFA

prdxmmzryutxmats. -

LG ,Thc *Dole cffect of uppmo federal Medicaid cxpendxturcs per recipient
is then addedtothestztcshzrcmachywbegmnmgmﬂ'l”?



The attached list of large businesses have expréssed support for universal coverage and

employer responsibility. They have expressed
members of various organizations or coalitions
in letters or statements their support for univer

this support as individual companies or
, and have publicly and specifically indicated
sal coverage and employer mandates.



COMPANY

~ ALCOA ;
ALLIED-SIGNAL, INC.
AMERICAN AIRLINES
AMERICAN CYANAMID COMPANY
AMERICAN STORES COMPANY
' AMERITECH
~ AMOCO CORPORATION
ANHEUSER-BUSCH COMPANIES, INC.
ARAMCO SERVICES, INC.
" ARCHER DANIELS MIDLAND COMPANY
ARCO -
ASEA BROWN BOVERI, INC.
AT&T =
* AUDIOVOX CELLULAR COMMUNICATIONS
BACARDI CORPORATION | |
" BACARDI IMPORTS, INC.
'BANK SOUTH CORP. \
BELL ATLANTIC CORPORATION
' BETHLEHEM STEEL CORPORATION
BLACK ENTERPRISE =~
BOEING COMPANY
~ BROWN-FORMAN CORPORATION
BURLINGTON COAT FACTORY
' CERIDIAN CORPORATION
CHEVRON |
CHRYSLER CORPORATION
' COMMONWEALTH EDISON COMPANY
. COX ENTERPRISES



COMPANY

DEL MONTE FOODS .

~ DIGITAL EQUIPMENT CORPORATION ° ‘
~ DISTILLED SPIRITS COUNCIL OF THE U. s
DOW CHEMICAL COMPANY

DOW CORNING CORPORATION
DRUMMOND COMPANY |

" E.L DU PONT DE NEMOURS & COMPANY
ECKERD CORPORATION

- ELECTRONIC DATA SYSTEMS

ENRON CORPORATION

FIRST INTERSTATE BANCORP
FLAGSTAR

' FOOD 4 LESS SUPERMARKETS, iNc..

"~ - FORD MOTOR COMPANY

GENERAL ELECTRIC

GENERAL MOTORS CORPORATION

" GEORGIA-PACIFIC CORPORATION |

" ‘GIANT FOOD INC. - |
GREAT ATLANTIC & PACIFIC TEA COMPANY
GTE CORPORATION © o
' GUESS, INC;

. H.J. HEINZ COMPANY

HECHINGER COMPANY |
HERSHEY FOODS CORPORATION
'HEWLETT-PACKARD COMPANY -

' HIRAM WALKER GROUP

HOME DEPOT, INC:

IBM CORPORATION

* INLAND STEEL INDUSTRIES, INC.




COMPANY

INTEL CORPORATION
INTERNATIONAL MULTIFOODS
" INVACARE

JAMES RIVER CORPORATION
‘KEEBLER COMPANY
' LOCKHEED CORPORATION
LORAL CORPORATION
LTV CORPORATION
~ LUKENS INC. .
'MAIDENFORM, INC.
MAYTAG CORPORATION ‘
MCDONNELL DOUGLAS CORPORATION
 MEAD CORPORATION
NATIONAL STEEL CORPORATION
NAVISTAR INTERNATIONAL CORPORATION
NORWEST CORPORATION B
NYNEX |
OWENS-ILLINOIS
PACIFIC TELESIS GROUP
PARAMOUNT COMMUNICATIONS INC.
PIONEER HI-BRED INTERNATIONAL INC.
- RALPH'S GROCERY COMPANY
RITE AID CORPORATION
ROHM & HAAS COMPANY
_ 'RYDER SYSTEMS, INC.
SAFEWAY STORES, INC.
" SARA LEE CORPORATION

' SCOTT PAPER COMPANY |
SOUTHERN CALIFORNIA EDISON COMPANY



. COMPANY

SOUTHWESTERN BELL CORPORATION

SUN COMPANY o
" THRIFT DRUG INC.

TIME WARNER INC.

U.S. BANCORP

UNITED AIRLINES

UPS. = |

'USX CORPORATION

VONS COMPANIES
~ WESTINGHOUSE ELECTRIC CORPORATION
' * - WHEELING-PITTSBURGH CORPORATION
'XEROX CORPORATION o
ZENITH ELECTRONICS CORPORATION

AT



~ For Release: Immediate " (EBhtact: ‘Laura Quinn, '202-224-64‘72 -
- ‘Monday. July [8, 1994 ' Semluorr Rockefeller's Office

Charles Leonard,. 202-289-5900
for the Catholic Health Associarion .

Lawrence Lewin, 703-218-5500
for Lewin-VHI ' :

STUDY CONCLUDES Tmr INCREMENTAL REFORMS Wouw FORCE
anu: INCOME Fmvm.ms TO PAY Mom: FOR THEIR HEALTH CARE.

Insurance Reform Proposals, Without Universal. Coverage, Found to Drive Up
Health Care Spending for Insured Families Making Berween 320,000 -$75,000

Senator Jay Rockefeller (D-West Vu'guua) and- Senator Patty Murmay (D-
Washmgton) 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 housetiold health costs for families making between $20,000 and $75,000 per

“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. fatmhes to pay more for health care wnhout giving them any additional heaith::
secunty, " Senator Rockefeller said.

3 ‘lncremental reform «will force families making. between 520 000 and $75,000

per year — and that's almost 60% of the families in America -- to spend more on health~ "

care. In contrast, a universal coverage approach, linked to cost controis 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.

o “Insumn_ce refqrms, .wnthout universal coverage, > causes higher 'ptemiums' :
‘because coverage would be extended to older adults and people with pte-ensnng

-



condltxons -- people who typically consume more. health care -- without the offsetting . -
factor of extending coverage ‘to all of the presently . ‘uninsured, many of whom are
young and healthy. Higher premium costs would in tum 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’ heaith insurance premium costs. The.failure of -
incremental reform can already be seen in New: York State, which enacted: insurance
reforms. without universal coverage, and insurance premiums shot up 18% in the first
year,” said William Cox, vice- presxdent of thé Catholic' Health Association, who -
“commissioned the study

. “First the . opponents of comprehensxve 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 m:ddle
class,” Senator Rockefeller said. . .

The Catholic Health Association of the United States, a member of the-
Management Committee of the Heaith 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 sponsorsmp . |

-30-.




" THE CATHOLIC HEALTH ASSOCIATION . o Embargoed until 1:30 pm EST, July 18, 1994
. OF THE UNITED STATES - - ' ' ' ' :

Y HI _
' The Catholic Health Association commissioned Lewin-VHI to prepare an analysis of .t_he'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 tune, the Lewm VHI study provides conclusive evndenoe that:

. @ Health care reform without universal coverage will mean hjgher not Iower health .care costs for middle
class Americans who presently have health tnsurance : :

L Addtttonally, reform thh universal coverage achieved by requiring all employers to contnbute to theis
employee ptemxums -- and tncludmg cost constraints -- will reduce spending for middle class Américans

that already have insurance in oompanson wnth what they now pay.

.- 'In addition,” the study concluded *for currently tnsured households eaming less than $100,000 annually,
health spending will deehne under umversal coverage with an employer mandate and cost constraints.”

*- An tmportant reason for. hxgher henlth care costs under the non-umversal appnoach is that the voluntary
approach results in bringing only higher consumers of health care, such as older American and people with
pre-existing conditions, into the system. This increases the level of risk in insurance pools without the
benefit of any offsetting factors. Increased premxum costs in tum drive young, healthy people with

. insurance out of risk pools, which further raises premxum costs for those who remain and increases the cost
shift as well .if these people remain umnsunad

o In contrast, an increase in avelage pretntums is largely averted under universal coverage because al’
individuals would participate in insurance pools, including heaithier individuals who receive little healtt
_care, spreading risk evenly across insurance pools Umversal eoverage also eliminates a major source o

. cost shifting. . .

o In addition, substdxes without universal coverage wdl hkely cause many employers who presently prowd
\henlth insurance to reduce coverage or dmp coverage entu'ely '

.- Moreover, pamal reform will "perpetuate.the destabthzmg effects of the cost sluft' as much of the care t
the umnsured would contmue to be shifted to the privately insured. -

¢ Insum, elmunatmg cost: constramts from heelth care reform will force the msured tmddle class to pay mo:
- for health care. Eliminating employer contributions from heaith reform also forces the insured middle cld
to pay more. And faxhng to aclueve umversal eoverage forces the insured middle class to pay more.



. “Our analyszs shows that premmms are lower under umversal coverage than under
in surance markel refonn hnked to subszdzes. Fuﬂher, we estunate that rmddle tncotne fanuhes
‘that currently have insurance will pay more in general for health care under parual reform than
under reform that mcludes universal coverage. In adduwn, for currently msured households

R R T T

earning less than $I 00,000 annually, health spendin Wdl decline under unzversal coverage with

an employer mandate and cost constraints.”
- __Lewm-vm
July 18, 1994




_ "”i:izi‘c‘f of Health Ca Réform on
o Insured ‘Middle Income Households

(wuh wage eﬂ‘ects)

| lUmversal Coverage With Cost Constralnts Dlncrememal Reform With. Subsldu
(Health Security Act) - . (Managed Compoﬁﬁon Act) '
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Impact of Health Care Reform On
Insured Middle Income Households

(wnthout wage effects)

B Universal Covetage With Cost Constralms Dlncromemal Reform With Sdnldios
(Health Security Act) . , (Managod COmpoﬂuon Act)
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Impact of Health Care Reform Proposals on
Insured Household Spendmg |

(w:th wage effects)

S lUmversal COverage With Cost Constraints Ellncrementd Ralorm With Subsldles
- {Health Secuntv Act) _ (Managed Competldon Act)
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Insured Household Spendmg :

(w1thout wage effects)

lUmversal Coverage With Cost Constraints Dlnctemomal Reform With Subsldios |
(Health Security Act) : (Managed Competitlon Acﬂ
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The VlClOllS, Upward Splral

The Impact of Incremental Reform on Insurance Premmms

Insurance refonhs extend
coverage to the slck and

- older hlgher users of health
: - ser_wces

Without umversal coverage .
to ensure that low-risk
_individuals are included in
insurance pools, the average
level of risk increases

. Additional premlum .
increases drive out more,
young, healthy people and
small businesses

. Shrinking insurance
pools further i increase
 the level of risk for
those who remain in the
pool, which in lum
escalates ptemlum costs

Higher risk insurance pools '
~ result i in premium increases
g for the currently msured

causesmg many healthy
individuals and small

businesses to drop out
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EXECUTIVE SUMMARY

The ongomg debate on national healthcare reform has recently focused on Presrdent
Clinton's insistence that the final bill include umversal coverage. Three congressional committees
have reported-out bills with universal coverage while the Senate Finance Committee recently
completed work on a bill which achieves partial coverage. This paper estimates the number of

_persons covered under selected partial approaches to health reform and then quantxﬁes the -
differences a'mong'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: L

.- Insurance market reforms alone,

+ - Insurance  market reforms combined with premium subsrdles as in the Managed .
‘Competition Act (whose lead sponsors are: Representanve Jim Cooper (D, TN) in the
House and Senator John Breaux (D, LA) in the Senate);

.- Umversal coverage as apphed to the Managed Competmon Act (mdmdual mandate)B L
.. and ,

.- Universal co_ver;zge 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 leglslanon

- recently introduced b) Senator Bob Dole mclude 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. Fuirther, 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 declme under

~ universal coverage with an employer rnandate and cost constraints.

ES1 The Mansged Compeunon Act as written does ot inchide umversal coverage. For illustrative purposes only, this
' analysis assumes an expansion of the Act to mclude all persons. "
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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 peroent. _
of the umnsured ‘would be covered Thts would leave about :22.3 million uninsured persons in :.
1998. - : .

. TABLEES-1
NUMBER OF PERSONS REMAINING U\IINSURED UNDER SELECTED APPROACHES IN 1998
- F Number of Persons That:

Become Remain, {
| Insured Uninsured | Reduction

; | (millions) | (millions) | et

Current System . - e 37.2 -
Insurance Market Reform Only" L1 36.0 3.0%
| Insurance Market Refonn with Subsidies” 14.9 223 40.0%

a lnsurance market reform includés guaranteed renewabthty and portability, limits on pre-e:usnng condtnon
. 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 i income below .
. ' poverty and sliding scale subsidies for persons up to 200 pereent of poverty. The Act also includes changes in -
the tax deductibility of premium payments. .
Source: Lewin-VHI estimates using the Health Beneﬁts Sunulanon Model ('HBSM)

1 .
\

EXPENDITURES FOR THE REMAINING; _UNINSURED

Under current policy, the uninsured would consume about $45.4 billion in health services
* in 1998.552 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
.spendmg, free care provided by phys:cxans, hospital uncompensated care, and care provided in .
public. hospnals and clinics. Overall, about 97 percent of national health spendmg would be -
~ covered t.hrough insurance under the Managed Competmon Act. :

_ " Much of the remaining care for the uninsured would continue to be financed through cost.
: -shtfung to the privately insured. As markets become increasingly competmve, physicians and -

 hospitals will be put under i increasing pressure to either avoid the umnsured or-lose financially. In
this way pamal reform could perpetuate the destabilizing effects of the cost stuft

ES-2  Ascuming a beneﬁts package comparable to that of the.President’s Health Security Act
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CHA NGES IN INS URANCE PREMIUMS FOR THE CURRENTL Y ‘I.vs URED

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 pohcxes would tend to be individuals in relanvely poor

health who are above average users of health services. o

: _ TABLE ES-2
NUMBER OF PERSONS AND NATIONAL AVERAGE PREMIUMS FOR
Pmsons UNDER ALTERNATIVE REFORM SCENARIOS IN 1998

. National Average

Size of Pool Monthly rage Ann

(in millions) | Per-Capita | - Premiufi for an:::
Currem.ly Insured ' 1856 - $172 ==
Insurance Market Reform Only 186.8 $176° . $104
Insurance Market Reform with - 200.5 Sl 82 . $260
Subsidies® N o R
Universal Coverage® . - 222.8 , $l75 $78

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

b - As specified in the Managed Competition Act, 100 percent premium subsidy for persons with income below
poverty and sliding scale subsidies for persons up to 200 percent of pove:ty The Act also mcludeschanges 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 artain umversal coverage as in the Health Security
Act. The premium changes shown in this analysis would be the same under erther mandate because. we focus

: only on premium amounts regardless of payer.

d Cbange in average premium compared to premrum wu:hour reform. All prermuxns bave been standardr.zed o
the Health Security Act benefits package.

Source: Lewrn-VHI esnmares usmg the Health Beneﬁts Simulation Model (HBSM)

_ Tlus increase .in average premrurns is largely averted under a program of umversal
coverage because such a plan would require all individuals to participate in the msurance pool
including healthier individuals who receive lmle ‘health care. Specrﬁcally

" @~ Without reform, the overall average monthly premrum for currently msured persons would
be 51‘72 per person. in 1998.55-3 '

-ES-3 " This premium amount for 1998 is standardized o reflect the standard benefits package in the Health Security Act The
benefit package is used throughout this analym beeeuse the Managed Compeuuon Act does not specify 8 standard
- benefit package. ,
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¢ Subsidies linked to insurance market reforms (as.in the Managed Compcﬁﬁon Act) would
. increase average monthly premiums from $172 to $182 for persons who already have
b . coverage. This amount translates into an annual i increase of $260 for currently insured
' families. -

- & Going beyond the Managed Compeuuon 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

currendy insured. This translates into an annual increase of about 578 for a currently

insured family in 1998, : _

It is important to note that a umvexsal coverage program would requu'e a net increase in
federal premium subsidies. For example we estimate that an expansion of -the ‘Managed
Competition Act to include umvexsal coverage would increase federal subsidy costs by $17 billion

- and reduce tax revenues by $ll bllhon in 1998. However, federal sub51dy costs would vary by
specific proposal. S ,

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

CHANGES IN HOUSEHOLD HEALTH SPENDING

, In: addmon 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 feform. 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 Secunty Act as wntten and the Health Security Act without premium growth
constraints. - . .

On average, all reform scenarios reduce spcndmg of houscholds carning Jess than SlO 000.
.~ The Health Sccunty Act also reduces spending for families earning less thari $100,000, assuming
 that employers absorb the 80 percent share of the premium they are reqmred to pay under the
Act. Generally accepted econormc 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 carmng $20, 000 to $75,000, although
the amounts are generally higher for the Managed Compeuuon Act wnh umvetsal coverage than

~ for the Health Secunty Act.
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For the 76.5 million houseliolds 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-I1 shows the net changes in household health spending for the
* currently insured popuiation in 1998 by family income accounting for wage effects. Figure ES-2
shows the same effects but does not mclude the wage effect. L oo

. : , :

Currently_ insured families eaming less than $10,000 a year see a net decrease in health
~ spending under all .four approacheé.' 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
Compeuuon Act if it includes umversal coverage because average premiums are lower when all .
- persons are brought into the pool. - -

Of the three universal coverage approaches, the Heélth'Sectirity Act as written is .the only
one that reduces household spendmg for currently msured middle income faxmhes. with or without-
;wage effects - '

4

ES‘ | To estimate .the wage effect, we assume that 88 percent of new employer costs (based on econometric smdres) are
evenmally passed on to empioyees in the form of wage reductions, and’ that 88 percent of new employer savrngs are -
generally pased on to employeet in the form of wage rncreasa
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- 'FIGURE ES 1
NET CHANGES IN Housmow HEALTH SPENDING IN 1998 FOR CURRE\TLY INSURED
POPULATION UNDER AGE 65 BY INCOME

. : . WITH WAGE EFFECT - : .
- 3600 - _ o - ' . ' .-
5400 - |
s200 4+ . T e
$0
(5200)
'(3400)
($600) - _ : : - _ .
- —e=— Managed Competition Act As Written oo
(5800) - —e—Managed Competition Act With Universal Coverage
' ‘----Heél;h Security Act With No Premium Growth Coanstraints
. ($1.000) ’ --@--Health Security Act With Premium Growth Constraiots
($1.200) 'L | '

Under 'sxb.ooo- $15.000 - 520.000- $30.000- $40,000- $50,000- $75,000- $100,000
$10,000 $14,999 $19.999 $29.999 $39999  $49999 . $74.999 -$99999 and Over

Sourcc Lewm-VH] estimates using the Health Benefits Simulation Model (HBSM).
FIGURE ES-2

Nsr CHANGES IN HOUSEHOLD HEALTH SPENDING IN 1998 FOR' CURRENTLY INSURED
. POPULATION UNDER AGE 65 BY INCOME

. . - WITHOUT WAGE EFFECT
. $60C T |
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$200 +
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(5200) +
(saooy’--
- : ) -*—Managed Competition Act As Written
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($1.200) "L

Under  $10,000 - $15,000- $20,000 - 'sso 000 $40.000. $50000- $75000- $100.000
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Source: szm-VHI estimates using lhe Health Benefits Simulation Model (HBSM).
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COVERAGE, PRE\rrUM, AND Housr:ﬂou) SPE\'DE\G IMPLICATIONS
: OF HEALTH REFORM

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

(MCA).

In recent weeks, considerable attention has been given to the Managed Competition Act
- for its potential to cover 91 percent of all Americans while accounting for about 97 percent of
potential national health spending.! Relatively little attentlon has been paid, however, to some of
the important financial rrnphcauons of expanding insurance coverage without universal coverage,
.apecxally the impact on health care financing for the remaining uninsured and insurance prermum :
levels for families who are currently insured. e

ln this study we compare four reform approaches:

- Insurance market reforms alone. _ . |
¢ Insurance market reforms combined with subsidies as in the Managed Competmon Act;
.. Umversal coverage as applied to the Managed Comper.mon Act (individual mandau:)z and '
e Umversal coverage undér the Health Secunry Act (employer mandate).
The purpose of the analysrs is first to determine how many people remain uninsured under
the various reform options and then to deterrmne the consequences of leaving portions of ‘the
populatxon uninsured in terms of: '

.- Health spendmg for persons who remain umnsured

! See "Expanding lnsunnee Coverage theul a Mandate” prephred for the Health Care Leadership Council by Lewin-VHI,
May 18, 1994. The estimate of covered national beallh spendmg assumes those insured have the standard benefits package -
specified in the Health Secaurity Act. :

2 . The Managed Competition Act as written does not melude universal covemge For rllusrnuve purposes oaly, th:.s malym .

assumes an expansion.of the:Act to include all persoas.
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¢ Per-capita health insurance premiums for persons currently insured: and
K Average household health spendmg

The report addresses each of. these issues in tum

L. Covx-:muc}: UNDER THE REFORM ALTERNATIVES |

‘We estimate that. there will be about 37.2 mrll.lon uninsured persons at any given point in
time during 1998.% This estimate .is based upon detailed insurance coverage data reported in the
1987 National Medxcal Expendxtures Survey.(NMES) data projected to future years based upon
insurance coverage trends reported in the Current Populauon Survey (CPS) data for ‘1987
through 19934 -

A. Insurance Market Reform- |

Insurance market reforms are intended to regulate medlcal underwnung and other barriers
. to coverage. Medical underwriting is a process by which. insurers review the health status of
individuals (or firms) who apply for insurance to determine whether they are an acceptable risk.
Insurers often decline to cover individuals and/or groups due to their health status and are allowed
to vary. premiums with the health status of the individual .making coverage more expensive for’
some populauons These insurer practices leave many individuals uninsured, either because they
(or their firm) are denied coverage or cannot afford the hlgher- -average prermums
: 'l'he most comrhon insurance market reform proposals attempt to address these problems
- by assuring that all individuals can, obtain insurance at a group rate regardless of their health
status. For this analysns we also assurned that pre-existing condition exclusions would be limited,
insurers would be requu'ed to renew policies upon request, and that premiums would be
community rated for individuals and small groups (under 100) markets. We estimate that these
insurance market reforms would reduce the umnsured pOpulauon by about 1.1 million _persons
(Table 1). .

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

4 The NMES data is used because it provides a detailed acéount of insurance covmge by calendar quarter. NMES reports
about 15 percent fewer uninsured persons that the CPS for any given year. It is for this reason um the total number of
uninsured used in this study may drffer from the total used in other studies. : , .
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TABLE 1
NLMBER or Psnsous RsmmNG UNINSURED UNDER SELECTED APPROACHES IN 1998

) umber of Persons That.

Become Remain
Insured Uninsured
...................... (millions) (millions) -

Current Systcm o . == 37.2 -
Insurance Market reform Only ' 1.1 36.1 3.0% ..
Insurance Market Reform with Subsidies’ 149 - 22.3 40.0%

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

b  As specified in the Managed Compcnuon 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 mcludes changes in
the tax deductibility of premium payments. _ '

Sourcc Lewin-VHI estimates using the Health Beneﬁls Simulation Model (HBSM)

B.  Insurance Market Reform Combmed_ with Subsidies

The Managed Competition Act (MCA) includes the above insurance reforms, but it
further encourages increased insurance coverage through' premium subsidies for low-income
individuals and tax deduction changcs for mdmduals prcmmm payments. Under the subsidy
schedule in the ‘Act, individuals with incomes’ up to .100 percent of the. poverty level would be
" eligible for full premium and cost sharing subsidies while subsidies would be phased down as

income increases from- 100 percent to 200 peicent of poverty. Premium subsidies also would be
| avaxlable for Medxcaxc rec:pxents with incomes below. 120 perccm of povcny :

The Act also allows mdmduals to deduct premium paymems for non- group insurance
coverage. ' ! : .

To facilitate buSineﬁs&s and in&ividuals‘ purchasing boveiage,' states.would be rcq\med to
establish one or more Health Plan Purchasing Cooperatives (HPPC). Any individual or small

business with fewer than 100 employees would obtain coverage through a HPPC which Qﬁ'ets, :

- participants more market power in negotiating coverage with health plans. -

~ Overall, about 61 pérécnt of all uninsured persons would be eligible for premium subsidies
under the program. Given past cxpencncc with Medicaid;, however, we assume that many
individuals will not obtain coverage even if they are eligible for full sub51d1cs For example, about
© 25 percent of those who are now eligible for Medicaid do not enroll. In addition, many persons
eligible for partial subsidies are unhkely to obtain coverage, -in pan becausc the subsidized
-premiums will still be high compared to their income.
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We esumated the number of uninsured persons who “ould participate in the subsidized
insurance program based upon an analysxs of participation rates in the Medicaid program for
individuals with various ,demograptuc and health status characteristics using the 1987 National
Medical Care Expenditure Study (NMES) data. These Medicaid enrollment rates were adjusted to

' acmunt_for'indiv.iduals who are eligible for only partial subsidies (i.e., incomes between poverty
. and 200 percent of poverty). :

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

The uninsured persons who would become covered under the: program would tend to be -
older individuals who are higher users of care. For example, under the Act, about 46 percent of
currently uninsured persons age 55 to 64 would become msuned compared with only about 31

. percent of those between the ages of 18 and 24.

| Hx-:.u.rn Spr:mmc FOR 'P}:R'soNs WHO Rl_-:m U.ﬁxsum-:n

Under current pohcy the uninsured wﬂl consume about $45.4 billion in health services in -

1998 (Table 2). This estimate includes the value of all health services consumed by the uninsured

which meet, the definition of covered services under the beneﬁts package proposed ‘in the HSA.

.' This includes: family out-of-pocket payments ($10.7 billion); the value of free care provided by
_'physmxans (S1.1 billion); the value of uncompensated care in hospitals ($15.4 bxlhon) and the cost
" of free care provnded in public hospitals and clinics ($18.2 billion). :

\

" As ‘noted above, we estimate that about 14.9 million of the 37.2 million currently
uninsured would become insured under the MCA. Those who remain uninsured will account for
about $24.6 bdhon in health spending or about 55 percent of the $45.4 bxlhon expended on behalf
of the uninsured under current policy. This. amount includes: out—of-pocket spending (85.7
billion); free care provnded by physicians ($0.5 billion); hospital uncompensated care ($8.1
billion); and care provided in public hospitals and. chmcs (SIO 3 bdhon)

The remammg $8.1 billion of hospital uncompensated care and the $05 billion free:
physician care would ultimately be cross subsidized by private -payers through higher-patient

" charges and insurance premiums, Partial reform will perpetuate the destabilizing effects of this

cost shift as much of the care provxded to t.he uninsured would continue to be slufted to the

‘privately msured
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TABLE 2

HEALTH Exmzxnrrum:s FOR UNI!\SURED PERSONS POTENTIALLY COVER.ED UNDER THE -
HSA BENEFITS PACKAGE N 1998°

e Un|n5| | Persons Who Rernain
red UmnsuredUnderthe

Under Current

_ : . ._..,:----poncy .
|Out-of-Pocket - - $10.7

Free from Physician K IRE

. {Hospital Uricompensated Care | $154
Public Hospitals/Clinjcsl - 518'2

a. These estimates are based upon hcalt.h expendxtures dala for the uninsured as reported in the Nauonal Medical .
Expenditures Survey (NMES) data. These data report utilization for insured and unmsuted persons including
- care provided free by providers. The value of free care was estimated by the Agency for Health Care Policy
 Research (AHCPR) based upon charges for comparable services reported by insured persons. We calibrated the
\dES data (for insured and uninsured persons) to reflect: 1) projections of bealth spending by source of
_. payment and type of service in 1998 developed by the Health Care Financing Administration (HCFA) and the -
Congressional Budget Office (CBO): and 2) projections of hospital uncompensawd care based upon data
provided by the American Hospital Association (AHA).
These figures exclude spending for" services. that are not covered under thc Health Security Act béneﬁts
- package such as adult dentai care and eyeglasses for adults. These figures also exclude heaith spending for this .
.group that is covered under the workers compensation program and/or auto insurance.-(This should not be an ..
issue since this care is in fact covered by these sources). These figures also do.not include the increase in
utilization that would occur among those who retain uninsured if they were provided with insurance.

-+ Source: Lewm-VHl annmes using the Health Beneﬁls Sxmulanon Model (HBSM).
m CHANGES IN PER CAPITA me.m INSURANCE PREMIUMS

.In general, we find that avcrage prenuums are hxgher 1f coverage is expandcd only through
~ insurance market reforms and premium subsidies because those who would obtain coverage under
these policies would tend to be individuals' in relatively poor health who. are above average users
. of health services. This increase ‘in average premiums is largely averted under a program of
universal coverage becausc such a plan would require all individuals to participate in the insurance
‘pool mcludmg healthier mdmduals who receive htt.le healt.h care. :

To estimate changes in health insurance premiums under three mfotm approaches, we -

assumed the standard benefits package proposed in the President's Health Security Act (HSA). .
The President's package is used to- standardize comparisons across reform options because the
MCA does not specify a standard package. The Congmssnonal Budgct Office also. maka this --

assumpuon m its analysis of the MCA. :
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A."  Insurance Mérket Reform

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

B. Insurance M'a'rk'et.Reform Linked to Premium Subsidies

Under a program that links the insurance market reforms to subsidies, most of the 14.9
" million persons who would'obtain‘insumn'cc ‘would be abo've-av'erage users of health care. This
~ would increase the overall average ‘monthly pcr-capxta prcrmum for the currently insured from
$172 to $182. For a family already receiving insurance in 1998 this would translate into a average
annual premxum mcreasc of $260. ’ '

C. Universal Coverage

Under 'a program of umvctsal coveragc, all mdmduals would be reqmred to obtam ,
insurance broadening the insurance pool to include healthier individuals who would otherwnsc '
decline to obtain insurance even if subsidies were available.$ This broader insurance pool would
lower the average premium to $175 per person per. month, about two percent greater than the .
_average prermum cost for the currently insured population ($172 per person per month). Thus, a
universal coverage program would raise average annual premiums for faxmlm already insured by
about 578 compared to $260 per year under the MCA.

It is unportant to note, howcvcr. that a universal coverage program wbhld require a net
increase in federal premium subsidy payments because many of those who would become insured
- are lower income persons who would qualify for premium ‘subsidies under the Act. We estimate
" that universal coverage under the MCA would entail an a,ddmonal $l.7 bxlhqn in federal subsidy

P

5 The premium estimate is based on fee-for-service cost sharing and includes coverage for these currently enrolled in

.. -Medicaid. The previously insured population excludes the over 65 Medicare beneﬁcmm

6 As specified in the Managed Competitica 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 .
preunnm payments. .
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TABI,!? :1

‘ NUMBER OF !’ERSONS, NATI()NM. AVFRM.F !’nwmum's AND CHANGE IN Housn-:uou) "EAL'I‘H SPENDING
N [ (E : B
- ' UNDFR AL'I‘FRNATIVF. RFFORM QCFNAmos IN 1998

 National Average Increase In .

Size of l'ool M""“."Y
T T | nmiions) | TEETRETE “Insured Family | -
Currently Insured I 185.7 | $172. - |
Insurance Market Ri:fonn Only*’ . 186.8 $176 $104
"| Insurance Markét Reform with Subsidi_e—sf' - 200.5 $182 - - $260
Universal Coverage® ] 2228 8175 | . 878

a Insurance market reform includes guaranteed renewablluy and ponabllily. limits on pre- exlslmg condmon cxclumms and commumly rating for individual
and small group (under 100) markets. '

b - As specified in'the Managed Competition Act, IOO percent premium suhsuly for persons with income below poveny nnd slldmg scale subsidies for pemms

* 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 mdmdunl mandalc An employer m'\ndmc
could be used to attain universal coverage as in the Health Security Act. The premium chnngcs shown in this annlysls would be !he same under gither
mandate because we focus only on premium amounts regardless of payer.

d Change in average premium compared to presnium without reform. All premtums have been slandardned to the Ilcnllh Secumy Act benefits p1cknge

Source: Lewin- VHI estimotes using lhe Henllh Benefits Simulation Model (HBSM) .
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payments and $11 billion in reduced tax revenue for a total federal cost of $28 bxlhon Howe\cr. :
federal subsidy costs will vary by the approach to universal coverage. 7 ' '

- D. Commumty Ratmg Insnde a HPPC

Another factor that will affcct premium levels under healthcare reform i 1s the degmc to
which community rating is apphed broadly across all firms and persons Under the Presxdcnts '
proposal, for example, premiums are adjusted for family composition but otherwise are the' same.
across all workers in firms of fewcr than 5,000 cmployecs as wcll as all non-workcrs '

The MCA as drafted would placc workers in small firmis (less than 100 cmployegs) 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 relauvcly high prcmmm
increase for employees i in small firms.

" Non-workers in the HPPCs will have significantly higher health carc-.co\sts 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 s0. high.

. Table 4 indicates how. community rating inside HPPCs would affect fﬁonthly per capita
. premiums under three reform strategies.® If no health reform were implemented other than
' community rating within HPPCs, the currendy insured would pay, on average, $205 monthly
- premiums. Under insurance reform, the average prcmmm in HPPCs. would rise to $215 and under
‘the MCA to $227. - :

) In comparison, T able 4 indicates that premmms in HPPCs wnll be about $50 to $75 higher
" than out of HPPCs. This difference in_premiums in and out of HPPCs creates 2 major problem
. implementing the Act. The primary incentive for cost containment under the Act is an excise tax
on employer premium contributions in excess of the lowest cost health plan in the HPPC. Given
- the inherently higher costs for HPPC enrollees, most non- HPPC health plans will have premiums

_below. this level even if these. plans are minimally effectxve in com.rolhng costs. ‘Ihus. basing the
tax cap limit on the lowest cost HPPC premiums will create little incentive for employers and
health plans to control costs undermining the long term viability of the program. - .

7 See Lewin-VHI: “Expanding Insurance Coverage WuhoutA Mandate,” May, 1994.
8 Note that Table 4 findings are due to the effects of pooling which are independent of the organizational structure (e. g
HPPC, bealth alliance, or other small group reforms) used to create the pools.
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TABLF 4

NUMBER OF PERSONS AND PER-(,APITA MoNTHLv PREMIUMS FOR l’l-:nsous lN AND OuToF THE

IIEALTH PLAN l’uncmemc Coorrm'nvr-:s (Hl'l'Cs) pnm-‘a AL’I‘ERNATIVE RsronM SCENARIOS IN 1998

S Inside HPPCR - <+ Outof HPPCb Nt IA

-_';__;(lndividuals&mrms <1oo) |- emssi00) o ,_'_“"‘ °"“ ”“"3‘

- Size of Pool -} l’er-Capita Slze of Pool l’er-Capita Size of Pool l‘er-Capﬂa

: : (in millions) | Premium’ (in miilions) ‘Premium’ (in milhons) Premium

Currently Insured - o 728 $205 29 |- s150 1857 | . $172
Insurance Market Reform Only® - 737 . %215 1133 - $151 - | 1868 - $176
Insurance Market Reform with Subsidies! |~ 833 ~ | $227 - H7.2 $150 - " 2005 - $182
Universal Coverage® - : -] 956 - 8213 1 12712 O $147 ] 2228 | 8175

!

) Persons in the HPPC lnclude workers and dependenls in ﬁrms with less than 100 workers, persons in the mdmdunl insurance market, Medicaid recipients
' andthe non-worklng uninsuréd. The révised vérsion'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 firms with 100 or more employees
¢ Insurance market reform includes guaranteed renewab:lny and ponabllny. limits on pre-existing condmon excluslons and commumty rmmg for mdmdunl )
and small group (under 100) markets. '
d  As specified in the Managed Competition Act, 100 percent premlum subsldy for persons with income below poveny and slldmg scale suhSIdlcs for persons
* up 10 200 percent of poverty. The Act also' {ncludes changes In the tax deductlbilny 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 to
‘ attain universal coverage as in the Health Security Act. The premlum chnnges shown in this analysis would be the snme under eilher mandate hec-mse we
focus only on premium amounts regardiess of payer.
- Souree Lewm-Vlll estimates using the Heal(h Benef ts Slmulauon Model (HBSM)
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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; pcrsons without employer provided insurance: and
aged and disabled cash recxpxem.s

Usmg three. premxum pools within HPPCs, we estimate that the average premium-within
~ the HPPC would remain at $227 a month, but premiums for workers and their dcpendents would
be much lower at $153 a month, compa.rable to premiums for ‘workers and their dependcnts .
outside HPPCs allowing the tax cap incentive to trigger cost controls.’ '

"A secondary c_ffect. of this revision would be to make monthly premiums higher for
persons without employer provided insurance (5279 per month) and for disabled persons (5710
per month) As a result, aggregate federal subsndy payments in HPPCs would be higher because a
large portion of these individuals also are low-income.

~Under universal coverage. Table 4 indicates that. avcragé prexhiuxﬁs in HPPCs would fall
to $213 per month as younger and healthier populations are brought into the HPPC pool. Because
enrollees in HPPCs could be divided into three preniium pools undcr'possible revisions to the Act,’
reduced costs from an infusion of healthier populations could be distributed across these pools.
However, the disabled pool would see little change in monthly premiums since we assume that.
‘most of this populatxon would pamcxpate in HPPCs without universal covcrage provisions.’

".The types of prcxmum dxscrcpancncs dxscussed above are not umquc to the HPPC'
arrangement contained in the MCA.. They are likely to occur under other forms of commumty
' ranng limited to volumary enroliment of small ﬁrms and mdn'lduals '

X

V. CHANG_ES Iy AVERAGE Hovsr-:now SPENDING
The financial implications of hcalt.h rcform extcnd bcyond the 1mpact on premium -
payments for  individuals, families, and employers. This. analysxs also examines the effects on
overall net changes in household - (non-Medicare) health  care spending by accountmg for
household . premium payments, ‘subsidies, tax deductions, changes in premium contributions,
. changes in out-of-pocket spendihg, and wage effects resulting from changes in cniplo_'yer costs. In
addition, this analysis addresses changes in houschold health spending for the 185.6 million

5 For a more detiled analysis of premium changes under various HPPC sizes and community rating schemes. see: Sheils,

Jobn F, "Permitting Voluntary Enroliment in Regional Alliances Under the Health Secumy Act” prepared for the HearyJ. :

Kaiser Foundation by Lewin-VHI, Man:h 1994

)
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:per'soné 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 universél 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 examme two versions of the HSA, one with premmm growth restmmts and
one without. o e :

Please note that the following dJscussxon focuscs on households headed by individuals
under age 65. This populanon is consistent with the one addressed in the previous premium
section. Detailed findings for.the over 65 population are pncsemed in Appendix A. '

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

" o - 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 '

. Ai  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-5). This average applies to all households in the nation, regardless of
~ whether they currently purchase health insurance or Will purchase health insurance under reform
and subsumes wnde variations in health spending changes by income group as discussed below i m '
Scctxon C.
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TABLE 5

Nsr CHA.\GES IN HOUSEHOLD HEALTH SPENDING FOR HOLSEHOLDS
 HEADED BY AN INDIVIDUAL UNDER AGE 6: .

(WITHOUT WAGE l-:mcrs) -

Al Currently Currently

Homeholds - Insured" : | Uninsured”
(82.2 million - (76.5 milhon (5.7 million
households) households) households)

Managed Competition Act As Wntten $98 - $105 --
- [Managed Competition Act With Universal Coverage $322 $69 $1,406
|Health Security Act Without Premium Growth Constraints (S180) - ($223) $350
Health Security Act With Premium Growth Constraints . ($254) - ($300)| $310

3 An insured household is defined as household with at least ooe person insured. o .

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

¢ Universal coverage under the Managed Competition Act would increase federal subsidy costs relative to the
Act as written. Our estimates in this analysis assume the federal government absorbs the cosLs. To the extent .
that financing sources are sought through taxes, household spendiag would increase.

d We estimate the average currently uninsured housebold will spend an additional $2 under the Managed

. Competition Act as written. However, under the Managed Competition Act as written. many currently.

uninsured households still will not purchase coverage. For these households, health spendiang will not change.
This $2 estimate reflects the average change in heaith spendmg for all currently uninsured housebolds,
including those that will experieace no change.

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

The average change in household health spending reflécts 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 downgmde coverage to the
.. minimum level and distribute: the cash savmgs to employees wluch we then assume are used to

purchase supplemental coverage :

Expanding the MCA to include .universal coverage would increase average householc_l
health spending for those uxider age 65 by $322 in 1998. While the influx of healthier populations
“ would reduce per capita prermums ‘under universal coverage, in aggregate more houscholds will
be paying premiums and using more health care thus raising the average. In' comparison, we .
estimate that the HSA will decrease average household health spending for those under age 65 by
$180 in 1998 assuming no premium gmwth constramts and wxll decrease spending by $254' h
assummg constraints. - - : : :

However, overall household health spendmg fails to highlight an unportant distinction: the

. currently insured population spends less or saves more under universal coverage. As shown n
Table 5, the average currently msured household will spend an additional $105 on health care in

" 1998 under the MCA as written compared to $69 under the Act coupled with universal coverage.
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' ‘More striking is the difference between all families and the currently insured under the Act with
" universal coverage. This difference indicates that the majority of increased health spending under

this version of the Act will be borne by the currcntly uninsured populanon—an average increase
" of $1,406 i in health spendmg in 1998.

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

o

B. -Net Changes in Household Health Spending _Witll\‘Wage Effects

Generally accéptgd economic theory suggests that qut employer savings and new costs
eventually are passed on to workers in the form of increased or decreased wages. Thi§ “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 firms will discontinue providing health benefits altogether; and (3)
firns continuing coveragc wﬂl see savmgs 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 ultimately resulting in the reduced
health care spending shown in the table for the currently insured population. In contrast, the. HSA
increases employer health care costs through an employcr mandate which are passed on to
employees through lower wages. : '

9  We estimate that about 88% of changes in costs are pa.ued on 1o employees through wage eﬁects. See. for example,
_ Jonathan Griber and Alan B. Krueger, “The Incideace of Mandated Employer-Provided Insurance: Lessons from Workers
Compensanm Insurance,” in Tax Policy and the Economy (1991); Jonathan Gruber, “The Incidence of Mandated Matemity
Benefits,” American Economic Review, forthcoming; and Lawrence H. Summexs “Some Simple Economics of Mandated
Bmﬁ& American Economic Review, v. 79. no. 2, May 1989. -

0 We estimate ‘significant managed care savings under the Managed Compeunon Act that nlummly lower employer.
premium costs. For a detailed discussion of managed care savings see: Lewin-VHI, "Managed Care: Does it Waork?"
February, 1993, and Lewin- VHI, “New Evidence on Savmgs from Network Models of Managed Care,” May 1994. :
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TABLE 6-

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

(Wrm WAGE Emcrs)
........ AN Currently. Currently
. Households “Tnsured” ~ | Uninsured®
(82.2 million (’76.5 _mdhon (5.7 million _
. . .. households) | households) | households)
Managed Competition Act As Written ($38) ($41)] _ =]
Managed Competition Act With Universal Coverage* $186 ($77) $1,406|.
Health Security Act Without Premium Growth Constraints $19] $71°  $1,478]
Health Security Act With Premium Growth Constraints - $14 (3161) - $1,343|.

-'a  Aninsured housebold is defined as housebold with at least one person insured.
b An uninsured bousehold is defined as a bousehold in which no one is insured. ’
¢ - Universal coverage under the Managed Competition Act would increase federal subsidy.costs relative to the
Act as written. 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 esumate the average currenty uninsured housebold will spend an additional $2 upder the Managed -

Competition ‘Act as wrntten.

However, under. the Managed Competition Act as written, many currently;

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

including those that will expenence no change.

Source Lewin-VHI esumates using the Health Beneﬁts Sxmulanon Model (HBSM).

_ _Employers who currently do not provnde uwumncewnll see_a proportio_nally luger' mcrease '
in. employee health- care costs under the- HSA. than employers who do provide insurance:
. Therefore. the currently uninsured wﬂl expenence a greater wage effect than the currently msured

. -as reflected in Table 6

“While' the wage effect tempers the mcreased health spendmg 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 drscontmumg or reducmg covemge cerainly has policy unphcanons for

health réform.

C. Ho‘usehold'Spending by Income

/

Finally, our analysis allows us to display chanées in household health spendihg by income

dl -

‘group (Figure I). The changes in spending shown in Figure 1 are for househiolds headed by

persons under age 65 and do not include wage effects. Furthermore. these esumam mclude all

‘households whether prevxously insured or not.
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_ FlGURE 1
NET CHAJNGES IN HOUSEHOLD HEALTH SPENDING l.\ 1998 .
" FOR AGGREGATE UNDER AGE 65 POPL'LATION .
WITHOUT WAGE Emcr o

$800 -
" ose00 -
$400 +-
_szob + -

S0

(5200) +-

($400). +

—O—Managed Competition Act As Wrmen
: —O—Managed Competition Act With Universal Coverage
-»--Health Security Act With No Premium Growth Contraints
--@--Health Security Act With Premium Growth Contraints

 (8600)

(5800)-

($1,000)

Under  $10.000- $15.000- $20,000- $30,000. $40,000- $50.000. $75,000- $100,000
$10,000 -$14.999  $19999 ° $29.999  $39.999  $49.999  $74999  $99.999 and Over

. Source: Lewin-VHI esumates usmg the Health Benefits Simulation Model (HBSM)

Our analysis shows that all four versions of health reform discussed in this paper teduce '
health spending for the Jowest income groups while the MCA results in increased health spending
for middle and higher income groﬁps 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 bcmuse employers are paying
- 80% of premiurns. :

Fiéure 2 takes into account the wage effect and shdws that the HSA's employer mandate

* . ulumately 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 eaming between $10,000 and $14,999 while the Managed Care

. Act with universal coverage decreases spcndmg for this group. However, the HSA is consistently '
. less costly than the universal- coverage version of the Managed Care Act for middle income
+, households eamning between $20,000 and $49,999. ' -
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EE . 3 " FIGLRE2 S
o NET mecss IN HOUSEHOLD HEALTH SPE\DL\G IN 1998
: ‘ : ' - FOR AGGREGATE UNDER AGE 65 POPULATION

_ WITH WAGE EFFECT
3800 -
$600 -
8400 +-
$200 +-
0
' ($200) -
(5400) + & . |
' s - —s— Managed Competition Act As Written
(8600)- *—Managed Competition Act With Universal Coverage S
800 --Health Security Act With No Premium Growth Constraints
: ¢ : ) 0--Hcalth Securuy Act Wnth Premium Growth Constraints
| ($1.000) '

- Under . $10,000- $15.000- $20,000- $30.000- $40,000- $50,000- $75,000- $100,000
$10,000 $14,999 519,999 $29.999  $39.999 $49,999  $74,999  $99,999 and Over

Source: Lewin-VHI estimates using the Hea!th Benefits Simulation Model (HBSM).

As in. the carlier tables, our analysns also examines the- changcs in household health

: spendmg for the currently insured under 65 population (185.7 million people). For the currently

insured, the MCA with universal coverage is con51stcntly less costly than the Act as written across

all income groups with or without wage effects. Howcver ‘without wage effects, both versions
result in increased health spending for households cammg more than $20, OOO a year (Fi, igure 3).
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' Fictnqu‘ :
NET CHANGES IN Houssuou) HEALTH SPENDING IN 1998 FOR'
CURRENTLY INSURED POPULATION UNDER AGE 65 BY INCOME

: . WITHOUT WAGE EFFECI‘
$600 -
5400, 1
$200 1~
50
(52000 +
($400) + . o o |
—e— Managed Competition Act As Writiea
(3600) - ‘——e— Managed Competition Act With Universal Coverage
(5800) T : --»--Health Security Act With No Premium Growth Constraints
: . ‘ --o-- Health Security Act With Prémiup Growtb Constraints
' (51.000) '
($1.200) -

Under  $10,000 - $15.000. $20.000- $30,000- $40.000- $50.000- 375;000- 5100.000.-
$10,000 $14999 $19999 $29.999 $39,999 $49.999 $74999 399999 and Over

‘Source: Lewm-VHl estimates using the Health Beneﬁu Sunulanon Model (HBSM).

In comparison, both versions of the HSA reduce health care spcndmg for the currently
: msured population across most mcomc groups thhout wage effects.

Facton'ng in the wage effect creaxes a more complex picturc. 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 resuits in increased. health spending
for middle income cum-.ntly insured eammg between 520 000 and $49 999..

‘The HSA ‘without prcrmum constramt.s increases health spcndmg for all the cun'cntly'
insured eaming more than $10,000, accounting for wage effects. However, spending increases are
less than the MCA with universal coverage for the currently insured earmng between $20,000 and .
: 'S39 ,999. Spending increases are greater than under thc MCA for income groups eammg more
‘than S40000(thur¢4) ' :
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~ who become covexed volumanly will tend to be:more expensive than average.!!

FIGURE 4 -
M:T CHANGES IN HOUSEHOLD HEALTH SPENDL\G IN 1998 FOR
CURRENTLY INSURED POPULATION UNDER AGE 65 BY INCOME

o 3 - WITH WAGE EFFECT _
$600 T - . _ : ’ ' . .
'$400 4+
$200 + -
50—
(5200) +
(3400) Lo .:,-.,-
-($600) 4. .-,:::'. ) ) - \
- | —>— Managed Competition Act As Written
($800) —e— Managed Competition Act With Universal Coverage
' --e--Health Security Act With No Premivm 'Growth Constraints
_(S 1"000). ~-®--Health Security Act With Premium Growth Coastraints
(§1.200) =+

Under $10,000- $15000- $20.000- $30,000- $40,000- $50,000- $75,000- SIOO.OOIO
$10,000 514,999 $19.999  $29.999 $39.999 $49999  $74.999  $99.999 . and Over.

" Source: Lewm-VH! estimates nsmg the Health Benefits Sunulanon Model (HBSM).

‘Tables dnsplavmg detailed changes in household spending’ under the various reform soenanos

“and accounting t'or insurance status. wage cffcct, and income are available in Appendtx A.

V. CONCLLSION

. This analysis hxghhghts some of the unpomnt trade-offs involved in achxevmg universal
coverage as compared to more limited reforms. Insurance market reforms alone will have little
impact on coverage, covenng an estimated 3 percent of the currently unmsured When combined
with subsidies as in the MCA, however, about 40 percent of the uninsured would be covered,
accounting for about 45'p'ercent 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

\

One of the. tréde-offs in 'pursuing a voluntary. strategy, “however, is thé impact on
prcnuums for persons who are already insured: Because persons who obtain coverage under the
MCA will tend to be less hcalthy and more costly than. pcrsons who do not obtain covemge.'
average prermums will rise more for those already insured than thcy ‘would under universal

11 Lewin-VHL Exmdmhmms:ﬁn_mmw prepared for the Health Care Lcadf-rshsp Council, Mly 18.
1994.
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coverage. Aceofdingly, the average 1998 family prerhium _amount'.'woul'd increase by. $260 per
year under the MCA compared to an increase of about $78 under um’vetsal coverage.

Changcs in. household health spendmg vary sxgmﬁcandy by family income level and current -
health insurance status. Largely because of premium subsidies, all of the reform approaches resuit
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
inciudes 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 mlddle income fa:mhes with or without wage effccts '

_ 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 shifting, and constramcd access for the remaining

uninsured under more limited refom15
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Tuu: A<l

CHANGE IN Hor.smow m:u.m SPE\'DLNG BY L\cowtr. N 1998 UNDER THE
MANAGED COMPETITION ACT /m) UNDER THE ACT WITH UM\'ERSAL Covsmcz

~ With Wage Effects Without Wage Effects

oy | o | found] Total | "';2' o] T
Under $10,000 | ($946)| (52,603) (s'1.459) ($963) ($2.60l) ($1,470)
$10,000 - $14,999 | (5266)] ($1.498)] (S757)| ($285)| ($1,481)| (5762)
$15,000 - $19.999 $13| (S537) (S161)| ~ S$49| (S544) (S138)
$20.000- $29.999 |  $231]  $551] $304] $358|  $519| . $395|"
$30.000 - $39.999 $344| $757| S421| s464| $742|  $517
$40,000 - $49.999 |  S143]  $833|. S$220] $358|  $833| = S4ll
$50.000-574999 | ~ $80| '$763|' S142| $293| . $848| < $343
1575.000 - $99.999 | (S197)] - ($88)| (5187 $127]  $25|  $118
$100.000 and Over $62| ~ $212|  $73] © $201] $162]  $198
TOTAL ($38) ($629) ($156) 'sas cssu) ($46)

U i U UNIVERSAL COVERAGE « % nii i cai
',Under 510000 | (5988) 52.623) (51,494)| (51.008)] G52, 6207 51.506)
$10,000 - $14,999 | (5200)| (51.481)] ($711)] ($219)| (51,463)] ($715)
$15.000-$19.999 (. $147| ($549)(- ($72)| 183 ($556)|  ($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| S1,101]  $612
{550,000 - $74,999 | - $339| ‘$1,006|  $399|  $552| $1,091]  $601
$75.000-$99.999 |  $74] ($106)]  $57| 399 $71  $362
[$100.000 and Over |  $309]  $534] $325| $447| 5483 449
TOTAL | s186] ($523)  $45]  $322[ ($518)  $1S5

. SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTE BENEFITS SIMULATION MODEL (HBSM)

94FM0180
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- With Wage Effects Without Wage Effects

" *Under 65and | .qpois | Under'{ 65and | po ) -

S 65 5 TR

Under $10,000 ($801)] ($478)| . ($701)| (S671)] ' ($456)] ($605)
$10.000- $14,999 |  $236[ ($569) .($85) (S216) (8561) ($353)
$15.000-$19.999 |  $226| ($638)]  (576)| (S179)| ($648) ($327)|
$20,000- $29.999 |  $239 ($322)| . S111| ($53) ($436) (S140)|
$30,000 - $39.999 $50 (5483)[  ($51)| ($266)] (3404){ - (5292)|
- |$40,000 - $49.999.1  (851)] ($495)] (S101)| ($293) ($546) ($231)
-[$50.000 - $74.999 $47| (5470 SOl ($248) (S285) (S251)
1875.000-599.999 | - $38] (5683)] ($30)| (5287) ($425) (S300)
~ [$100.000 and-Over|  $388| $3,361| . $599|  ($8) $3.484]  $239
-Tom. $14] ($383) . ($65) ($254) ($365) ($z76)

. ..::,;;'_.._::: Y WITHOUT PREMIUM CONSTRAINTS P

Under $10,000 ($767)| * ($473) ($676) ($674) ($456)| ($607)'
$10,000 - $14.999 $295| - (3563)] ($47)| ($205) ($557) ($345)
$15.000-$19.999 {  $306] ($602) $20 ($150) ($637) ($303)
$20,000 - $29.999 | - $353| (5263) - $213]  ($3) (3412)] ($97)
$30.000-$39.999 |  $218 ($281)| S124| (S187)| (S36M)| ($221)
$40,000-.$49,999 {  $239 ($310)| © $178] (S198) - ($496) ($232)
850,000 - 574,999 | . $282| (5256) . $233| ($140) (5222) (5147)
$75,000-$99,999 | $328| ($361)| $262| ($160)| (§3.658)] ($178)
$100,000 and Over| * $663| $3.736| . $883|  $132| $3.568] $376
TOTAL $191| ($294)]  $95| ($180) ($342)} ($212)

TABLE A-2

CHANGE INHOUSEHOLD HEALTH SECURITY BY l\com: N 1998 UNDER THE ,
HEALTH SECURI‘I:Y Acr Wrru AND WITHOUT PREMIUM GROWTH CONSTRAINTS

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTR BENEFTTS SIMULATION MODEL (HBSM)

S4FM0O180

LEwIN-VHI, INC.



TAHI E A-3

CHAN(,bs IN HIsATH SI'LNDING nv lN(.OMh IN 1998 FOR rm-. CURRI'.NTI Y leURhl) AND UNIN&URI- b Houswm DS UNDER Tm
MANAGED COMPETITION ACT AND UNDER THE ACT WITH UNIVERSAL COVERAGE .

Cunnsrm.v INSURED -5 - | 7 CURRENTLY UNINSURED

AS WRITTEN "UNIVERSAL | - .-As'wl_uﬁisn | - UNIVERSAL

. : COVERAGE o ' _ COVERAGE
i Housmmu) “NUMBER OF | WiTHoUT | . WiTH |WiTHOUT Wrru WITHOUT|  WiTH - W|'filoiiT -WITH |
I Housr:u_qp_ns :WAGE_"| . WAGE. .| "WAGE . WAGE “WAGE. | . WAGE .| WAGE: | WAGE..
ceomn 2y miLLIONS) | EFFECTS | EFFECTS | EFFECTS |EFFECTS] EFFECTS | EFFECTS Erm-:crs EFFECTS
Under $10,000 - .86 ($1,025)| ($1,004)" ($1,025)] ($1,005)]  ($627)| ($627)) ($793)]  (8793)
$10,000-$14,999 | = 46 @3] s288) ($332)] (8309 (s166) (s166)  $362]  $362
$15,000 - $19,999 - 43 | sI15|- (s ($34) ($76) $243| . $243 $1,336) $1.336]

- 1$20,000 - $29,999 10.8 ° - $340]  $201 "$296|  $157) - $54s| 8545 © $3,291] $3,291|

$30,000 - $39,999 9.4 $472| - $3a4] . $426]  $298 $339] - $339|. $3.450{ $3.450 -
$40,000- $49999 |- © 9.4 _ $358| . $137 -$317 $9()| $363] . $363] $2,757] $2757|
$50,000 - $74,999 15.2 5293 76| $257] . s40f - $279]. -  $229] $4,333]  $4,333
$75,000 - $99,999 65 | - s1i200 21| o $75] (256 - 505 $505 $3,750] $3,750{ -
$100,000 and Over 7.8 $202)  se3)  si161]  $22f . $0) $0|  $2.415) - $2415
TOTAL 765 s10s] san|  se9l - 37] -al  --al  $1,406]  $1,406
a. We estimate the avcmge currently. umnsured houschuld will spend an additional $2 under the M: m.u,cd Competition ' Act as written.  However, under the

Managed Competition Act as written, many currently uninsured households still will not purchase coverage. For these households, health spundm;, will

not change. Tlus $2 estimate reflects the average change in health spending for nlI cunemly uninsured Inouscholds lm,ludmg lhosc that will experience nu
change.

SOURCE: LEWIN-VHI ESTIMATES USING THE HEALYII BENEFITS SIMUI A'l-‘_l.(lN MODEI. (HBSM)

94FM0180 ) _ , R ._A,-3 - o - o LI-WIN-VHI INC




' 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

. CONSTRAINTS

WITH PREMIUM

WITHOUT

PREMIUM

CONSTRAINTS

| WacE:| Wace

-+ |WITHOUT]

WITHOUT
'WAGE .

L T L A L T INGUREDD S
Under $10,000 | (s873)]  (s709)] ($859)
$10,000 - $14,999 ($62)] (s308)] 35
$15,000 - $19.999 ($58)] (5263 . - $81
1520.000 - $29.999 | (339 14| 5134
[$30.000 - $39.999 - (s165)]  ($320)| $65
$40,000 - $49,999 . ($147)]  ($328)] - $131
$50.000 - $74.999 | ($114)] - ($285)] ¢ $187|
$75,000 - $99,999 (5120)]  ($330)]  $232
[$100.,000 and Over] 7.8 $210] . ($24)]  $605
TOTAL - 766 $161)  ($300)] $71
e e : 5.: %Ef'ff-:-_'_.'-::::f'i-"_:}:'_;'-UNI.-\'SURED_ 33'}5':?' et bt Do Mg e 21D
1.6 ($278)
1.0 $1,298
0.8 $1.407|
1.0 . $2,274|
0.5 $2,194
0.3 $2,642
0.3 $3,093
0.1 '$3,063
0.1 $2,878]
5.7 $1,343

($711)
(5299){ -
(5234)

($94)
(5241)
(5233)
($178)
(5203)

$117

o223

15.2

($470)
$220
$329
$919
$669
$836

$1,522

$1,707
$1,274

$350]

($269)

$1.420] .
- $1,538) -
$2.461]
1$2,410
$2,952
$3,385| -
$3.352
$3,176

$1,478

(5464)
$201
$302
$864]
$578
$732

$1,397

$1,546]
$1,159]

$310f

Under $10,000 -
$10,000 - $14,999
$15,000 - $19.999 |
.1$20.000 -.$29.999
$30,000 - $39,999
/840,000 - $49,999
$50,000 - $74,999
$75,000 - $99,999
$100,000 and Over

|ToraL

. J ] .
SOURCE: LEWIN-VHI ESTIMATES USING THE HEALTH BENEFITS SIMULATION MODEL (HBSM)

: uruo:aé . A4 ’ LEWIN- VHI, Inc.
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Shared Responsibility: The American Way |

Shared responsibility is the American way -- pan of the Anierican tradition of work and reward.
Nine out of ten Americans with private insurance already get it through their workplace. Real

. health care reform will continue this tradition, building on the existing system and expanding it

to include all Americans.

And shared responsibility will lower costs for businesses that alreédy insure their workers. Smal'l _
businesses who pay the most today will benefit most from reform. And studies reveal that real
reform will pot slow the economy, and may éven create jobs.

This health care reform debate is coming down'to a choice: between two approaches. One builds
on our American system of workplace health benefits, and makes sure employers live up to their
responsibilities. The other approach leaves ¢ every family at risk of being dropped. For middle
class Americans, its an obv1ous chorce :

- The Amencan people overwhelmmgly support Universal Coverage: 78% according to a recent

ABC News/Washmgton Post Poll [June 27, 1994]. And shared responsnblhty is the fairest, and least
disruptive way to get there. .



L. WITHOUT SHARED RESPONSIBILITY, COST SHIFTING WILL
PUNISH RESPONSIBLE BUSINESSES

There is often cost-shifting among firms in the same industry, "creating a situation where some

employers may actually subsidize health care provided to employees in competmg firms."” MNational
Association of Manufacturers, "Employer Shifting Expenduures prepared by Lewm ICF, December 1991]

The current system forces responsible emp_loyers to pay for insurance three times: First, for their
own employees. Second, for dependents of their employees who work, but don't.get health care
- from their own jobs. And third, for the uninsured -- many of them working people -- who show
up in America's. emergency rooms, and whose unpaid costs are added to the bills of those who do
have insurance. Cost shifting is a hidden tax on responsibility and on employment.

¢ 'In 1991, employers who
- took responsibility for Hidden Tax On America's Busmess

employees and their © - |Responsible Buslnesses Pay 3 Ways
families paid $26.5 billion
to cover working

dependents whose - . _. |_Cost For Uninsured
“employers did not offer $200 _ | Cost For Working
insurance to their ' Dependents
workers. [National Association of .~ $150
Manufacturers, "Employer Cost-Shifting ' §
Expenditures,” prepared by Lewin-ICF,
December 1991] $100 Cast For
¥ _ $134 Billion . Own Workers
o That same year, employers 850
who took responsibility for . _
‘their employees' insurance oL
also had an-additional , : . 1991

$10.8 billion added to their Source: .WMdm mcwmw,'mwmmmv

premiums to cover the
uncompensated hospital costs of people without any insurance. Nearly half of these were to

pay.for-"workers, or dependents of workers, in firms that didn't provide coverage."
[National Association of Manufacturers, "Employer Cost-Shifting Expenditures.” prepared by Lewin-ICF, December 1991]



The manufacturing industry -- a critical source of high-wage jobs and_'export-—quality
American goods -- has been hard hit by cost shifting. America's manufacturers are among the
nation's most responsible business, covering almost all of their workers. They must compete .

~ against foreign manufacturers with stable, insured, productive workforces, while carrymg the

extra burden of companies that do not provide coverage.

Bethlehem Steel has 20,000 employees but pays insurance for 160,000 people. Although
locked into a competitive battle with Canadian steel producers just across the border,
Bethlehem is burdened by $65 million in additional health care costs -- almost a third of
their total health care bill -- because of cost—shlftmg [Testimony of B. Boylcston V.P. for Human Resources,

, before Con,,ressmnal Steel Caucus, 6/23/94)

One study estimates that 28% -- or $11.5 billion -- of the health care costs paid by
manufacturing companies are a result of cost-shifting. Manufacturers buy insurance for over

3 million workers in other industries. [National Assocxauon of Manufacturers, "Employer Cost-Shifting Expendll‘ure.\‘
prepared by Lewin-ICF, December 1991} - .

Most of Manufacturlng Cost Shift Is
From Workers In Other Flrms -

Health Costs of Manufacturers - [GComponents Of Cost Shift
3s L . \ .
30
$29.8° _ _Workers
25 . Billion '7‘2
20| |Real “Billion
) Costs -
15| '
10 g
. Btlhon - .
> o jl Shifted 1 : Non-Workers |-
oL Costs '

‘Sowces: Lewin VHI for The National Association of Manufacturers

Universal coverage will eliminate the penalty on businesses that prov:de coverage
"Universal coverage would mean that those firms that now offer insurance would no longer
need to pay indirectly through higher doctor and hospital bills for the care given to
uninsured workers and their famtltes On the other hand, ﬁrms that-do not now provide -
insurance could no Ionger ride free.":|CBO, 2194) '

(V3




II. AVOIDING SHARED RESPONSIBILITY MEANS MORE
WORKERS WILL LOSE THEIR COVERAGE -

“For those who have suggested that the best poliej{. may be to muddle through with only small, .
incremental changes, our analysis suggests that the.number of uninsured workers in small
businesses will continue to grow. If our survey proves trie, in the years ahead 30 percent of
small busmesses currently provtdmg insurance will drop their insurance coverage because of

the high cost.”  (Health Affaics, Spring 1992]

- e Under one propose’d plan, where benefits were not guaranteed at work, two million workers _
'in small businesses would lose their employer's contribution. (CBo, 2/94]

. Another reform alternative would cost 1.3 million Americans their insurance every month.
And 1.8 million Americans a month would lose their coverage under yet another leading
- alternative. [Lewin-VHI esumat:s for Families UsA]

. If employers do not take responsibility, every worker in the United States will be at risk of

_having to bear the entire burden of health insurance alone - $3 900 or more edch year. .
" Famnhcs and National Health Reform,” isi 5/94]

Fam |I|es Save W ith Shared
Responsmlllty |

'$'Premiums
(Employee _ .
Share)

5,000

000 r R - No Shared
3,000 | : _ <SS Responsibility

2,000 |-

1,000

k S‘hared Re.sponsmlhty

o U . ! ] ‘
$11,890 $15457° $17.835 $21,402 $23,780 $29,725 $35.670 $47,560
_ . Family Income _ -

Source: “Families and Nationai Health Reform " Kaiser Commission on the Future of Meg'iggig, 5/94. Based on a

comparision of the Clinton and Cooper plans. Cooper plan does notrequire employers to contribute.




. More and more, employees are bemg hurt as rising costs force compames that take
responsnblllty to cut back. :

" Benefit Report, 1992]

The percentage of . '
workers whose _ Fewer Workers Get Benefits At Work --.
‘employers sponsora More Rely On Public Assistance Or Go Without
health insurance plan ' '
is already falling -- " Millions - : . . .
from 81% in 1988 to 250 : : -
78% in 1992. In 200 | 33 ' :
1978,23% of new | 50| [EEeaini46F
- companies offered 0ol .
“health benefits to el :
their employees. In e
1992, that percentage 1989 1992
0 . . —
' ﬁgﬁrngggfit}o?. sllgf._ - :fsvlt;\rsenefnts nsurance [__|No Insurance
* University of North Carolina, [Source: Non-Eiderty Poputation: EBRI Besed on March 1991 CPS_ 174,

8/92)

Nearly six in ten Americans earing between $30,000 and $50,000 a year have experienced
health benefit cutbacks in their households. The percentage of families with full emplover-
paid coverage fell from 32% in 1988 to 19% in 1992. New York Times/CBS News Poll 4/7/93; Hay/Hu,gms '

. | l_ . - ..
Percentage of Fam ilies With
Full Employer-Paid Coverage

35% -
30%
25%
20%
15%
10%
\ sop |-
0% 58— — . 7992

ource: May/Muggins Benefit Reporl, 1992.

Steve Burd, President and Chief Executive Officer of Safeway Inc. -- one of the world's
largest food retailers -- said his company competes "with some very large companies that
don't offer the same kind of coverage." 1f health reform doesn't pass with the employer
mandate, Burd fears that Safeway might be forced to curtail its coverage "to level the playmg
. field." [LA Times Friday July 22, 1994) :

I




III. SHARED RESPONSIBILITY IS GOOD 'BUSINESS _

"The szmple math is it saves the company money. It costs about'$ 1,500 per year Io cover each
employee, part time and full time, and the cost of attrition if we have to hire and retrain a new
employee is over $3,000." [Starbucks CEO Howard Schultz] -

!

. Starbucks Coffee, 4,800 employees, was named one of the fastest growing companies in
America in 1993 by Fortune Magazine. CEO Howard Schultz believes that a comprehensive
- employee benefits package for all workers is the key to competitiveness: “Ar Starbucks
Coffee Company adding benefits for part-time and full-time employees is leading to a
healthier worlgforce and bottom line. The longer an employee stays with us, the more we
" Starbucks posts hxgher profits every year, sales have grown almost 80% over the last

three years, and the stock price continues to climb.

Shared R&SpOﬂSIblllty Works

STARBUCKS COFFEE Provides Health
Benwfits For All Of s Employees | ForSTARBUCKS COFFEE

Eamings ($ Millions)

4800 Full Tirme and Part Time Employees
MﬂeCamMpsGmngAndGuMng

mmmwmm

o PictureTel, the technology and market leader in video conferencing, has doubled the number
" of its employees since 1991 to 865." They are able to provide health care benefits to all their
employees and yet still grow at world class rates -- an astonishing - compounded growth rate
of 97% over the past ﬁve years. PictureTel is the market leader both in the U.S. and in

“Europe.



Shared respon_sjbility works around the world.

"[Pizza Hut and McDonalds] are living proof that shared responsibilily works for erﬁpléyérs and
employees, and as a means for a nation to achieve umversal coverage," ["Do As We Say, Not As We Do,"

- The Health Carc Reform Pro;ccl, July l994]

" Pizza Hut whlch earned a net proﬁt last vear of $372 million, does not contribute to health
insurance for many of its hourly restaurant workers in the United States. The company does
make a group insurance plan available, but employees are required to pay the full amount.
After six months, the company will contribute to the cost of supplemental.coverage, but
paying for the basic plan is still the responsibility of the employee.

By contrast, in Germany, Pizza Hut is required to pay 50 percent of its employees' premiums.
As of 1991, there were 64 Pizza Hut restaurants in Germany with revenues of $39 million
and 2,100 employees In Japan, Pizza Hut is required to pay 50 percent of the premiums for
employees who work at least 30 hours per week -- as most-do at any of the company's 65
restaurants there. Pizza Hut is doing so well there that two years ago the company
announced its intention to quadruple the number-of Pizza Huts in Japan by 1997.

e McDonald's doés not cover hourly or part-time workers at its restaurants i the United
States. However, McDonald's does pay for coverage for its workers in Belgium, Germany,
‘Japan, and The Netherlands. Germany is one of McDonald's six largest markets, with 27,000
. employees and revenues of nearly $1 billion in 1992. Likewise, in The Netherlands
McDonald's now has 100 stores -- a 17.6 percent increase over last year. In Japan, the
number of McDonald's restaurants (l ,048) has increased 8 percent since 1993,



IV. SHARED RESPONSIBILITY HAS A SMALL IMPACT ON BUSINESS

“In the past, we have taken similar actions to assure workers a minimum wage, to provide them
with disability and retirement benefits and to set occupational health and safety standards. Now
we should go one: step further and guarantee that all workers will receive adequate health

insurance protection. " (President Richard M. Nixon, Spccra.l Message to the Congress proposing National Health Strategy,” .
218/71) : ' '

"I can assure you that there's not going to be a single job lost if the insurance plan you are
. proposing goes into effect." (Eric Sklar, Owner, Burrito Brothers Restaurants} '

« A system of employer-employee shared responsibility makes sense because it builds on the
_ existing system. Nine out of ten Americans with private insurance get it through employers.

(EBRI, 194] 85% of firms with more than 25 employees offer their workers health beneﬁts
. [HIAA, "Source Book of Health Insurancé Data,* 1992]

o A recent survey of over 1,000.major employers, including Fortune 100 and Forrune 500
companies, found that "almost all provided medical coverage to.full time salaried
employees." [Daily Labor Report, 3/1/94] '

e Many businesses that already provide ¢overage could see costs actually drop as the burden of
cost-shifting is lifted. Small businesses -- who can currently pay as much ds 35% more than
large businesses for the same coverage for therr employees -- would benefit most

' dramatlcally [Hay Higgins Repon] :

e The President's original proposal capped contributions at 7.9% of payroll and; with discounts,
many small businesses would have paid only 3.5%. Every congressional proposal pending
contains even greater protection for our nation's smallest companies. All of the proposals
would cost far less than the 90 cent per hour minimum wage increase signed into law by
then-President George Bush.

o Recent studies of the minimum wage increase show negligible effects on employment. A
study comparing fast food employment in New Jersey where the minimum wage increased,
and Pennsylvania where wages stayed stagnant, found a greater employment increase in New
.Jersey. [Card and K‘.rueger.. Princeton University] ' .

« Studies have estimated that reform with shared employer employee responsrbrllty will create
Jobs -- as many as 258, 000 in the manufacturmg sector, and as many as 750,000 in home

health care. {"The Impact of the Clinton Health Care Plan on Jobs, Investments, Wa,,es Productivity and Expom Economlc
Policy Institute November 1993; Reuters, from Brookmgs Institute study, 9/17/93] .



V. HAWAII: HEALTHIER BUSINESSES, HEALTHIER PEOPLE

"It is clear that the employer mandate, . . . has succeeded in bringing Hawaii to the threshold of
universal health insurance coverage. T?xat seems to have helped Festrain health care inflation; a’
serious problem here but less critical than on the mainland: health insurance premiums are

about 30 percent cheaper here, while almost everything else in Hawaii is more expensive. "
["Hawadii is a Health Care Lab as Employers Buy Insurance y _Ee_Y_QMm]_e_s 5/6/94] -

Shared responsnbxhty is nelther an untned novelty nor an exotic import unsulted to the American
way of business. :

Hawaii (1974)' Oregon (1989) and Washington State (1993) are the only states with a current
commitment to universal coverage: All have chosen- employer-employee shared respon51b111ty as
_ the most practlcal way to achieve it.

. Since 1988, the = — — e
number of working Working Uninsured 1988 - 1993
uninsured in America . L .
. o : _
. g&mmgbyZlA. Percent Increase In Worklng Unmsured
ut. during tl'fat.same 30%
period Washington _
enjoyeda 19% C20% )
ecrease in its  10% :\?élroan ae|
working uninsured, . ' 421 33
Hawaii saw a 15% 0% i : .
drop in working : ' : Hawaii ‘
uninsured, and 0% o : -14 9%
Oregon saw a 2%  20%. :
decline. (CPS and Census S ource: 1968, 1993 Consun ang CPS.

data, 1988, 1993]

« - Hawaii, the state that's ‘had shared responsibility the longest, has 96% coverage. Employer-

paid premiums are 30% lower than they are on the mainland. (GA0, 2/94; Hawaii Department of Health, '
11192,

Shared Responslblllty WOrks For
Sm aII Busnnesses In Haw aii
v $ Premiums
$2,000
$1,500 ~
$1.000 | - $1,604
- SmallBusiness
$s00 Cost: National
: Average
$o0
Premiums Are 30% Lower Than The Natlonal Average
' BOur‘l..‘ w;.mc.:.:-u.-u.; :.;huuu‘.l sMetiensiRelerm, u_g_‘__Ll_.__‘__ulI'l




« Since Hawaii began asking all employers to provide insurance in 1974: the unemployment
rate has dropped to one of the lowest in the nation; small business creation has remained

- high; and the rate of business failures was less than half the national rate. (Hawaii Department of Labor

and Industrial Relations; Dm_md_&_mﬁm Monthly New Bu:mess Incorporation Rate, LQLLMQLU}LAEIC_USA“_M&QIELA:MM
5/19/93]

"Universal access is in itself a cost-containment strategy. Because virtually all of Hawaii's
people have access to primary care through the employer mandate and the state programs it has
made possible, utilization of high-cost services is well below the rest of the nation. This leads to
low health care costs, comparatively low small business msurance rates, and a lower portion of
gross domestic product spent on health care when the state is compared to the rest of the _
nation.” ["Hawaii 's Employer Mandate and it's Contribution 1o Universal Access” JAMA, 5/19/93]

! \
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The Republican Strategy on Health Care Reform: "Opposition Without Apology"

"It [succesful health reform] will revive the reputation of the . . . Democrats as the generous protector
of middle class interests ..... and it will at the same time strike a punishing blow against Republican
claims to defend the middle-class ...."

' - Bill Kristol, December 1993

"The appropriate Republican response is to take the noble road of opposing any alternative that
Democrats offer and insist on starting over in '95. We should send them to the voters empty-handed."
- Bill Kristol, July 1994

Strategist Bill Kristol -- the Republican who still swears there's no health care crisis-- is at it again. He
is urging Republicans to follow a health care strategy of "Opposition Without Apology": pulling out
all the stops to make sure no meaningful health care reform passes this year. They've decided the
Republican party can't afford to let health care pass, because as Bob Dole said, "we've got a party to
think of." '

So despite repeated attempts by the President and Democratic leadership, Bill Kristol's Republicans
have decided to block any bill -- sight unseen -- and delay needed reforms. As the Kristol memo says:
"The appropriate Republican response is to take the noble road of opposing any alternative that
Democrats offer and insist on starting over in '95."

It was bad enough when Bob Dole and his Republican colleagues were claiming there was no health
care crisis. But now its worse: they acknowledge there's a crisis, but refuse to do anything about it.
Senator Dole, Rep. Gingrich and other anti-reform Republicans are threatening to hold up legislation
for expanding trade and fighting crime unless the President and Democratic members of Congress give
up on their goal of private health insurance for all Americans.

These Republicans are putting politics ahead of people -- vowing to defeat any alternative offered by
Democrats, no matter how much help it could bring to working people and American business.

And Kristol said of Democrats fighting for reform: "We should send them to the voters empty-
handed." These Republicans just don't get it. If we don't pass health care, it won't be the politicians
left empty handed -- Members of Congress get great health care. If we don't reform health care, its
hardworking middle class people who are left empty-handed -- losing their health care or finding they
can longer afford it. '

As the Vice President implored legislators in his speech to the ADA rally: "Don't punish Americans in
the name of hardball politics. Don't sacriﬁpe the health of American families on the altar of
ideologies.” '

Send a message to the anti-reform Republicans: Health care reform's not about them -- it's about you.




The Kristol Memos: Deny Democrats a Victory by Denying Americans Health Care

« [na December 2 memo to Republicans, Kristol warns that if the Clinton health care
plan succeeds, the Democratic party will re-emerge as the "protector of middle class
intereslts ..... and it will at the same time strike a punishing blow against Republican
claims to defend the middle-class ...." '

¢ [n aJanuary 10 memo, Kristol wrote, "there is no health care crisis", and that

"Republicans must consistently and aggressively debunk the Administration's "crisis"
rhetoric.."

» Inan April memo, Kristol urged Republicans to reject universal coverage, saying it
"is a bad idea" an "we should be proud to oppose it.” The memo asserted that those
left unisured "would continue to receive medical care as they do now: from
compassionate physicians and at walk-in clinics and hospital emergency rooms." [AP
4/7/94] -

o Ina June 7 memo, Kristol urged republicans to reject a bill, even a watered down bill,
that would allow the President to honor his veto pledge, since it would "protect the
President's 'read my lips' pledge on health care.” Kristol's advice: "Republicans
should hold off on health care negotiations until Mr. Clinton eats his words."

o InaJuly 22 memo, Kristol writes: At bottom line this debate is now a political
one....the appropriate Republican response is to take the noble road of opposing
any alternatives the Democrats offer and insist on starting over in '95. We should
do so with prie and without a speck of guilt. We should send them [Democrats] to
the voters empty-handed."



