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May 11, 1994 

NOTE TO: Xen Thorpe 

FROM: Bridqett 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 l:OO p.m. or Friday, 
May 13 at 4:Jo 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 f ollcwing options : 

l. increase co-insurance from 20 - 25%? 
2. increase deductible from 200%/400% to 500%/750? 
3. increase out-of-pocket from 1500/3000 to 2500/? 
4. increase deductible for prescription drugs from $5/$250 per 

admission to $10/? 
5. 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 sharinq. 

s. 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). 

ll. On the benefits scenarios chart (see attached) why are the 
subsidies lower in option 5 than option 2? 

Please call if you have any questions. 

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

Sc::mmio 

Base - Hr:alda Socutjty Ad. (USA) $2,.200 
tpPJ~l)1roF~ 

I. .2S/Sl.OOO 
2. .2.SIS2.000 BCSO mmlal balda 
l. HSA wlo ..... m.llh 
4. .2S/S2.000., bi111med odlS 

ba ...... "' $100 

$2.0SI 
$1.,941 
Sl.,910 
$1.,937 

S . .2SISl.,SOO 12.101 
6 . .2SIS2,000 wlo mma•., wlo pn=v. Sl.541 

aadwlodr"85 

BENEFIT SCENARIOS 

Richness 
Pacadile for 
Fortune SOO Co's. 1 

JOiia 
IStb 
20tb 
JS th 

lSth 
Slh 

S-Year 
Premium 
SumKfies 
(Billon S) 

SJB4 

$357 
$]27 

$312 
SJ24 

SlSS 
$194 

I Rddive acacrosil1 of.,...~ lo aD FOllUne soo Companies. 

a HMO pmna• waailtg 209.,,f. savinp &om •m.1nagcmeat•. 

., 

S-Year 
Cost-Sharias 
Subsidies 
(UionS) 

Sl2 

$2.5 
$24 
$12 
$24 

$12 
$12 

Tolal 

Sl96 

Slll 
SJSI 
UM 
SJ.48 

Sl67 
S2t>6 

(HMO Pn:mium) 
(wilhMC)2 

$2.101 
Sl.,SIS 

-..... 



Other considerations 
·'f- - oral heal th 
· - fertility-related treatments 
~ - nutrition screening(link to either demonstration__or 
f population (e.g. elderly, pregnant women, children, 

9-
diabetics) 

~
~ respiratory therapy (part of rehab) 

~ -._colorectal screening (occult blood, flexible 
~ sigmoidoscopy, colonoscopy schedules) 

1 ,- 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) 
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.Coverage 

• 

• 

• 

• 

• 

Cost Controls 

HOUSE WAYS & MEANS BILL 

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 
during 1996; for those under 100 during _199~. 

Finns under 100 have option to join a Medicare Part C program; Medicaid 
will also be folded in; Medicare will therefore cover 40-50 percent of all 
Americans. 

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 $1,000 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). 

• Medicare Part C has Medicare price controls; rest of private sector premiums 
-~e ye*5J,OOJ..,lQ~;iJBgm;.b,Pr~ce c~trols in 2_~03 if those 

premiums are rising too fast. · · · -:--

Insurance Reforms 

• Community rated pools unde_r 100; experience rating above 100. 

• . Employer choice rather than consumer choice. 

• Allows trade and other groups to be exempt from community pool. 
I 

Financing 

• Mandate. 
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• Very 'large Medicare cuts (mucl~ larger than in HSA over 10 years) . 
.. ;.._.,·. -

• Requires full premium payment for both workers in two-worker families·. 

• Smaller tobacco tax than ours .. 

•. Tax cafeteria plans. 



PROBLEMS WITH WAYS & MEANS BILL 

-, 

• Medicare ·cuts might not be sµstainable. 

• More business subsidies may 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. 

• Price controls, quality systems and. other proposals may be viewed as far more 
. bureaucratic than HSA. 

• Has major cost shift to private sector. 

• Insufficient s_mall business purchasing co-op. structure. 

• Hospitals, doctors, business likely to wage war on the bill. Seniors might also 
·do so. 
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Coverage 

• 
• 
• 
• 

• 

• 

,_FINANCE COMMITTEE BILL 

~ .;...J. 

-.. 

No mandate_, but firms of 100+ must make plans available to employees . 

Subsidies for people ~p to 200 percent qf poy~rty to help them buy insurance . 

·Increased tax deductibility for self-employed to help them _buy insurance .. 

' 
If by 2002, coverage doesn't re~ch 95 percent, Commission recoinmends steps 
to Congress to improve coverage; Congress does not have to act.·· 

Two national standard benefit packages; one comprehellSive (8 percent. below 
-HSA); one catastrophic. 

Beginning in 1996, pregnant women and children receive full subsidy up to 
185. percent of poverty and sliding scale up to 250 perceQt for health 

. insurance. 

• No Medicare drug benefit; limited long-term care program. 

• Increased funding for academic centers. 

Cost Control 

· -. 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. 

• Voluntary purchasing pools for firms _below 100; indiv~duals and small groups 
can join ~EHBP at community rate.' 

• Guaranteed renewability; limits on pre-existing condition exclusion~; no 
exClusion for pregnancy. 
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Financing 

• Bigger Medicaid cuts than in HSA, 

• Smaller Medicare cuts than in HSA. 

• Cigarette tax increased by $1 (HSA increases .. 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 coverage 
· -- middle class left out; coverage declines evenriially as premiums. 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 ~oals. 

• Labor' consumer groups and large uruonized business likely to oppose high 
cost plan assessment. 

• No Medicare drug benefit. 

• Spends a lot to achieve very little. 



MITCHELL STAFF -DISCUSSIONS 

-
These· are preliminary discussi~ns at the staff ievel. Provisio~ are changing day-to':day. 

Coverage 

• 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 
guarante~d to all after trigger. · · · 

• In the interim, subsidies targeted to maximize coverage. 

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 deductibility for the self-employed .. 

• Medicare drug program and limited long-term care program.· . . . 

Cost Control 

• Tax on high cost plans not in commu~ty 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 fo set a baseline. (More 
effective than finance cost control). 

• .Firms outside of commumty pool would not be _cost controlled or would be 
controlled only to limit rate of growth. 

Insurance Reforms 

• Community rating for firms of 500 and under (or possibly 100). 
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• Insurance reforms similar to HS;\ and Kennedy bill . --~-

• Voluntary alliances as defined in Kennedy _Committee.bill with FEHBP back­
up. 

Financing 

• Risk adjustment assessment on firms outside of community pool. 

• High cost plan assessment. 

• Medicare and Medicaid savings as in Senate Finance bill. 

• Premium assessment for academic centers. 

• 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 

*Universal coverage averts this problem by also including healthier, lower-cost individuals in the 
insurance pool, thereby holding down average premiums. 
Source: The Catholic Health Association of the United States 
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STATEMENT ISSUED BY ACADEMIC HEALTH LEADERS 

The best health care in the world can be found here in America. But our 

health car.e system is in n·eed of 'reform. Millions·.of Americans a~e without 

health insurance coverage and health care costs· continue to increase in excess 

of.inflation. In the absence·of reform current trends will lead to further 
I 

deterioration in quality of and access to health care for m~ny Americans. 

As leaders of American medical schools and,teachi~g ~capitals,· 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, .i!lcluding ,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 

arid by conducting pathbreakin_g biomedical and clinical research. Also part of 

our institutional mission is the provision of care to the medically indigent 

and to those without lnsurance. As a result we see, first hand, the dire 

medical and social consequences of people having no, or .insufficient 

insurance: they·have less access to needed medical care;. they fail to obtain 

needed preventive services; they are more likely to delay going to the doctor; 

·and they are more ·likely to come to our emergency units already beset with 

severe medical problems that.might have been avoided·.or treated with far less 

expense or risk. 

Until quite recently, institutions like ours served the uninsured in 

part by passing the costs of t~at care .onto the insured. But.in today's more 

'competitive marketplace this· is no longer possible. · As a result, the burdens 
I 

of "uncompensated' care" .are falling s<rU.ar-=;ly on those who provide it, 

threatening· the educational, research and care missions of our academic health 

' centers, so vital to the future quality of care for all our citizens. 

We believe universal coverage is not just an issue.of equity; it is 

important to the health and security of all pati~nts and to the general 

public. 

The Administration's reform proposa,l while some may not agree with 

• J 
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all its elements 

priority. 

appropriat~ly identifies universal co,verage as the highest 

It is also critical that reform preserve the many strengths of American 

health care, and include a responsible financing mechanism that will ·ensure 

needed health securit"y for all. 

A new health system must. also preserve the high quality of American 

health care and emphasize choice.so that consumers can choose quality care. 

We must work toward a system that provides appropriate benefits and ready 

access' to primary and preventive care. The system mus.t encourage medical 

res.earch and t;.he· best possj_ble education for health care profes'sionals. 

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 to secure the public's interest. 

We urge ·other'concerned·Americans, of all political persuasions ·and 

parties, to join us in. this historic challenge to guara?tee health care 

coverage to the entire nation. 



.SIGNATORIES FOR ACADEMIC HEALTH LEADER STATEMENT 

Bobby Ray Alford, MD . 
Baylor College _of Medicine 
Houston, TX 

Christine St. Andre 
Executive Director 
University of Utah Hospital 
Salt Lake C~ty, Utah 

Carol Ann Aschenbrener, MD 
Chancellor · 
University of ~ebraska.Medical Center 

.Omaha, NE · 

Steven D. Baron, President 
·.The Miriam Hospital 

Providence, RI 

Jane T. Barry 
VP Network Devel. &·comm:unity Affairs 
The· Universit~·Hos~ital · 
Bo's ton, . MA 

Harty Nelson Beaty, MD 
Dean 
Northwestern University Medical School 
Chicago, Ill 

Stanley Silver.Bergen, Jr.; MD 
President 

. uMDNJ-New Jerse'y Medical School 
Newark, NJ 

Gile~ G. Bole; MD 
Dean 
University of Michigan Medical School 
An~ Arbor, MI · 

Stuart Osborne Bondurant, MD 
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University bf North Carolina at.Chapel Hill 

. School of Medicine' 
Chapel Hill,· Nor~h Carolina 

I 
Leo P. Brideau 
E~~cutive ·Director 
University of Rochester 
Strong Memorial Hospital 
Rochester, NY 
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Lester Richard Bryant, MD~ Sc.D. 
Dean . 
University ·of Mis~ouri~Columbia School of Medicine 
Columbia, MO 

Roger ·James Bulger, MD· 
President, A~sociation of Academic Health Centers 
:Washington, DC. 

Gerard Noel Burrow, MD 
Dean _ 
Yale University School of Medicine 
New ~aven, CT 

Marie Cameron 
Interim Executive Director, ·cEO 
Howard University Hospital 
Washington, DC 

·Robert M. Carey, MD 
Dean 
University of Virginia School· of Medicine 
Charlottesville, VA 
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Dean 

.Boston University School· of Medicine 
Bc;>ston, MA 

Thomas Joseph Cinque, MD 
Dean 
Creighton University School of Medicine 

.Omaha, NE · 

-Jordan Jay C.ohen, MD 
President, Association of American Medical Colleges 
Washington, DC · 

Richard Alan Cooper, MD 
Executive Vice President and Dean 
Medital College of Wis~onsin 
Milwaukee, WI 

Stacey Todd Cyphert, Ph.D. 
The University of Iowa 
Iowa City, IA ... 

Char~es Harry. Epps, Jr., MD 
Dean · 

· How.ard University College o_f Med.:j..cine 
Washington, DC 

( 
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Charles Mccollister ·Evarts, MD , 
.Senior.Vice President f6r Health Affairs and 

Dean, College of Medicine 
Hershey Medical Center at Pennsylvania State University 

Hers.ehy., PA 

Harold J. Fallon, .MD 
·Dean · 
Univesrsity of Alabama School of Medicine 
Birminghan,.AL 

Philip Jack Fialkow, MD 
Vice President for Medical ~ffairs and Dean 
University of· Washington School of Medicine 
Seattle, WA 

Carl -Fischer 
Executive Director. 
Medical College of Virgiriia . 
Richmond, VA 

.Rbb~rt Clifford rore, MD 
Associate Dean 
Mercer University School of Medicine 
Macon, GA 

Spencet For~man; MD 
President. 

-Montefiore Medical Center 
Bronx, NY 
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-Mr. Ralph Reed Fraley 
Executive Director 
The Ohio State University Hospitals 
Columbus, Ohio . · 

Ronald Dwyer Franks, MD 
Dean ·· 
.University of Minnesota-D~luth Schoql of Medicine· 
Duluth, Minnesota 

Paul Bernard Gardent 
Sen. VP/COO 
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Dartmouth Hitchcock Medical Center 
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Kim Goldenberg, MD 
Wri~ht State University School of ·Medicine 
Dayton, . OH. 
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Dean., School of Medicine - Vice Chancellor' 
East Carolina University School of Medicine 
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Donald c. Harrison, MD 
. Senior VP and Provost for Health Education 
University of Cincinnati College of Medicine 
Cincinnati, Ohio 

Jo.hn James Hutton, Jr., MD 
Dean 
University of Cincinnati College df Medicine· 
Cincinnati,· OH 

'Michael E. Johns, MD 
Dean of Medicine 
Johns Hopkins University School of Medicine 
Baltimore·,· MD 

Willia~ Johnson, Jr. 
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·University of New Mexico Hospital 
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Wil~iam Nimmons Kelley, MD 
Executive Vice President for the Medical Center and. Dean;· 
University of Pennsylvania School of M·edicine 
Philadelphia, PA · 
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.. Director, Medical Center 

.Medical Center.at the University of c;:aliforhia, San.Francisco 
San ·Francisco, CA 

David Korn . 
Stanford University School of Medicine 
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Brown University School of Medicine 
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President 
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University of South Dakota School of Medicine 
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SQUEEZING THE STATES: 

. The Impact Qf Senator Dole's 

· Health Reform ·Plan 

On State Budgets 

J~ly 18, 1994. 

. ,,. 
A joµit stUdy prepared by: . 

Ameria:u Fe&r.tion of S~ County and 
Munidpal F.mployec:s 

ancl 
. Cidun Action. 

1lloo2 

' .. 
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Introduction 

Senator Bob Dole has pr~ted an alternative national health· reform proposal 
which tUes a more "incremental" approach to 5olving the crisis in health care costs and 
rising rates of uninsured Americans. Tile Dole plan would impOse strict cost controls on 
the !ederal share of the federal.;state Medicaid program, which provides health cue to over· 
30 roillion low income md·dderly Am~s. Speci6cal1y, the Dole proposal would cap 
the growth in the federal share of a.cute arc Medicaid to 6% per recipient per year from 
1996 to 2000, and 5% ea.ch year thereafter •. In addition, it would impose a 25% across-the-· · · 
board cut in the "dUproportionate share• (DSH) program of Medicaid, which provides .. -
additional money 'to states to help them compensate hospitals that have signifiCUJt 
amounts of uuQlmpcnsatcd care. · 

· Th.is·study assesses the iaipaa·these federal •cost containment" measures will have 
on state budgets, since states arc partnas with the federal government· in the Medicaid 
propln. The major findings are summarized below: · 

• A'.bsent universal coverage 30.d system-wide cost containment, the ~olc plan would 
, siinply pass additional CO$CS down to sate and local governments. In to~ state 
govcmm~ts 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'l.996-2003 -~oul~ total an astounding $115 
billion. · · · 

• Some states would be particularly b.a:rd hit. Over 8 years, California .will fate $13. t 
billion in additional com, Taas .wru face $8.4 billic;m, and New York will face 
$13.4 billion more in tot?} Medicaid costS. · 

• The plan's proposed cut iu the·•disproportionatc share hospital• (DSH) program 
alone would ·Jnean states must find an additional $41 billion over 8 years to keep 
the program funded. This would have a direct negative effect OD the hospials that 
act as safety nets for uninsured an~ low-income patiena. The plan also presents 

· the option of phasing out DSH altogetb~! which would represent a loss to the 
states of S15 billion in 1991· alone. · · · 

• States would have to spend more. of their own tu dollars to compensate for the 
l~ in federal assistance. · Wher~ states arc projected to ipcud 20% ·of their 
general fund budgets for Medicaid in the year 2000 without comprehensive rd'~ 

· they would be forced to increase that to 23% if 1the Dole plan were to become law. 
This will squet2C orl:ter propms Dtes ~ fun~ such as ~ucati.oa and anti'! 

. critne measures.. 

Ironically, many state leaders hav~ bceil looking to national health reform as a 
means of providing some fiscal relief frorn constandy rising Medicaid costs, but the Dole 
plan would only eucerbate this fiscal stn::sS 011 state md local govcmments. · 
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Summary of the. Dole Plan. 

· Senator Dole's alternative: health plan is not dcailed enough to .~ all of its 
implications· on .state budgets. However, its provisions which cap the federal sh.are of 
Medicaid and a.it dispr0p0rtionatc share ho5pi~ payments (DSH) would result in cl~ 
and measurable new costs tO the states. . 

l'b.e Dole proposal would subject federal Medicaid reimbursrmmts to state 
governments f~i' acute.arc ~ces, less dispt'opo!°onate share spending, to an annual 
~yment cap for e2Ch. recipient. Tot.21 federal reimbursement for each. state would be 
determined by multiplying the capped ·per recipient amount by the number of Medicaid · 
recipients in the st2te. The cap .would limit this per recipient federal spending to inaeases 
of only 6% annually from FY 1996 through FY 2000, and only 5% each year beyond FY 
2000. The proposal als<> reduces M~caid payments for disproportiori.atc share by:25%, 

· starting in.1996, to hdp pay for subsidiC:$ forlow-inc:omc individuals and families without 
health insurance. .. 

New Costs To States W'ill Be Unavoidable 

The Dole plan specifically precludes. States from uinng such attlons ~limiting 
Medicaid eligibility as a means to help. off set these .new mandated Mcdiaid'·com.. In 
addition, the plan does not gUarantee universal health are coftr.age, nor require that · 
employers cover their employees. · As a -~t, there will still. be large numbers of 
t111insurcd and undcrinsUrcd populations for .which sta~ and 'Ioal governnients will 
continue to be the health care providers of la.st resort. Ho'lJitals will still have to lb5orb 
uncompensated are· costS, especWly public and teaching institutions, without the·same 
amount. of of&etting assistance from the federal government. . . . 

In fact, the Dole plan could induce small employers to drop covc:age for low-wage 
workers, increasing the burden on· the public sector. The combinatiOn of subsidies for 

' low-wage workers and no required employer contn1>ution towards insurance could 
encourage employers·to let federal taxpayers shoul<fa:-thc 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 cliscriminate against any . 
employee based on his/her· eligtoility for a low-income subsidy. Employers who violate 

. this rule would be.~ a penalty ••• 111 How such a system would be enforced is very 
· unclear. It is al~ unclear whether the low-income subsidies would be adequate, since the 
Dole.plan specifical~.y·reduces such subsidies to avoid' deficit spending, 

1sec Section ~· 3., p. 1. 

2 
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. . E~cn th~ Dole plan's pro~isioru for a>K ~ntai1;unmt from "managal competition" 
are weak. Purchasing cooperuivcs would be voluntary. The insurance reforms in the 
small group sector could .actually lead to higher premiums for dat market (as they did 
in New York), further discouraging small eriiployers from contributing towu& health 
insurance for their employees. 

~e other versions of health reform currently under debate in COngrcss, the Dole 
plan docs not 3ssist states in .providing care for undocumented ~ Moreover, 

. it t:akes disprop~rtionatc share funds .currently used by ·states to defrzy these costs, and 
alloca~ them instead for low·income mbsidics. The Dole plan also makes· cuts . in. 

· Medicare: that will adversely W;1paa public hospitals and teaching institutions which rely 
on federal and state financial support for both operations. and ca~ital inveSt:ment.: 

All of these aspects of the Dole plan imply significant cost-shifting &om the federal 
government to mte governm~ts, and from the priv~e to the poblic sector. Since there 
is no framework for overall cost containment in the Dole plan, states will be unlikely to 
find savings within their own propms to offset the new fCdcral costs- · 

The.Additional Financial Burden on the. States 

The tot.al additional cosa to ~ governments from having to· absorb Senator 
Dole's proPosed cap on federal acute care Medicaid spending and cuts to disproportionate 
sbMe t0ta1 $115 b~on over the Brst 8 years of implementation. . . . 
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TABLE 1 

While the cost to state govcrnmaii of the fcdcral cap compoundi over time, all 
states will. sec ~ditioual burdens immediately. The following chart shows the 
impli~ons of the Medicaid cap on a yeaz:ly basis for each state: · 

cost OF IX>LE CAP (Dole Pim, vs. No &form) 
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TABLE 2 

· · · · The cut in th~ cfuproportionate share pro~m· alone represents. a significant loss 
to nuQ.y state govern!':cnu. For examf le, a5 the ollowing chart shows, Cali£ornia, New 
York, Texas and Loumana would suffer the greatest losses in (~l ~id from the Dole 
plan, and would have to turn to their o~ mte reso~cc:es to compenAtc hospitah.. 

TOTAL LOSS IN DISPROPORnONATE SHARE 
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TABLE 3 -

TOTAL SHORTFALL ·DUE TO DOLE MEDICAID CUTS 
. OVER 8 ·YEARS 1996-2003 

Abbaina ' $4238,239,893 'Montana· 

Alaska $293,0.29,370 Nebnksa 
I 

Arizona · St,641,581,255 Nevada 

Arkansas $822,886,112 · New Hampshire 

California ; Stl,071,822,666 ·New Jersey 
Colorado $1,090,617 ~61 New Mexico 

Connecticut . St,441,607,270 New York· 

Delaware $143,024,591 North eatolina 

. Dist. of eo1Wnhia . $430,070,552 North· Dakota 

Florida 
.. 

$3,967,783,375 Ohio 

. Georgia $2,667,218,942 Oklahoma 

Hawaii $286,318,110 Oregon 

Idaho - $214;171,527 Pennsylvania '. 
' 

Il1fu . 015 $2,994,682,500 Rhode Island 
' 

Indiana Sl,891,61.UlO South Carolina 

·Iowa· $595,882,771 South Dako~ 

· K'!insas $1~040,751,113 . T~•n•cs:sec 

. Kmtucky . St,923,802,498 Tens· 

' Louisiana $~636,100,901 Utah. 

Maine .. $830,548,080 Vermont 

M2rylaod $1,337,043,132 Vll'ginia 

MassachusettS Sl,775,540,456 Washington, 

ldicbigaD $3,857,128,581 . West Vuginia 

:Minnesota St,053,081,719 "\V"uconsin 
' Mmissippi $1,461,881,624 Wyoming 

.. 

Mis.wuri $2,832,879,569 TOTAL 

. . 
SourCe: AFSCME/Citiun Action Health Care Model ........ ------~:.:.:.:........:...:.~-

. $298,541,.283 

, $351,910,442 I 

$361,~t,786 

$263~57,795 

$4,416, 187,944 

$561, 122,841 

$UJ73,673,2SS · 

$2,700,080, 14 ~ 

$262,664,004 

$3,885,059, tJ.t 
: 

$852, 149,280 

$754,036,356 

$5,240,584,SU. 

$588,189,157 

$2,321,065,825 

$182,305,487 

$2,981,801,204 
' 

$8,394,834,231 

$447,024,435 

$206,179,240 

$1,21.2y176,153 

s t,824,034,237 

$1,427,0~48 

St,232,218,165 

Sttt,533,168 

$114,737,126;429 
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, MEllIOOOLOGY . . 

1. · The 6% Per llccipicot Cap on ~ Medicaid Aaite Spending 

Medicaid expenditures for medical assistance are. based on Health Care 
Financing Administration (HCF A) form 64. F~ this total, skilled nursing 
facilities, ICF/MR, ~ DSH expenses were subtracted.. . : 

. Recipient data taken from HCFA form 2082. Skilled nursing facility and 
ICF/Mll recipients were subtracted to give acute care recipients. "Projections for 
the number of Medicaid rccipiena are based on HCFA's national estimates . · 
Projections for federal cost per ··ca.pita are based on Congressional _Budget Office 
(CBO) estjnates. 

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

The difference in the a>st per C:apita under Dole is the uncapped projectioru lea 
·the Dole capped projections for each year. This difference is then multiplied'by 
. total recipients and :added to each sate's share of tOtal Medicaid costs. · . 

2. Dispmpomonate Share Cut of 25% 

· HCF A projectiOns for disproportionate share. for 1996 through 2003 w~ 
reduced 25%, and th~ cuts were distributed· across all 50 states according to. 
their 1993 shares of total dispropo~Ollate sha.rc spending. · 

· 3. State Budget Projections 

, All state general fund FY 1993 figures come from the NatiC?nal A.ssociatlon of 
State Budget ,Officers (NASBO), as reported in Fiscal" Suruy of the Starn 4/94. 
State Medicaid expenditures arc d~ed from HCFA cost reports for FY 1993. 
These were compared With toed state Medicaid spending as reported by · . · 
NASBO, and in most cases agree (~ notes at bottom of tables). 

, Budget data w:as projected based on the following assumptions: 

a. State general fund· budgets will increase. on average .by i'°k ~ually (this 
is the nominal. average from FY 1979-94,. according to NASBO) •. 

b. · Total state Medicaid spending will increase 9% annually without systein· ' 
~de health care reform \Le. the Dole Plm). This is lower than recent .. 
aperience, snd is taken from 1994· CBO projections and HCFA 
prc1iminary estimates. · 

. ' 

_The "Dole Cffea• of.cawing federal Medicaid' cxpenditiir~ per recipient 
is then added to the $'t.ztc share in~ year beginning in FY 1997. 
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The attached list of large businesses have expressed support for universal coverage and 
employer responsibility. They .have expressed thi~ support as individual companies or 
members of various orgclnizations or.coalitions, and have publicly and specifically fodicated 
in letters or· statements their support for universal coverage' and· employer mandates. · 

'. 
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COMPANY 
---------------------------------------------------------------------------------- . 
ALCOA 

ALLIED-SIGNAL, _INC. 

AMERICAN AIRLINEs 

AMERICANCYANAMmcoMPANY 

AMERICAN STORES COMPANY 

AMERITECH 

AMOCO CORPORATION 

AMTRAK 

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 

BUR!--INGtON COAT_ FACTORY 

CERIDIAN CORPORATION 

CHEVRON 

CHRYSLER CORPORATION 

COMMONWEALTH EDISON COMPANY 

·COX ENTERPRISES 

• /1, 



COMPANY 
-------------------------------~-----------------------------------~-·-----------
DEL MONTE FOODS 

DIGIT AL EQUIPMENT CORPORATION ' 

DISTILLED SPIRITS coµNCIL OF.THE U.S. 

DOW CHEMICAL COMPANY 

DOW ·CORNING CORPORATION 

DRUMMOND COMPANY 

E.I. DU PONT DE NEMOURS & <;:OMPANY 

ECKERD CORPORATION 

. ELECTRONIC DATASYSTEMS 

ENRON CORPORATION 

FIRST INTERSTATE BANCORP 

FLAGSTAR 

. FOOD 4 LESS SUPERMARKEfS, iNC .. 

· · FORD MOTOR COMPANY 
.. 

GENERAL ELECTRIC 

GENERAL MOTORS CORPORATION . 

. . GEORGIA-PACIFIC CORPORATION 

'GIANT FOOD INC. · 

GREAT ATLANTIC & PACIFIC TEA COMPANY 

GTE CORPORATION . 

. 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. 

' -
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COMPANY 
' ' ' . . 

---------------------~----------------------------------------------------------
INTEL CORPORATION 

INTERNATIONAL MULTIFOODS 

INVACARE 

JAMFS RIVER CORPORATION 

KEEBLER COMPANY 

LOCKHEED CORPORATION 

LORAL CORPORATION 

LTV CORPORATION 

LUKENS INC .. 

MAIDENFORM, INC. 

MA YT AG CORPORATION 

MCDONNELL DOUGLAS CORPORATION 

. MEAD CORPORATION 

NATIONAL STEEL CORPORATION . 

NAVISTAR INTERNATIONAL CORPORATION 
. 

NORWESTCORPORATION 

NYNEX 

OWENS-ILLINOIS 

PACIFIC TELFSIS GROUP 

PARAMOUNT COMMUNICATIONS INC. 

?IONEER HI-BRED INTERNA'.l'IONAL INC. 

RALPH'S GROCERY COMPANY 

RITE AID CORPORATION· 

ROHM & HAAS.COMPANY 

RYDER SYSTEMS, I~C. · 

SAFEWAY STORES, INC. 

SARA LEE CORPORATION 

SCOTt PAPER 'COMPANY 

SOUTHERN CALIFORNIA EDISON COMPANY 



t . 

. . 
·COMPANY 

----------------~-----~-----------------------------------------------------------
SOUTHWESTERN BELL· CORPORATION 

SUN COMPANY 

THR.fFT DRUG INC. 

TIME WAR!llER INC. 

U.S: BANCORP 

UNITED AIRLINES 

UPS . 

. USX CORPORATION ' 

VONS COMPANIES 

WF.sTINGHOUSE ELECTRIC CORPORATION 

· WHEELING-PfITSBURGH CORPORATION 

XEROX CORPORATION 

ZENITH ELECTRONICS CORPORATION 

I . 

.\. 
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For Release: Immediate 
·Monday. July 18, 1994 

~ ' ' 

Contact: · Laura Quinn. 202-224-6472 
Senalor Rockefeller's Office 

I )' 

Charles Leonard,·. 202-289-5900 
for the COJho/ic Hea/rh" Association . 

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

Snmv CONCLVD~ THAT IN'cREMENTAL-REroRMS WOULD FORCE 
l\lmoLE INcol\fE·F~ To PAY.MORE Foa Tumt HEALm CARE. 

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

Senator Jay Rockefeller (D~West Virginia) _and· Senator Patty Murray . co.:· 
Washington) today released the findings of.· a ~ew Lewin-VHI Study that was 
commissioned by the Catholic Health Association to measure the . impact of several . 
health refonn plans on hou5ebold spending for· health· care at various income levels. · ~ ~ 
central finding of t'1e study is that a 'managed competition" ·approach, or insurance · 

. reforms· linked to ·subsidies, but. without univerSal health coverage, significantly 
inc~s.housebold health costs.for families.making between $20,000 ~d S7S,OOO per 
year. 

'What, this study shows is that an in~remental approach to health care reform; 
and failure to enact universal coverage, will have a ·substantial ~pact on. virtually· all . 
but the wealthiest families in America. Any .Senator who advocates a non-universal_· 
approach will now have·to.·explain why be or she.is backing a plan that fori:es middle.· 

., ·class. families to pay more for health cue without giving them any additional health:: 
security," Senator Rockefeller said. · · · · . · 

_ · · 1ncremental !Cfonn ·will force· families making, ~een S20,0oo and S7S,000 
per year ~ and that's almost (J() ~- of the families in America - to spend. more on health· -
care. In contrast,· a universal coverqe approach, linked ~ cost controls and employer 
contributions, wauld· Iower· spending on health care for every _insured family ~I-· 
less. than Sl00,000. What this infonnation tells us is that the ~slow idea" on health. 
care reform.is the equivalent of putting a 10 m.p .. h. ·speec1 limit on ambulanceS ·..-it's 
costly and it '.s dangerous," Senator Murray said. . : · . · · · 

1nsurance reforms~ . without universal · coverage, ' causes · higher premiums 
because coverige woUld ~ exten~ to older adults aDd. people with· pie-e~·. _ 

. . . . ·' 

. I 
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conditions -- people who typically consµme more, health care -- without the offsenine . 
factor of exte~ding coverage ·to all o( the presently ·unirisured .. many of whom ~ 

·.young and healthy. Higher premium· costs would in rum cause. many small businesses 
and young people to drop their insurance coverage. Year after year, the re.suit would be 
a vicious cycle of upwardly -spiraling· health insurance premium costs.. The. failure of · 
incremental refonri can. already be seen in New· York State, whi~h enacted· insurance 
refonns. without universal coverage, and insurance premiums shot up 18 3 in the· first 
year," said William Cox,. vice-president of the Catholic· Health As5ociation, who 

· commissi~ned ,the study. · 

. 'Ftht the opponents of comprehensive health care refonn said no· to cost 
constraints. Then they said no to requiring employer'S arid employees share. costs. Now 
they are saying no to universal coverage. Every tiµle the incrementalists. and 
obstructionists say no to real refonn, .what they are really saying is yes to higher health 
care spending-for every insured niiddle'~come family ,in Anierica. The time has come 
to say no to.the incrementalists, and reject·their phony refonn Ideas,. be'fore they ever· 
get the dwice to give the rich a break and put billions more on the ·backs of the middle 
class," Senator Rockefeller said. . 

. ~ : ' 

· The Catholic Health Association of the U~ted States, a member of the . 
Management Committee of the Health Care Refonn Project, represents more ·than 
1,200 Catholic-spons0red facilities and organizaµons. The members, located acrqss. the:. 
country, make up the nation's largest group of not-for-profit health care facilities under 
a single fonn of sponsorship. · 
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LEWIN· VHI STIJPY HIGHLIGHTS 

' The Catholic Health ,Ass0ciation commissioned Lewin-VHI to prepare an analysis of the· impact of several 
health refonn plans on household spending . for. health care at various income levels. tewm-VIU compared 
refonn with univetsal coverage to refonn. that achieves partial coverage through insurance market regulation 
and subsidies .. The· universal coverage approach was considered both with .and. without .cost-constraints. For 
ihc first. time, the Lewin-VHI study .provides con!=lusive evidence that: · · ' · 

· • Health care refonn without universal ooverage will mean higher, not lower, health .care costs for middle 
class Americans ~ho presently have health insurance. 

, I 

• · Additionally, refonn . with universal ·coverage achieved by requiring all employers to contribute to their 
employee ·premiums · -- and including . cost constraints -- · will reduce s~nding for middle class Amerieans 
that already have insurance in comparison-with what they now pay~ · ' · 

• -- •rn addition,• the study coneluded, •ror currently insured households earning less than Sl00,000 annually, 
health.spending will decline under.universal cov~rage with in employer mandate and cost Constraints •• 

• · An important reaso~ for. higher health care costs under the non-universal approach is that the voluntary 
.approach results in bringing only higher consumers of health care, such u older American and people with. 
p~-existing conditions, into the ~ystem. This increases the level .of risk iii insurance pools without the 
benefit of any offsetting factors. Increased· premium costS in tum drive young, healthy· people with 
insurance OU~ Of risk pools, which further raises premium costs for those. who remain and increases the COSt 

shift as well .if"these people remain urumured. . 

• · In contrast, an increase in . average p~ulns is largely averted under universal coverage ·because aU 
individuals would 'participate iii insurance pools, inclu4ing healthier indi~iduals who receive little healtt 

. care; spreading risk evenly across insurance pools. Universal coverage .also elimi.Dates a major source o 
. c0st shifting. · 

. . 

• ' ,In addition, subsidies. withoUt universal. coverage will likely cause many employers who presently prov id 
_health insurance to reduce· coverage or drop coverage entin:ly.. · · · 

I . . 

· • ·· Moreover, partial. refonn will •petpetuate.the destabilizing ·effects of the cost shift• as· much of the caret 
the uninsured would continue to be shifted to the privat~ly insured. · . · 

. . . . ' . 

• In sum, t;liminating cost-constraints from health Care reform will force.the insurCd middle class to pay mo: 
.. for health care. Eliminating employer contributions from health reform also forces the insun:d middle cla 
to pay more~ . And faili.ilg tO achieve universal c:Overage forces' the insured middle class to pay more. 
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. , t!~~ _cu.rrently ha~e. in~urance will pay more iii g_ener~for heal_th· ca,:e-~nder·ptittit;rl reform than 
· "'ider reiorin ,.that 'ncfud~s. universal ~overage .. tn.atldin~n, for cilrre~aj insured ~~ilse,~oltiS .. , ... 

eiin#ilc, ies~·IJia~.$ioo,ooo annuatly, health spentlittg will tteciine unller uni~entli cove~ie ~· 
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. . .· I . I 
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. Additional premium . . 
increases ·drive out more . 
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small businesses 
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EXECLi'IVE SmlMARY 

. . The. ·ongoing ~ebate on national healthcare reform has recently focused on President 
Clinton's insistence that the final ·bill include universal coverage. Three congressional committees 
have reponed~out bills with univers3.l !=overage while the Senate Finance Committee recently 
completed work on a bill which achieves panial coverage. Tilis paper estirn3tes the number of . 

. persons covered u~der sc:lected p3nial approaches to health reform and then quantifies the -
differences among partial and universal approaches with regard to: health spendfug for persons 
who remain uninsured; insurance premiums for those· who are cwrently insured; and household 
spending on health care. We co_mpare: 

• -· Insurance market reforms alone; 
. . 

• - Insurance market refonns combined with premium subsidies as · :in the Managed 
·competition· Act (whose lead sponsors are· _Representative Jun Cooper (D, TN) in the 
House arid Senator John Breaux (D, LA) in the Senate); · · · 

• - Universal coverage as applie·d to the Managed Competition. Act (individual mandate)ES·I : 
.. · and 

.•- Universal co.vc~e under the President's Health Seeurity Act(employer mandate). 

The bills recently" reported-out by the Se~ate Labor and Human ReS<?UfCCS Committee and 
the House Education ·and Labor. Committee include universal coverage and· are similar to· the . · 
Health Security ·.A.ct .. The bil:l rep.oned-out by the Senate Fmance Committee and ·l~gislatioo 
recently introduced by Senator Bob·Dole include insurance market' reform and subsidies, but not 

. universal coverage. - . · . · . · 

Our analysis. shows that premiums . are lower .under universal coverage ~ under 
insurance riwket reform or insurance market reform linked to subsidies. FUrtber, we estimate that 

·. ' 

middle1 income families that · cWICntiy. have insurance will pay more in general for ~th care 
. under panial reform than. under tcfomi that includes universal coverage. In addition for cunently 
insured households earning less thi.n $100,000 annually, health spending· will decline ·under 
universal coverage with an employer mandate and cost cons~nts~ 

'' 

ES·I 
' . 

lbe Managed Competition ACI u written does DOI intlude universal coverage. For illusll'Btive purposes only; this 
analysis assumes ID eltpaDSJOD of ~C Act. tO iJicJude all persons .. 
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INSUR;ANCE COVERAGE 

We estimate that ~urance market reforms alone will cover abo9t 1.1 million persons, or 
about .three percent of all persons projected to be unins~ in 1998 (Table ES-1). When these c· 

·reforms are linked with subsidies as· specified in the Managed Competition Act.. about 40 pereent. 
of the uninsured' would be' covered. This wouid leave about ·22.3 million. uninsured persons in : . 
1998~ ' ' 

' . 

· TABLEF.S·l 
I , . . , 

· NUMBER OF PERSONS REMAININ~ UNINSURED UNDER SELECTED APPROACHES IN 1998 

: .. >:=!'·' -:: ·:::>:>::>:::::'+::::,::>:,::::.::.:: ... :.:.::: ··· ··:.-:::::._::::::.:: :i·iNU:mbt?r:ot ~~:~:'\ .... ::::::•::x:::::<:::::i::. 
· ·.· :::: ·::=·=->:::·:·:.:·: :::+•:: .. ::.'<:::::.::;::::::::::::::::::<•::: ·<: ... . ::·: :. · ': •' :::-_:: · Become 

/ : ::::-:::::-:::::::.::·::::;::.::.:-::R.d'onii·S<iD&rio r:: ····· ............ . 
·: .. :.:: :-.:::;.· ::·:/:::;::..::· ... , .. :::::<:.::::::::: ::.:::: .. .... ... . . . Insured 

···:.:·:······ ... , ...... · ···· · ..... (m1"U1"ons·) .. : .. : .. . ::.·:: .. ........ ·... . .... ··.·· 

Current System. , . 

Insuranee Market Reform Only1 1.1 

Insurance .Market R,efonn with Subsidiesb 14.9 

Remain, 
u.µosurec1 
(millions) 

37.2 

36.0 

22.3 

.. :::P~(::r 
Reclilctioii 

3.0% 

40.0% 

a lnsuran~ market reform includes guaranteed tenewability and ponability, li~u on pre-existing ·condition 
exclusions and community rating for individual and small group (under 100) markets. .. 

·b .· ·As specified iD ·the Managed. Compe~tioa Ac:t. 100 pen:ent premium subsidy .for persons wirh income be1QW 
. · poverty and sliding scale 5Ubsidies for persons up to 200 percent of poven:y'. :The Act· also includes c:hUges iD 

the tax deductibility. of premium payments. · . · 
Source: Lewin-VHI estimates using the Healrh Benefits Simulation M~l (HBSM) 

EXPENDITURES FOR.THE REMAINING, UNINSURED 

Under current policy, th~ wmisured would consume a~ut $45.4 billion in health services 
in 1998.ES-2 Penons.who remain uninsured under the"~gcd Competition Act would continue 

' to consume abOut SS .percent of this amount. or S24.8 billion. ThiS ~OUnt Includes out-of-pocket 
. spending. rree. care provided by physicians, hospital unco~nsatcd care, and care p['9vided in 
pUblic. hospitals and clinics. Overall, about 97 ·percent of national health spe~ding woul~ be 

· covered through insuran~ und~r the Managed Competition Act. 

. · Much of the remaining care for the uninsured ~ould continue to be financed thfough_ cost. 
shifting to the privately inSurcd. As markets beco~ in~ingly competitive, physicians and . 
hospitals w:ill be put under increasing pressure to either avoid the unins~ 'or·lose financially .. In 
this way panial reform could perpetuate the destabilizing eff~ of the cost shift. 

ES-2 Assuming a benefits pacuge comparli>le to dW of the.President's Health Secauiry AcL 
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CHANGES l.VINSURANCE PREMiUMS FOR THE Cl.JRRENTL't'f.VSUR£D 

. In general, we fuid that average · premium5 would increase if coverage ·were expanded 
. . ' 

through insurance market reform5 and premium subsidies (See Table ES-2). This is because those 
I . 

-. ·who would obtain coverage under these policies would .tend to be individuals in relatj.vely poor 
health who arc above avei:age users of h~alth services. 

TABLE ES-2 I • 

NUMBER OF PERSONS AND NATIONAL A VERA GE PREMIUMS. FOR . 
. I 

· PERsONS.UNDER ALTERNATIVE REFORM SCENARIOS IN 1998 

Insurance Market Reform Only' 186.8 $176 · '$104 
Insurance Market Rcfonn with 200.5 $182 $260 
Subsidicsb · · 
Universal Covcra2ec 222.8 $175 $78 

a .. Insurance market reform includes guaranteed renewability and ponability, limits on pre-existing condiaon 
exclusions and community raang for individual and smiJl group (under 100) markets.· 

b · As specified in the Managed Competition Act. 100 percent premium subsidy for persons wirh income.below . 
poverty and sliding scale subsidies for persons up to 200 percent of poverty. The Act also in.cludes1cbanges m 
the Wt deductibility of premium payments. - · 

c · For consistent analysis.: universal coverale is based on lhe Managed Competition Act expanded to include ID.· 

individual mandate. An employer mandate could be used IO attain ui:Uversal coverage as in the Health Secudty 
Act;.Tbe premium changes Shown in this-analysis would be the same under either mandale because we foeas 
only on premium amowns regardless of payer. · · 

d Change in average premium compared 10 premium wichout refomi. All premiums have been standardized to 
the Health Security Act benefits package. · · 

Source: Lewin-VHI estimates using the _H~lb Benefits Simulation. Model (}iBSM) 

This in~ .in average premiums is 13rgcly avened under a program .of universai 
coverage because such a plan would require all. individuals to participate in the. insurance pool 
including healthier iild.ividuals who receive little health ·care. Specifically: · · . 

• ... Without refonn. the overall average monthly ·premium for cunently insured persons would 
be S 172 peq>erson in 1998. ES-3 · · · 

.ES~i . . 
Tbis premium 1mount for 1998 is standardized IO reflect the standard benefits package in the Health Security N::L lbe 
benefit package is used throughout Ibis analysis because the Managed Competition; Act docs not specify a swadard 

. benefit packa1e. · · · . 
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• S_ubsidies ~ed to insurance market reforms (as.in-the Managed Competition Act) would . 
increase average monthly premiums from $172 .to $182 for persons who already have . 

. coverage. lllis amount translate~ into an annual increase of S260 for cunently insured 
families;· 

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

It is important to note that a universal coverage program would require a net iri~ in 
federal premium -subsidies. For . example, we estimate. that an expansion . of . the ·Managed 
Competition Act to include universal coverage would increase federal subsidy costs by S 17 billion 
and reduce taX revenues by $1_1 billion in 1998. However. federal. subsidy costs would vary by 
specific proposal. , · 

. . . 

Universal coverage also reduces consumer exit and entry into health insurance markets 
~cause 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 
permitµDg six month· pre-existing coQdition exclU:Sions which· encourag~s people . to maiiltain 
inswance coverage. To the extent that this issue is not addressed in a reform proposal. preiniwm ... 
are driven up. encouraging more people to become unins~. . . . 

CHANGES IN HOUSEHOLD HEALTH SPENDl~G 

In. addition to the .effects on premiuniS, we examine the impact of insurance reform linked 
-to preniium subsidies and·univerSal coverage on net household health care spending. This analysis 
accounts for household premium payments, subsidy policies. tax ~eduction revisions. and wage 

I . 

effects resulting from changes in employer costs ·under health iefonn. SpecifiCally, we compare 
changes in household health spending . for the under ·65 population across: the . Managed 
Competition Act as· written; the Managed <;ompetition ~ct couple<! with universal coverage; the 
President's Health Security Act as written; and ·the Health Security Act without premium growth 
constraints . 

. . QD average, all reform scenarios reduc.c spending of households earning less than $10,000. 
The Heaidt Security Act also reduces spending· for families earning less thari ~ 100,000, ·~ 

. that emplc;>yers absorb the 80 percent share of the· premi\lm they. are required to pay under the 
Act. Generally accepted eeonomic theory suggests thai most of these employer costs arc shifted 
to' employee~ in the fon;n of ~age red~ctioµS. When this ''wage effect" is considered, all of the 
reform scenarios result in some additional costs for families Caming $2~.oOO to $75.000, although 
the amounts are g~nenilly higher for the Managed Competition Act with Universal coverag~ than 
for the Health Security Act 
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For the 76.5 million households that currently have inswance. we estimate that health 
spending is generally higher under paniaJ reform than under universal co.verage ~ith or without 
wage. effects.ES,.. Figure _ES·l shows the net" changes in household h~th spending for the 
currently insmed poplllation in 1998 by family income accounting for wage effects.-Figure ES-2 
shows the same effects but does not include the wage effect. 

Currently insured families earning less than Sl0,000 a ·year sec a· net decrease in health 
spendiilg under all ,four approaches,· but. middle income . families that already .have insurance 

· · generally see an inerease in si)ending under the Managed Competition Act with or without 
universal coverage.· These· middle income families also spend slightly. less under the Managed 
Co~petition Act if it includes universal coverage because average premiums are lower when. all 

· persons are b~ught into the pool. 

Of the three ilniversal coverage approaches. the Health· Security Act as written is the only 
one that reduces household spending for currently insured middle income families, with or without 

. ~ . . 

. ,· w~ge effects. 

I . 

. ( 

ES... To estimate. the wage effect. we assume thal 88 peicent of new employer costs (ba.sed on economerric studies) are 
evenmally.passed on 10 employees in the form of Wage reductions, ond.dlal 88 percent of new employer savings are 
generally ~on iO eaip!oyees in the form of wage iaauseS:. 
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. . FIGURE ES-1 · 
NET CHA'iGES IN HOUSEHOLD HEALm SPE~l>L'iG L't 1998 FOR CURRE1'1L Y l'4SURED 

POPL'l.ATIOS UNDER AGE 65 BY L'iCOME 
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Source: Lewin· VHI estimates using the Health Benefits Simulation Model (HBSM). . 

FIGUREES-2 
NET CllA.~GES IN HOUSEHOLD ffEALtB SPE.-a>~G IN 1998 FOR'ClJRRENTLY INSURED 

PoPULATION UNDER AGE 65 BY INCOME 
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Source: Lewin· VHI estimales .using the Health Benefits Simulation Model (HBSM). 
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COVERAGE, PRE~fIUM, AND .HOUsEHOLD SPE~1>1SG btPLICA TIONS 

OF llEALTHREFOR.\I 

' . 

The ongoing debate over" national. health ~ refonn has recently focused on President 
. . . 

Clinton's continued insistence that.any bill he signs must provide health' inslirance 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. ID. con~t. a numbei' of billS which. attempt to expand insurance -
coverage without a mandate. have received· significant attention on Capital Hill including the one 
pa5sed recently_ by the Senate Fmance Committee. These bills range 'rroin incremental i:efonn 
based on restructuring the . small group insurance market to the M~aged Competition Act 
(MCA). 

In recent weeks. considera~le a~ntion 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 attention has been paid. ·howev~r~ to some of 
the imponan~ financial impliCations of expanding ins~ce coverage withoµt universal coverage, 
. eSPecially the impact on health care. financing for the remain!Jtg uninsured and inswance premium . 
levels for families who are currently insureq. 

\ 1 (. 

~this study we compare four refonn approaches: 

• .... Insurance marlcet refonns alone:· 

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

• · Universal coverage as appUed to the Managed Competition Act (individual mandate)2; and . 

•··Universal coverage under the Health Security Act (employer mandate). 

' 

The pwpose of the. analysis is first to detennine how many -people remain uninsured under 
the various refo~. options and then. to ~tennine the consequences of leaving portions of.the 
population uninsured in terms of: 

• · Health spending"for persons wh~ remain uninsured; 

1 See -Expanding lnsmance Coverage Without a Mandaie" prepared for the Health_ Care Leadership Council by Lewin·VHI. 
May 18. 1994. Tbe estimale of covered national health spending assumes those insur~ have the s~dard benefiu package 
specified in the Health Security Act. · , · , . . · 

2-_ lbe Managed Competition Aa u wriaen does not include universal coverage .. For illusntive purposes Only, this lll&lysis 
assumes an elpansion of cbe·Act to include all persons. 
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• Per-capita healch insurance premiums for persons currently insured~ and 

· • · Average hou~hold health spending. 
\ 

The repon addresses each of.chese issues in tum. 

I.. COVERAGE UNDER THE REFO~\f ALTERNA ID'ES 

. We estimate that.there will be abo~t _37.2 ~on uninsured persons at any given point in 
time during 1998.3 This estimate.is based upon detailed insurance co~erage data reponed in the 
1987 Nation.~ t4edical EXpenditures Survey.(NMES) data projected to future years· based upon 
insurance coverage trends reponed. in the· Current ~opulation Survey (CPS) data f?r ·1987 
through _1993.4 

A. Insurance Market Reform 

Insurance market reforms are intended to regulate medical underwriting and other barriers 
· to coverage. Medical underwriting is a process by which inslirers review the health status of 
individ~s (or firms) .who apply for ins~ce to detennine whether they ~e 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 individUaI ·making c~verage more expensive for' 
some populations. These.insurer practices leave many i.Ddividuals uninsured. ·either because they 
(or their firm) are deriied cove~e or cannot ~ford the higher-than-average premiums .. · -. . 

The most common ~urance 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 analysis. we also assumed· that.pre-existing condition exclusions would be limited. 
in~urers would be · required to renew policies upon request. .and that prer;niwns would be 
community rated for individuals and small groups (under 100) markets. We eStimate that th~ 
insurance market reforms ~ould rcd~ce the uninsured populati~n by abOut 1.1 million. persons 
(Table J). . 

3 This and the other ~stimales Or the uninsured in this paper are described in more detail. including dara sources and. 
metbodologies in: Lewin-VHI. "Expanding Insurance CoVerage Without a. Mandate." prepared for. the Health Care · 
LeadershipCouncil.May 18.1994. , 

4 The NMES daia is used becau.se it provides a delailed aceount of· insurance coverage by calendar quarter. NMES repons 
about 1S pereent fewer uninsURd persons tbat the CPS for any given year. It is for this reason tbat the total· number d 
uninsured used in rhis sNdy may dilfer ~ the rocal used in other sNdie.s. · 
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TABLE 1 
I . . . 

NL"MBER OF.PERSONS REMAL,1.1\fG UNINSURED u~nER SELECTED APPROACHES L~ 1998 

· · •• .. ::.li::~Jijj~.:.!Jfr{;j)i!m.·•i'.!i;it:m ... ·i;ii::: .. '::::·'·:·:!:·:;:.:·: ::Nn;::.P·n-:...1:'· .,:~~:: 
•.-:iili!-=li::::::l).J:il,:·i\;l:·llJ.:=·;~~~~-~,~~:·.·1:.!ll=:.::j=._!:.:',.[j!i/·;:'.:·/!·'. InsUred Uninsured :,:a~Ucii~': 
•>cn:::::::::::nn:n\tC:\:::;:::::::r:v:::::::::::<::::HFiHV::::r:r:::;::::n==, (millions) (millions) · ::::;::::r:=::iLi//=i/: 
Current System 37 .2 
Insurance Mark.et refonn Only1 1.1 36. l 3.0% 
Insurance Market Refonn with Subsidies0 14.9 22.3 40;0% 

a Insurance market refonn includes guaranteed renewability. and portability, limits on pre-existing condition 
exclusions and co~unity rating for individual ind small group (under 100) markets. 

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

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

B. Insurance Market Reform Comblned· with Subsidies 
. I . 

The Managed Competition Act ·(MCA) includes the above insurance reforms, but- it 
fu~er encourages increased insurance coverage through premium subsidies for . low-income 
individuals and tax· deduction changes f9r individuals' premium payments. Under the subsidy 
schedule in the ·Act, in~viduals with Incomes' up to .100 percent' of the poveny level would be 

· eligible for full . premium· and cost sharing sub~idies while subsidies woul~ be phased down as 
income increases fro~ .. 100 percent to 200 percent of poveny~ Premium $ubsidies also would be 
available for Medicare recipients with incomes below. 120 percent of poveny. 

The Act ajso. ~low~ individuals to deduct prcmi~ payments for non-group insurance 
. I 

coverage, 

To faciliwe businesses and individuals· purchasing coverage, states. would be, required to · 
establish one or more Health .Plan ~ha.sing Cooperatives. (HPPC). Any ~dividUal or -small. 
business with fewer than 100, emp~oyees would obtain ~overage through ~ HPPC which ~ffers . 

. panicipants more market power"in negotiating coverage with health plans~ · 

· Overall. about 61. per~nt of all uiilitsured pers9ns would be eligible for premium subsidies 
under. the proglam. Given . past experie~ce . .with Medicai~ however, we assume that many 
individµals will not obtain coverage even if they are eligible for full sub~idies. For example, about 

· 25 percent of those who are· now eligible. for Medicaid do not enroll. In addition, many persons 
eligible fof partial subsidies are unlikely to obtain coverage, ·in part because the subsidiz.ed 
·premiums will still be high comp3red to their income·. · 
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' -
.V.'e estimated the number of un~sured persons who would participate in the subsidized 

insurance program based upon an analysis of' participation rates in the Medicaid program for 
individuals with various ,demographic and .. health status characteristics using the 1987 National 
Medical Care Expenditure Study· (NMES) data. These Medicaid enrollment rates were adjustecfto 

•' ' I • • 

· account. for individuals who are eligible for only partial subsidies (i.e., income$ between poveny 
. and 200 percent of poverty). 

Based on these. calculations, w~ estimate that the MCA .would increa5e the number. of · 
insmed persons by about-14.9 million .• leaving about 22.3 million individuals uninsurCd. ThiS · 
estimate includ~s the impact of inSurance market reforms, subsidies, and iricreascd · tax 

deductibility o.f insurance policies. · 

, The uninsured persons who Would beco~ Covered under ·the· program WQUJd tend tO be · 
older individuals who are higher users of care. For example, under the Act, abOut 46 percent of 
currently uninsured persons age SS to 64 would become insu~ci' compared with only about 31 

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

II. · HEAL m SPE.!\l>ING FOR PERsO.S~ WHO REm U!\"ISSURED 

Under current policy, the. uninsured .\yin. consume about $45 .4 billion in health services in -
1998 (Table 2). ~·estimate includes the value of all health ~mces consunied by th~ uninsured 
which meet, the definition of covered services under the ber:iefits package proposed ·in the HSA. 
·This includes: .family out-of-pocket payments (Sl0.7 billion); 'the value of treC. care providCd by 

. -physici~ (Sl.1 billion); the value· of uncompensated care in hospital:S (SlS.4 billion); and the cost 
· of free care provicfe(;l in public hospitals and clinics ($1 S.2 billion). . 

As ·.noted above, we estimate that about 14.9 rriillion of the 37.2 million currently 
' ' 

unmsured would become insured under the MCA. Those who remain uninsured will account for 
about $24.6 billion in health spending or about SS Percent of the S4S.4 billi~ expended on behalf 
of the ' uninsured tinder c~nt policy. This. amount includes: out~f ~pocket spending ($5. 7 
billion); free care provided by physicians ($0.S billion); hospital ~ncompensated · c~ ($8.1 
billion); and care provided in public hospiws and.clinics ($10.3 billion). 

The. remaining $8.1 billion of hospital uncompensated:. care and the $0.S billion ~­
physician ~are would ultimately be cross subsi9iud by private . payers. through ~gher · patien~ 

· charges and insurance premiums~. Partial refo~ will perperiiate the 4estabilizing effects of this 
cost ~hift a5 much of the care provided to the unirisured would continue to be shifted to the 
privately insured. . · 
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TABLE2 

HEAL m ExPESDITURE's FOR U~-ZSSURED p[~oss POTE~llALLY .COVERED UNDER THE . 

HSA BE?t."EFITS PACKAGE IN 1998• 

. 1 .... ·:::: · •• :> ·· :: ·: ·. ·: · :::· Persom Wb~ Remain 
··:'-~reef. : :' · uniDSri Under the· : ~~;~~~t .· ;:· :::·{ :i~_{:A:>:.:":/ <:.::::: 

Out-of-Pock~t $10.7 ss.1-· 
Free from Physician Sl.1 · $0.S 

Hospital l,Jricompensated Care $15.4 . . $8.1 · 

Public Hospitals/Clinics, $18.2 $10.3 

a. These estimares iare baSed upon health expenditures dara for the uninsured as reported in the National Medical. 
Expenditures Survey (NMES) data. These dara report utilizanon for insured and uninsured persons inclu~ng . 
care prov.idcd free by providers. The value of free care was estimated by the Agehcy.for Health Care Polic)' 

' Research (AHCPR> based upon charges for comparable services reported by insufed persons. We calibrated tbe. 
NMES dara (for insured and uninsured persons) to reflect: 1) projections· of health spending by source of 
payme0t and rypc of service in 1998 developed by the Health Care Financing Ad.D:iinistration (HCF A) and the , 
Coagrcssiooal B~ciget Office (CBO>: and 2) projections of hospital uncompeosarcd care based upoa dara 
provided by the American Hospiw Association (AHA). · 

~ figures exclude speodiog for' services. that are not ·covered WJder tbc Health SCcuriry Act b"eoe6ts 
. package such as adult dental care and eyeglasses for adults. These figures also exclude health speading for mis . 
group that is covered under the w9rk.ers compensa~on· program and/or auto insurance. (This should not be an ... 
issue since ibis care is in fact covered by these sources). 1bcse · figules also do. Dot inclu~ tbe increase in 
utili~on that would occur among those who remain uninsured if Ebey wae provided with insurance. 

Soun:c: LeWin-VID csliaiaies using the Health Beoefi~ Si111Ulatioo Model (HBSM) . 

. UI. CllA.'iGES L~ PER CAPITA HEALTH INSURANCE PREMIUMS 

. In general. we find-that average p~miWm are higher .if coverage_ is expanded only through 
insurance market 1refonm and preiniWn subsidies. because those ,who would obwn coverage under 
these policies would tend to be ~dividuals' in relatively poor. health who. are abOve average useis· 

' of health services~ This increase : in average premiums ls Iargely averted under a program of 
universal coverage beca~ such a plan would i-equire all hi4ividuali to particip~e in. the insurance 

·pool including healthier individuals who receive little health care. 
. . . ~ 

T 6 estimate changes in health insuranee premiums under· three reforin approaches. we · 
assumed. the standard benefits package proposed in the President's Health Security Act (HSA) .. · 

. The President's package is u~d to· standardiz.e comparisons ~cross reform options because the 
MCA does not specify a s~dard package. The Congressional Budget" Office also. ~es this · · 
assumpoon in its analysis of the MCA. . 
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A.· Insurance Market Ref oi'in 

We estimate that.the average monthly premium for all pers.ons already insure~ in 1998 
would be $172. per person under the HSA benefits package (Table 3).' Under insurance market 

. iefonm only, all individuals ma.y' obtain'insurance ~ta group rate regardless of their health status. 
· Most of the .1.1 million persons that would 'obtaiii insurance under these refonns· are persons in 
relatively poor he8lth ·w~o are above average users of care, and this would increase the overall 

. · average monthly per person premium for the currently insured population from $172 to $176. . 

· B. Insurance Market Reform Linked to. Premium Subsidies 

Under a program that liµJcs' the insuran~~ market refonns to subSidies, most of the 14.9 
million persons who would. obtain' insurance would ~ 'abOve-average users of hCalth care. This 
would increase the overall aver~e monthly per-capita premium for the currently insured from 
$172 to $182. For a family already receiving insurance in 1998, this would translate int<? a average 
annual prei:nium increase of $260. · 

C.: · Univ.ersal Coverage. 

. . ' 

Under · a program of universal coverage, all indiViduals would. be required to obtain , 
insurance broadening the insurance pool to include healthier individllals who would otherwise 
decline to obtain insammce even if subsidies were available. 6 This bro~er iDswan~ pool. would 
lower the average· p~mium to $175 per person ·per_ month. abOut two percent greater than the . 
average premi~m cost 'for the currently inSured population ($172 per person per month). Thus. a 
universal coverage program would raise a:verage annual.premiUms for fainilies alzeady insured by 
about S78 compared to $260 per year under th~ .MCA. 

It is important to note, however. that a univeisal coverage program w~uld requue a net 
in~ in federal preniium subsidy payments because many of those who would become insured 

· are lower income -persons who ·would ~ for premium ·subsidies under the Act. We estimate 
that universal coyerage under the MCA would entail an ~tional S 17 ·billion in federal subsidy 

. . ' . . 

S · Tbe premium estimate is based on fee-for-service cost Sharing and includes coverage for thue currently enrolled in 
Medicaid. The previously insured population excludes the over 65 Medicare beneficiaries. ,_ · 

'6 ·As specified in lhe Managed Competition Act. JOO percenl premium subsidy for Pa:sons Wilb income below povaiy and 
sliding scale subsidies for penoas ap lO 200 percen1 ol povetty. Tbe Act. also includes changes in the Wt deductibility ol 
pn:mium payments. · · 
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,· TABLE) 
·I., 1•1 :. ·, 

~u~~~~ ~~ ~~s~~~, ~~ T~~~A~. A v~ft..AG~ ~-~~·~Ms ANP ~~'ANGE 1N ~ous~~~>~~ ·~~~~ '!'~ S~END~~G 
- . . . . . ' . UNDER Al.TERNATIVE RF.FORM SCF.NARIOS IN 1998 ' I ' . . -

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

·,.· ...... . 
····-.··· .· --: .. -.. ·.··.· .. · .. ·.·.·.·.··-····.· ... ·.·.. ···:·.·· .····.· ····. 

:/:::'.:::·:::·{:.::({::·.>.:·::+:·;,:=_:-::f ·~~tr.~:~.:~~~~~-\:: .. ·. · ·· · 
... ,., . .· .... -~ ·.: . ·...;.·:· . ·:: . . . ·::·:·::::· .: . . . . . . . . . . . . . . . . .. 

·. ::.. ... :::. :;·: .. ::.:::····. ·::· .. 

Currentl)' Insured 

Insurance Market R~fonn Onlyi · 

lnsurnnc~ Mark~t Reform with Subsidie~~ 
Universal Coveragec 

· Natfon&1 A ~enge ··· 
-Size of Pool 
(In mlillons) 

18S.7 

1·86.8 

200.5 

222.8 

Monthly 
Per-Capita 
iPremlum·' 

$172. 

$176 

$182 

$175. 

r;,.• 1 ' • I' 

:_:::~Y.ef3ge Annual 
·:·::Premium ror an i 

::-:Irisurttl Famnyd -
. .·... . I -

$104 

$260 

. ·$78 

a Insurance market reronn includes gtiaranleed renewabilily an~ portabi!ily. limits on pre-existing condition excluiiions and community rating for individual 
and small grotip (under 100) markets. · - ' . • , • . , . - . I ' 

b - As specifiect"in'lhe Managed Compelilion Acl, 'ClO pcrcenl premium subsidy for persons with income below poverty and sliding scale subsidies for persons 
· up to 200 j,ercent or poverty. The Acl ilso lnCl~deschanges In 'dte 1iui deducti

0

bilily or pr~mium p_ayments. . ! . . : ' ' '' . ! · . · : 

c Por consis1ent analysis. universal coverage is based on the Managed Competition Acl expanded to include an individual mandate. An employer mandate 
could be used 10 auairi universal coverage as in the I lea Ith Security Act. Tflc premium chnngcs · sh~wn in this nnnlysis WC>uld be the same under either " 
mandare because we focus only on premium amounts regardless of payer. 

d Change in average premium compared to premium without rdonn. All premiums have been standardi7.ed to the 'leahh Security Act benefits package. 
Source: Lewi~~ VHI ~stimales using the Health Benefits Simulation Model (HBSM)' . . · . ' ' · ' · · · · · 
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-
payments and $11 billion in reduced tax revenue for a- total federal cost of $28 billion. However, 
federal subsidy costs will vary by the approach to universal co~era2e. 7 . . . . -

D. Community Rating Inside a HPPC 

Another factor that will aff ec~ premiwn levels under healthcare refonn .is the degree to 
which community rating is applied br~adly across all fu1ns and persons. Under the President's · 
proposal,. for example, premiums are adjusted for family composition but otherwise arc· the· same. 
across all workers in firms. of fewer than 5,000 employees. as well as all no~-workers~ . 

. The ·MCA as drafted would place workers in small ·fimis Oess than JOO employ~s) and 
their dependents as well as various non-workers in ~PCs: 17emiums both in and out of Jn>PCs 
are set on an age adjusted community rated basis which leads to a relatively high premium 
increase for· employees in small firms. · 

\ . 
· Non-workers in the HPPCs will have significantly higher health care"costs than workers in 

either large or small finns because a poI:tiori of non-workers are disabled persons currently 
covered under the Supplemental Security 'Income program (SSO. Disabled perso~s and o~er DOD· . 

workers make the HPPC pool expensive co cover beCause their health costs arc so high .. 

Table 4 iridicates how. cotnm~ty rating inside HPPCs would affect monthly per· capita 
premiums· under three. refonn strategies.• If no health reform we~ implemented· other than 
community rating within HPPCs. the cummtly insured would pay, on average, $205 monthly 
premiums. Under insurance reform~ the average premium in HPPCs would rise to $215 ~d under 
the MCA to $227. . . . . . . 

In· comparison, Table 4 indicates that premiwm in HPPCs willbe about $50 to $15 higher 
· than out of HPPCs. This difference in.premiums in and out of HPPCs creates a major problem 

implementll!g. the Act. ·The primary incentive for cost containment· under the Act is an excise tax 

on employe.r premium contributions in excess of the lowest cost health plari in the HPPC. Given 
the inherently higher costs for HPPC enrollees. most non- HPPC health plans will have premiums 

. below. this level even if these. plans are minimally effective in. controlling costs.- Thm. basing the 
caX cap limit on the lowest cost HPPC ·premiums will create little incentive for employers and . . 
health plans to control co~ undermining the long te~. viability of the program. · . 

7 See Lewin-VHI: ':'Expandillg Insurance Coverage Without A Mandalc." May, 1994. . 
8 Note tbal Table 4 findings arc due ao me effects of pooliD1 wbicb are independent of tbc .oraanizaliooal suucmre (c.1 .• 

HPPC. bcaltb alliance. or otbersmall group reforms) used to crellC die pools. 
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TABLE4 
I .. ,,, i I 

NUMBER OF PERSONS AND PER.:.CAPITA MONTHLY PREMIUMS FOR PERSONS IN AND OUT"OF THE 
j • , I : : · • ; \ I I • • , ; • I ' ' ' • • ' ' 1 1 • : ' 1 " • - ' ' I 1 . L f , • ~ ' I • ' I . ' t • I 

:UEALTH PLAN PuRCH~SINC CooPF.RATiVES (HPfCs) J)NDER ALTERNATIVE REFORM SCENARIOS IN 1998 
I l • • ~ , • ' • • • • , 1 " l ~ f 

... :::··: --·· .. ·.·· :·.::.::-:.: .. :::: .. :.::::::··.·.·. --_ -:·::·:_.· · · ·Jn~itie HPPC~·: .. ·. ·· ···.: .. ··. , Out otliPPC~:: ::· .. _:: .: . 

. • fiiji Jiii'. ~~ ~~. D ; . ·· ·• Hed.I~lduali ~ !'i~~l!!Cll . · .. ·. · • .. . .. <~ > ~!lf'f. >< . : >> ~~1!0~.~! .~re~ge 
.· ... :.::::··:::::/:,.,::;:::::::::<::::.:.: .. :·: .•• ::,_.:::_·_;:··.:·;:·.·:::::: .. :.. -Size of Pool.- Per-Capita Size or Pool Per-Capita 
: : ::::: ::\::/"_)-::O:::n>/:·>.\.: ·::_:::.:·::_:_:::-,:r:\·:::::--::·: .. :.:-:·::::,, :::·::: ·, ... ::::::., ... ,:: (In millions) ! Premium. (In mliUons) . Preiniuitl' 

-Size or Pool 
(In mlil~ons) 

. P,er-Capita 
Prem.ium 

Currently Insured_ 72.8 $205 112,9 $150 185.7 $172 

Insurance. Markel Reform Onlyc · 73. 7 -$215 113.3 $151 . 186.8 $176. 

lnsuranc~ Markel R~form with Subsidies~ ~3.3 $227 117 .2 $150 200.5 .. $182 

Universal Coveragee 95.6 $213 127 .2 $147 222.8 .. $17.~ 

a Persons ~n the ~PPC-~nclude w~rken and dependents in ~~m~ with less than ~~workers, persons in lhc individual insurance market, Medicaid recipienls 
and the riol1-w0rklng unlniurtid .. The revlsecl'venlon' of the Mann'iett Coiripetillori Act would require thnt .premiums' within the HPPC be ra1ed separ:uely 
for (I) the d.isabled; (2) firms that provide 'coverage; and (3) nil other penons. · _ 

b Persons outside the HPrC include ·workers (Including public employees) and 1hcir dcpendcnls in firms with I 00 or more employees. 
c Jn~urance market reform includes guaranteed renewability and ponabilily, limils on pre-existing condition exclusions and c:Ommunity rating for individual 

and· small group (under 100) markets. . · 
d 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 poveny~ The Act" also 'lnc!~des changes' In ihe ia1t'cieciuctibility 'or premium payments. · · · '· ' · · · · ' · · · · ' 
e For consistent analysis, universal coverage is based on the Managed Ct;mpelilion Acl · wilh nn individual mandale. An employer manda1e could be used 10 

nllain universal coverage as In the Health Security Act. _The premium chnnges shown in this nnnlysis would be the snme urider either m:mdale hccau!lc we 
. rocu~ only on premium amounts regardless or payer. . · 

Source: Lewin-VHI estimates using the Health Benefits Simulation Model (HBSM). 
. . . - . : ........ : : . : •. . '. ; : ~ . ' : 
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The. authors of the· _Act have acknowledged these problems and have indicatea to the 
Congressional Budget Office that they intend to. separately rate non-workers in ·HPPCs. A. 
potential solution would .. be to create three p~mium pools within HPPCs: workers. and 

, dependents in small finm providing .insurance; pers·ons \\·ithout errtployer provided insurance: and 
aged and disabled cash recipients. 

Using three.premium pools within HPPCs, we estimate that the average premiwn·Within 
the HPPC would remain at $227 a man.th, bf:1t premiums for workers an4 their dependents would 
be much lower at $153 a month; comparable to l'reDiiilms for -~orkers and the~ dependents. 
outside HPPCs allC?wing the tax cap incentive to trigger cost controls.· 

·A secondary effect. of this revision would be t.o m3lce monthly premiums higher for 
per5ons without employer provided insurance ($279 per month) and for disabled persons ($710 
per month). As a result. aggregate federal subsidy payments in HPPCs ~ould ·be higher because a . 
large portion of these individuals also are low-income. . 

. ' I 

Under universal coverage, Table 4 indicates that.average premiums in HP~Cs would.fall 
to $213 per month as younger and healthier populations are' brought into the HPPC pooL Because 
enrollees in HPPCs could be .divided intQ thre~ preniiu~ pools under.possible revisions to the Act.· 
reduced costs from' an infµsion of. healthier populations could be distributed across these pools. 
However. the di~fed pool would see little· change in monthly premiwns smce we assume that. 
most· of this population would participate in HPPCs without universal coverage provisions.s 

· . The types . of premium discrepancies discus~ed above arc not unique to the HPPC · 
arrangement contained in the. MCA .. They are lilcCly to occur under other forins of co~unity 
rating limited to volunta1yenrollment of small firms and individtials. ' 

_.\ 

IV. . CHANGES l'i AVERAGE HOUSEHOLD SPENDING 

The . financial implications of health reform extend beyond the impact on premi~ · 
payments for individuals, families, and employers. This. analysis also examines the effectS on 
overall net changes in ho~hold (non;.Medicare) heal~ care spe~ding by accounting for 
houSehold . premium payments, '_subsidies, tax · deductions, . chailges in premi~ contributions, 
changes in out-of-pocket spending, and wage effects resulting from changes in employer costs. In. 
addition. this analysis addresses changes .:in· hol1sehold health spending for the 185 .6 million 

' For a more detailed inalysis of premium changes undu various HPPC sizes and community rating schemes. see: Sbeils. 
Jobn F. ·Permiaing Vohmiary Enrollment in Regional Alliances Under the Health Security Act. R prepared for lbe HenryJ. 
Kaiser Foundation by Lewin· VHI. March 1994. 
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, persons that ar,e currently Insured (non-Medicare) and for the 5.7 milli~n households. in which all 
members are uninsured. , 

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

' 

Please note that the· following discussion ·focuses on households headed by individuals 
under age 65. ThiS p~pulation is consis~nt with. the :one addressed ·in· the previo~ premium 
section. Detailed findings for.the over 65 population are pre,sented in Appendix A. , 

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

•'·Net Changes in Household Health Spending Without Wage Effects 

•--~.Net Changes in Household Health Spending With W~e Effects 

• - Net Charige in Household Spending by Income 
', I ' 

,A~: Net Changes· in House~old Health Spendmg Without Wage Effects 

. . 

We e.stimate that under the MCA.. the, average househoid headed by a person under age 65 
will see health care· spending increase by $98 in 1998 as compared to health spending in the 

. ~nee of reform (Table·S). ·This averag.e applies to all hou~eholds in the nation. regardless of 
whether they currently purchase health insurance or ·Will purchase he3lth inSurance under refonn 
and subsumes wide variations in health spending changes by income group as.discussed·below _in ' 
Seerion C. · . . , 

l 
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TABLES . . 

NET CHA.'iGES·lN HOCSEHOLD HEAL 111 SPE~DL..;G FOR Hot:SEHOLDS 

' HEADED BY,\. ... L'IDIVIDt:AL U~l>ER AGE 65 
(WITHOUT WAGE EFFECTS) 

::::-_:·-.·Alf,, .. · . Currently Curreritly 
. . . . b ··uo&ne1aOlck :· . . ·.· Imured· . Uoimured .. . ·. 

:·:· ... . . . . . 

:.(8;2 Jliillion : \16~ 11lillion .(5~7· million 
. . . . ···households) ... households) homeholds) 

"d Managed Competition Act As Written $98 $105 --
Managed Competition Act With Universal Coveragec $322 - S69 Sl.406 

. Health Security Act Without Premium Growth Constraints. ($180) ($223) $350 

Health Security Act With Premium Growth Constraints ($254) . ($300) $310 
a An insured household is de.fined as household wilh at least one person 10sured. 
b An uninsured household is defined as a household in·whicb no one is insured. 
c Universal coverage under. the Managed Competition Act would increase federal subsidy costS relative to lhe 

Ac:t as wriuea. Our estimates ia tliis analysis assume the federal govemmeac absorbs die cosi:s. To the·ucenc . 
thai (maocing sources are sought through tutes, household spending would increase. · 

d We estimate the average currendy uninsured household ~ill spend an additional S2 under ·the Managed 
. Competition Act as written. However.· under .the Managed Competition Ac:t as written. many 'currently. 

uninsured households still _will not purchase coverage. l'.or mese· households. health spending will ooc change. 
Tbis S2 cstimare · reflecis the average change in health spending for all currently uninsured households. 
in~uding those that will experience ao change. . . · 

Sour~: Lewin-VHI estimarcs using the H~th Benefits Simulation Model (HBSM). 

The ave~ge-c~ge in household health sJ>ending reflects an increase :m private premiwn 
payments partially offset by federal p'remiwn subsidies and "cashed-out" benefits. We asswne that 
firms providing coverage above the_ standard benefits package. Will downgrade coverage to ~e 

.. minimwn level and.distribute·the cash savings to employees which we then asswne are used to. 
purchase. supplemental coverage. · 

\,. 

Expanding the MCA to include . universal coverage would increase average househol~ 
health spending for those under age 65 by .$322 in 1998. _While ti\e influx of healthier. populations 

' . , I 

would reduce per capita premiwm ·under _universal coverage, in aggregare more households will 
be paying premiums and using more health care thus raising the average. 'In· coniparison. we . 
estimate that the HSA will decrease average household health spending for those under age 65 by 
$180 in 1998 assuming no premiwn growtli consttaints.-and wili. decrease spending by $2S4 
assuming constraints. 

However, overall household hc8ith spending fails to highlight an important distinction: the 
currently .insured population spends less or saves more under universal coverage. As shown . in 
Table 5. the. average currently insured ho&isehold wµi·spend an additional $105 on health care in 
l998 under the MCA as Written comp~ to $69 under Ute Act coupled with universal coverage. · 
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More striking is the difference between all families and the cwrently .. insured under the Act with 
universal coverage. This difference indicates that ·the majority of increased health spending under 
this version of the Act will be borne by the currently uninsured population-an average increase 

. of S 1.406 .in· health spending in 1998. · 

An. alialogous effect is seen under the. HSA with or without premium constraints. Under· 
either assuinption. the average family headed by' a ' i>crson under age 65 sees reduced health 
spending in 1~98 ($180 in savings without premium growth constraints. $254 in savings with 
premium growth c'onstraints) .. C~mpared 'to the totai under 65 popwation. the currently inswed 
save more under both scenarios ($223 ~ savings without premium constraints. $300 in savlligs 
'.Nith premium constraints). Once a~. the' uninsured see an increas~ in heaith si>ending altho~gh · 
not as 'large as under the MCA with universal cove~ge.· nus·. is ·true because we assume .that 
universal coverage under. the MCA is achieved through an individual mandate while the HSA 
relies on an.employer mandate. 

, 1 

B. .Ne~ Changes in Household Health ~pending With\Wage Effects 

Generally accept~d ec0nomic theory suggest$ that most employer savID,gs and new costs 
eventually are pas5ed on to workers in the form of increased or d.ecr.eased wages. ThiS "wage 

. effect" fulthcr reduces or increases household ~th spending under nea.Ith refonn.9 For example, 
we estimate 'that employer·~th care exj>enses will decrease· \inder the MCA ~d that. wag~ will . 

. rise as a result of three factors: ( 1) emplorer premium contributions will decrease due t~ the cap 
on tax deductibility; (2) some.firms will discontiriue provjding health benefits altogether; ~d (3) 
firms continuing coverage will see savings resulting from managCd care · and reduced. cost 
shiftinglO. 

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 

. I . 

health care spending shown .in the table for the currently insured population. In contrast, the.HSA 
increases emp.loyer health. care costs through an employer mandate which are passed .on ·to 
employees through 'tower wages. 

' 1 ' 

9 We estimara lbat about 88411 of changes iD COSIS ire ~d on . lO ~mployees rhrougb wage effecu. See. for eumple. 
JonubaD Gtu"ber and Alan B. K:ucger, "'Tbe Incidence of Manda.led Employer-Provided lnswancc: LeSsons from Workers 
Compensation Insurance," iii Tu Policy tiNJ IM £,conomy ( 1991 ):· Jorwhan Gru!>ef, "1'be Incidence of Mandated Marcmicy. 
Benefiu." Anv.rican Economic Rmew. fonbcoming; and Lawrence H .. Suaimen. "Some Simple Economics Of Mandaled 
Beaefiu." Anvrican Econolrtic RevieW, v .. 79, no. 2. May_l989. · · . . . . , 

IO We eslimale ·sipificant ~ed care. iavmp Under tbe Managed Compelition Act tbai alrimalely lower employer 
premium costs. For a detailed disclwiOG of managed C3f'C savings see: Lewin-VHL "Managed Care: Does it Wort?" · 
Febnwy, 1993, and Lewin· VHI. •New Evidence an Savings from Network Models of Managed Care,· May 1994. 

' '• 
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TABLE.6-

NET CHA~GIS l'i HOUSEHOLD SPENDL'iG FOR HOUSEHOLD$ 
.. HEADED Bl" A.S l~l>IVIDUAL U~l>ER AGE 65 L'i 1998 

(WITH WAGE EFFECTS) 
.. :.::.:: ... All.: . .:.:: ·:Currently.:· •·Currently·: 

····:JtiSUred~.< ·11ou1ello1ds :Uninmredb 
I <•2.2 lnillion 

: 
(16.S m,illiOn :($.~7 million 

.. boUSehOlml · houseboldsl hoUsebOlds) 

Managed Competition Act As Written ($38) ($41) d --
Managed Competition Act With Univei-sal .Coveragec $186 ($77) Sl,406. 

Health Security Act Without Premium Growth Constraints $191 

Health Security Act With ·Premium Growth Constraints· s·14 
, a An insured household is dcfiacd as household w1tb at least one person insured. 

b An uninsured household is dcfmcd as a household in wbic:h no one is insured. 

$71 "$1,478 

($161) Sl.343 . 

c · L"niversaJ coverage· under the Managed Competition Act would increase federal subsidy. c:osts relative to the 
Act as written. Our estimates in this analysis assume the federal government absorbs the costs. To the extent 
that financ:irig sources arc sought through tax.es. household spending would i.Dc:reise. 

d We estimate the average currently uninsured household will spend an additional $2 under the· Managed 
Competition -Act as wrincn. However, under. the Managed Competition Act is written, maay currently; 
·uninsured households stiJi will not purchase coverage. For these bouseboJds. health spending will not change. 
~is $2 estimate reflects the average change in health ·spending for all c:wtently uninsured households. 
inc:luding those that will experience no change. · 

Source: Lewin-VlU estimates using the Health Beiicfits Simulation Model (HBSM)~ 

Employers who currently do not provide insurance·will see a proportionally larger increase 
in_. empl?yee health· care costs under the· ~SA. ~ employers who do ·provide insurance: 
Therefore, the currently uninsilred will experience a greater wage effect- than the currently insured 

. . . 
as reflected in Tabk 6. 

· Wruie· the wage .effect tempe~ the inCrcased .health spending under ·the MCA. it is 
imponant·to·consider ·the SOUrceS of the wage effect enumerated above. The fact that some finns . 
will .. reduce cost$ by discontinuihg or reducing coverage certainly has policy implicati~ · for 
health reform. · 

G· · Household ·spending by' Incom~ 
I 

Fmally, our analysis ~ows. u5 to display changes in household health spendiiig by iDcome 
·group (Figrire 1). The changes in spending -shown in Figure 1 ·are for households headed by 
pCI'$ons under _age 65 and do not include wage effects. Furthermore, these estimates include all 
. househol~ ,whether .previously insured or not.' ' 
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. . FIGL'RE·i 
NET CHANGES L'i HOl:SIHOLD HEALTH SPE.'iDL~G L'i 1998 

. FOR AGGREGATE U.SDER-AGE 65 POPLl.ATION 
WITIIOUT ~·AGE EFFECT 

....•.•. ·.·.·.·.····::: :: :: : :: :. : :.;t:::.·.·.·. .• .· .. ·· . . .. ···········• ······ ·····•···· .......• · .· ·· ............................................... ·· 

-Managed Competition Act As Wrinen . 
~Man.aged Competition Act With Universat.Coverage 
·-•~·He~lth Security Act With No Pre~ium Growth Contraints 
··•··Health Security Act With Premium Growth Contraints 

Under Sl0.000 • $15.000. S20.000 • $30.000 • S40,000 • $50,000 • S75.000· Sl00.000 
$10,000 ·'$14,999 $19.999 , $29,999 $39'99 $49,.999 574,999 $99,'99 and Onr 

Somcc: Lewin-VHI.estimares using ~e Health Benefits Simulation.Model (HBSM). 

Our lnalysiS shows . that all four versions of ~th refonn discussed in this paper reduce 
health spending for the ·lowest income groups while the MCA result$ in increased health Spending 
for middle. and higher· income ~oups. The HSA with or without premium growth constraints · 
lowers health spending for all but those households earning more than $100,000 per year. As 

. I . 

noted above, a major reason fo~ the observed differences between the MCA and the.HSA are the 
Aas·· ~pproach to universal coverage. Without wage effects, the HSA's reliance on an employ~r 
mandate shifts a smaller portion of insUrance costs onto househoids bccallSC. employers are paying 
80% of premiums. · · 

Figure 2 takes into account the wage effect and shows that the HSA's employer mandate 
. ultimately costs households .through reduced wages. The MCA with universal coverage. still 

. . 

shows the· largest inc:reaseS for middle income ho~seholds, but . both version$ .of the HSA also 
indicate health spending increases for thcsC groups. Both versions of the· HSA show increased 

. ' . 
. health spending for households earning ~cen $10,000 and $14,999 while the Managed Care 

. I • • ' 

Act with universal coverage decreases spending for this group. However, the HSA is consistently . . . 

less costly ·than the universal ·coverage version . of the Managed Care Act for middle income 
households earning between $20,000 and.$49,999. _ 
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. FIGl'RE 2 
NET CHA."IGES IN HOUSEHOLD HEALTH SPE:SD~G IN 1998. 

· FOR AGGREGATE UNDER AGE 65 POPL°LATIOS 

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

. WITH WAGE EFFECT 

.... · .....• :.··· 

• ....... ,.,. I, 

........... 

. ::· .. 
.. ~· 

:: .. .. 
~· 

~ ~· ., .. .. 

-Managed Competition Act As'\\'ritten 
- Managed Competition Act With Universal Coverage 
··•··Health Security Act With No. Premium Growth Consuaints . ' . . 
··•··Health Security Act With Premium Growth Consuaints 

.• 

' Vader SI0,000. Sl!,000. $20,000. $30.000. ~o.ooo. sso.ooo. $75,000. SI00,000 
$10,000 SH,'99 $19,'99 Slt,999. . $39,999 · Mt,999 $74,999 S'9,99ii aad 0Yer · 

Source: Lewin-VID estimarcs using rbc Health Beaefirs Siniulation Model (HBSM). 

As· in. the earlier tables. our analysis also examines the changes in household health 
spending for. the currently insured undel'. 65_ population (185.7 million. J,cople). For the CUII'Cndy 
insured, the MCA with uni~ersal c.overage is consistently less costly than· the Act as written laoss 
all income groups with or without wage eff~ts. However~ without .wage effects, both versions 
tesult in Increased 'health spending for households e_~g more than $20,000 a year (Figure J). 
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. FIGt'RE3-
NET CHANGES L"'i.HOUSEHOLD HEALlll SPE!\'DL'iG L'il998 FOR' 
CL'RRENTL\' l'iSl"RED·POP(]J.ATION UNDER AGE 65 BY l'iCOME 

WITHOUT WAGE EFFECT 

.. ···••·•·• .. 
... ~---

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

-Managed Competition Act As Wrinen . 

·-Managed Competition Act With Universal Coverage 

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

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

trader $18,000 ~ $15.001) ~ $20.000 • $30,000 • $40.000 • $50.000 • $75,000· $100,000 
SI0,000. $14,999 519,999 529,999 $39,999 $49,999 S74,999 $99,999 aad Onr 

·source: Lewin-VHI estimates using the Health Benefits Simulation Modcl.(HBSM). 

In· comparison; both versions of the HSA "reduce health care spending for· the currently 
· insured population across most income group~ without wage 'effects. 

Factoring_ in the wage effect creates a ·more complex picture. Figure 4 shows that even 
with ~e wage effect. the HSA ~ith premium collStraints reduces health spending for "the currently· · 
insured across all but the highest income· groups; The MCA results in .increased. health spending . 
for middl~ income currently insured eamfug between $20,000 and $49,999 .. 

·nie HSA ·without premitim constraints. increases health spending for. all the currently· 
insured eaining more .than $10,000, accounting for_ wage effects. However, spending increases are 
less thaii the MCA with universal coverage for the currently inswed Caming between $20,000 and 
· $39,999. Spending increases are gieater than under the MCA for income groups earning more 
than $40,000 (Figure 4). 

.. 
9'FMOIBO ' 17··' LEWIN· VHI; INC. 



$600 

$4()0 

$200 

so 
·-

($200) 

($400) 

·($600) 

($800) 

(Sl.000) 

(Sl.200) 

-
FIGURE4 ~. 

NET CHASGES L'i HOt:SEHOLD HEALTII SPESDl'iG L'i 1998 FOR 
CURRENTLY INSVRED POPULATION U?\l>ER AGE 65 BY mco~n: 

. \\'ITII WAGE EFFECT 

... . ... .. . .. . .. . . .. . . . ... .. .. . ... . ... .. 
'. 

I 

- Man.aged Competition Act As Written 

- Managed Competition Act With Universal Coverage 

··•··Health Security Act Wi1b No Premium ·Growth Constraints 

·.·•···Health Security Act With Premium Growth Constraints 

I 

Under s10.ooo. su.ooo. no.ooo. uo.ooo. S40.ooo. sso,ooo. $75,000- $100.000 
SH.000 $14.999 Slt.999 529..999 S39.999 549.999 574,99 $99.999 · rind Onr 

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

. Tables displaying detaile~ changes in. hou5ehold spending' under the· various refonn scenarios 
. and accounting for insurance status. w~ge effect. and income are available in. Appendix A. 

. . . . ' 

V. CONCLUSION 

This analysis. highlights some of the. imponant trade-offs involved in achieving universal 
coverage as compared to mo~ limited refonns. Insurance market rcfonns alone will have little 
impact on coverage. covering an estimated 3 pereent of the currently ~ure.d. When ·combined 
with subsidies as in the MCA. however. about 40 percent ofithe uninsured would be covered. 
accounting fo~· about 45. J)ercent .of-all cuircnt. health spending on the uninsured. As a previous 
Lewin-Vlil study showed, 97 percent of health spending is covered by the MCA'beause ~rsons 
who become covered voluntarily' will tend to be· more expensive than average.11 

One of the . trade-offs in pursuing . a voluntary. strategy •. ·however •. is -th~ impact on 
preiniums for per-Sons_ who are alrCady insured; Because persons who obtain coverage under the 
MCA will tend to be les~ healthy ~~ more costlr than. persons who d~ not obtain· co~eragc. 
average premiums will. rise. more for those ~y insured than they ·would under univ~ 

l l Lewin-VHI. Emandinc lnSwance Covqace Wjlhout a MandNe prepared for tbe Heal lb Care Leadership Council. May 18. 
I~. . 
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coverage. Accordingly, the average 1998 family prerliiwn amount'. 'wouid increase. by $260 per 
year under the MCA.compared to an increase of about $78 under universal coverage . 

. Changes m household health spending vary sigriificantly by family income level and current 
health insunµice status. Largely because of premium subsidies, all of the reform approaches result 
in a net decrease in spending for families eaming·less than· $10.000. Middle incoine families that 
C\11ICntly ·have_. insurance. however, generally experien~e a farger iricrease in health . spending 
without universal coverage. Their change in health spending is als9 influenced by the structure of 
the refonn 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 c~verage approaches . 
examined. oajy the HSA with premium caps· reduces household health ·spending for currently 
insured middle income families with or without wage effects. " 

Uni.versa! 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 ,inslired. cost shifting. and consuained access for' the remaining 
uninsured under more limited reforms . 

. '· 
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TABLE A~l 
' . . 

CliASGE L'i Hot:SEHOLD HEAL TH SPE!\"DL~G BY l'iCO~n: L'i 1998 UNDER THE 

l\IM~AGED COMPEtmO~ ACT AND UNDER nn: ACT WITH UNIVERSAL CO:VERAGE 

With Wage ~ffects Without Wage Effeets 

Hou.sehold Income ·Under 65 ·and · · : : .. : . Under 65 .and · · .. 
·(. h ds). -<65:::::-. :·n..:~ ...... Total. 65 0 ·::·:·Total · ant ousan .. · .. ,.. . . ... . v.-er.. ...... .. . . ver. .. .. 

Under $10,000 ($946) ($2,603) ($1,459) ($963) ($2,601) ($1,470) 

$10,000 - $14,999 ($266} ($1.498) ($757) ($285) ($1.481) ($762) 

$15.000 - $19.999 ·$13 ($537} ($161) $49 ($544} ($138) 

$20.000 - $~9.999, S231 $551 $304 $358 $519 $395 

$30.000 - S39.999 S344 $757 $421 $464 $742 $517 

$40.000 - S49.999 S143 $833 S220 S35S $833 $411 

SS0.000- $74.999 $80 $76.3 ' S142 $293 $848 $343 

. $75.000 - $99.999 {$197) ($88) ($187) $127 $25 $118 

Sl00.000 and Over $62 $212 $73 S201 $162 $198 

TOTAL ($38) ($629) ($156) $98 ~$624) ($46) 
. ····· .. ..... ·:~ 

............. :.:• -;::-;; .. ::::·.:: ... UNIVERSAL CoVE.RAGE· ... :.,.··:_.·-_·· ... _.: 

Under $10,000 ($988) ($2.623) (Sl.494) ($1,006) ($2.620) ($1.506) 

SJ0,000 - Sl4,999 ($200) ($1,481) ($711) ($219) ($1,463) ($715) 

S15.000 - $19.999 $147 ($549) (S'.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 $1,101 $612 
·. 

ss~.ooo -S74,999 . $339 $1,006 $399 $552 $1,091 $601 

$75.000- $99,999 $74 (Sl.06) $57 $399 $7 $362 
.. 

$100.000 and Over $309 $534 $325 $447 . $483 $449 

TOTAL· $186 ($523) $45 $322 . ($518) $155 

. SotTRcE: LEw!N-VlU ESTIMATES USING THE Hiu.m BENEmS SIMUUnoN Moon (HBSM) 

·, f. 

94FM0/80 A-1 · LEWIN-VB/, INC. 



TABLEA·2 

CHASGE IN' HOUSEHOLD HEALm SECLlUTY BY IscoM:E ~ 1998 USDER THE. 

HEALTH SECURTD' ACT WITH AND WITHOUT PREMiciM GROWTH COSSTRAL'1'•iTS 

With Wage Effects Without Wage Effects 

Household · ' .. ·:under. .6Sand 
... ·· .. ' Unc:ler:: ·6Sand. 

. . . .. . ... 
. . . . . . .·Total ·Total:·: 

:: ·::.:::-":income ::.:::· :::. :/'::"'5 .. ::::". :_:over< :::::65::::: ::::over .. .... •,• .. ............... . .. ~ 

:--(hi th~~~):.· ILY::.:: ·. 
········· . .. ...... . .. . . .. 

T< 
.. . .. , . . .... 

... .. . :.,.-·-. .. :.: :: .. : . .. \ .......... . ..... ' 
. . ... . ·:<:·<::>?::': :.\vml ~MiiJM coNSntAiNTs 

. .·· ...... 
·.···::·::·-·:·. 

.. .., 

Under $10,000 ($801) ($478) . ($701) ($671) . ($456) ($605) 

$10.000 - $14,999 $236 ($569) '($85) ($216) ($561) ($-353) 

$15.000-·$19.999 $226 ($638) {$76) {$179) ($648) ($327) 

$20.000 -.S29.999 $239 ($322) ' $111 ($53) ($436) ($140) 

S30.000 - $39,999 $50 '($483) ($51) ($266j ($404) . ($292) 

$40,000 - $49.999. ($51) ($495) ($101) ($293) ($546) ($231) 

'$50.000 ~-$74.999 ($470) so ($248). - ($285) ($251) $47 

$75.000 - 599.999 .. $38 ($683) ($30) ($281) ($425) ($300) 

$100.000 and.Over $388 $3,361 $599 ($8) $3.484 $239 

TOTAL· . $14 .($383) ($65) ($254) ($365) ($276) 
.. . · ... ·. .. ·Wneour PRDiri:JM CoNsriWNTS::;::::':·\ :::::::·>: : . ... ··::·:· .· .. .. 

. .... 

Under $10,000 ($767) '($473) ($676) ($674) ($456). ($607) 

$10.000 - $14,999 $295 · CS.563) ($47) (S205) ($55,7) ($345) 

$15.000 - $19,999 $306 ($602) $20 ($150) ($637) ($303) 

$20.000 ~ $29.999 $353 ($263) $213 ($3) ($412) ($97) 

s3o.ooo -S39.999 $218 ($281) $124 ($187) (S36i7) ($221) 

S40.000 '.'· $49 •. 999 $239 '($310) $178 ($198) ($496) ($232) 

$50,000 - $74,999 $282 ($256) $233 . ($140) ($222) . ($147) 

$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) 

SOURCE:, LEWIN·VID ESTIMATES CSING THE HEAL~ B~EflTS Su.nfunoNMODEL (HBSM) 

94FM0/80 . A-2 LEWIN· VHI, INC. 
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_ _ _ _ TAH~A~ . _ _ 
~ \ • ' : . I l ; · , I • ' ! ' ; ' i I • '. • , : i ' j ~ • 

CHANG..:S IN HEATH SPENDING BY INCOME IN 1998 ··oa ·rHE CUKKENTl.Y INSURED AND UNINSUR•:1> HOUSEHOl.DS UNl>l~K TIU: 

·_HOUSEHOLD.:.:_:_. 

··: ::<:-:iNcoMii: :: :.:: 

MANAGED CoMPEnTmN A<..7 AND UNol.:lt 1-iii.: A.ci wiTu UN1v1<:1tsAI. c<•vERAGE _ · 
.. ... · ... ····. ·.·.·. . CURRENTLY INSURKl>· :.·:·:·. 

As WRiTT1<:N . UNIVERSAL 

C<·>VERAGE 

. CURRENTLY lJNINSVRKD 

:ASWRITIEN 
UNIVERSAL 

Cov1<;1<AG1<: 

'.-.NuMsiia o.r::. .WITuouT . WITH WiTnotrr :W1TH W1THotJT WiTti ·_ watnoiiT -WiTti_ 
iitios~lioi.ns ::::::wia~::··- w w w · · w w ·· w · w _ . . . . . . . .... ·. ,.. .. . : . AGE . ·. ACE ... : ACE. . . AGE. : .. AG~.. :: ... A.~E· : '. AGE . 

. ·:·:.·: (INMJ(.LION5) ·EFFECTS EFFECTS EFFECTS. EFFECTS EFFECfS EFFECTS. EFFE<..78. Efo'FECTS 

Under $10,000. . 8.6' ($1,025) ($1,004). ($1,025) ($1,005) ($627) .($627) ($793) ($793) 

$10,000- $14,999 4.6 ($311) ($288) ($332) ($309) ($166) ($166) $362 $362 

$15,000 .- $19,999 4.3 s·1s _ cs21> ($34) ($76) $243 $243 $1,336 $1,336 

$20,000 - $29,999 10.8. $340 $201 . $296 $157 $545 .$545 $3,291 $3,291 

$30,000 - $39,999 9.4 $472 $344 $426 $298 $339 $339: $3,450 $3,450 

$40,000 - $49,999 9.4 $358 $137 .$317 $96 $363 $J63 $2,757 $2,757 

$50,000 - $74,999. 15.2 . $293 $76 $257 $40 - $279 $229 $4,333 "' - $4,333 

$75,000 - $99,999 6.5 $120 ($211) $75 ($256) , $505 $505 $3,750 $3,750 

$100,000.and Over 7.8 $202 $63 $161 $22 $0 $0 $2;415 . $~,415 

TOTAL .-76.5 $IOS . ($41) $69 ($77) . -- u. --.u $1,406 $1,406 

a. We estimate the average curren&ly.uninsured household will sj1cm.I an additio~al S2 under the Mana~cdCompc1i1ion:Ac1 as wriuen. lluwcvcr, under 1t1c 
Managed Competiliori Act as wriuen. many currently uninsured households slill will 1101 purchase coverage. for lhese_households, heahh spending will 
not ch~nge. This $2 eslimate reflects the average change in he.alth speml~ng for ali currently uninsured households, including those that will e_xpcricnc~ ;no 
change. - '. 

. . . ; .('.; 

Souac•:: Lt:WJN-VHI •:..~l'IMAU:S USl~G THE H•:Al.1'11 B•:NU'l'fS SIMUl.ATION Moo•:•. (llllSM) 

9·'1-"MOIBIJ . .A.-3 l.;EWIN-V/11,' INC. 
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TABLE A-4 
CHA.~GE L~ HOUSEHOLD HEAL TH SPENDISG BY l~CO~IE ~ i998 FOR THE CURRESTL \". 

l'iSURED AND U.1'1.~Sl"RED HOUSEHOLDS USDER THE HEALTH SEClluT\" ACT 
WITH A.'"D \\'ITIIOUT PREMIUM GROWTH COSSTRAL,l'S 

i WITH PREPtUU~f WITHOUT PREMIUM 
COSSTRAU.15 CON~TS 

· :eOUSEB.ow· "· .. NIDdBEROF:: .·.WITH.:': Wrmom ,WITH:• W1'lfOUT 
.):::: ... :::~co~·::i:)··::: :HOUSEHOLDS . ·.;JViGJ:·:::::::: .:::WAGE;:. ~:w,\<;E.:: :)v~G£.< 
· <iNnrousANiisf :'(m .. ~uoN5) EFFECTS:.: :F.n'ECri· FiFEcrs EFFEci'S 

··.·.·· . . ·, .· .. ·· .... .. INSURED.· .: : ... ··'· ........... . ··.· . •, ... 
. ·.·: ... .... ···.·:· . . ·.· .·.···.· ·· . ... . ···.····· .. , . . ···.·· .. .. . 

Under. $10,000 8.6 ($873) ($709) ($859) ($711) 

$10.000 .. $14,999 4.6 ($62) ($308) $35 ($299) 

$15.000- $19.999 4.3 ($58) ($263). $81 '($234) 

$20.000 - $29.999 10.8 ($39) ($144) $134/ ($94) 

$30.000 - $39.999 9.4 ($165) ($320) $65 ($241) 

$40.000 - $49,9.99 9.4 ($147) ($328) $131 ($233) 

SS0.000- $74.999 15.2 ($114) ,($285) I $187 ($178) 

$75,()00 - $99,999 6.5 ($120) ($330) $232 ($203) 

$100,000 and Over 7.8 S210 ($24) $605 $117 

TOTAL 76.6 ($161) {$300) $71 ($223.) 
.. . :·:~.:.:><:(::"::::<>:·>· :::::::·::::-:: .. :.:.::-:::::::: .. :: ..... .. .. ..... ···.·.· :···.:··.· ...... 

'··.UNINSURED .. . ..... . , .·. ·. ··.··.· ,. .... .. .. · . .. . ··•··. 

Under $10,000 - 1.6 ($278) (S464) ($269) ($470) 

$10,000 - $14,999 1.0 Sl.298 ,$201 $1.420 $220 

$15,000- $19.999 " 0.8 $1,407 $302 '.Sl,538 $329 

$20.000 -.$29.999 1.0 $2.274 $864 $2.461 $919 

S3o.ooo - S39,999 0.5 $2.194 $578 . S2.410 $669 

' $40,000 - $49,999 0.3 $2.642 $732 S2,952 ·$836 

$50.000- $74~999 0.3 53.093 Sl.397 $3,385 Sl.S22 

$75,000 - $99,999 0.1 . $3.063 $1.546 $3.352 $1,707 

$100,000 and Over ·0.1 $2.878 Sl.159 $3.176 Sl.274 

TOTAL S.7 $1,343 $31(1 $1,478 '$350 

j 

sovac:E: LEWIN-VJD ESTIMATES vsJNG.TBE HEALTH BENEnTS SIMLunoN MODEL CHBSM) . . 

94FMOJ80 A-4 ' LEWIN· VHI, INC. 
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Shared Responsibility: .The ·Am-erica11· Way 
' 

·' Shared responsibility is the American way -- part of the American 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 µ-adition, building on the existing system and expanding it 
to mclude all Americans. ' 

And shared responsibility .will lower costs for businesses that already insure their workers. Small 
businesse's who pay the most tod~y will benefit most from reform. And studies reveal that real 
reform will nQt slow the ~conomy, and may even 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 
resp0nsibilities. The other approach leaves every family .at risk of being dropped. For middle 
class Americans, its an obvious choice. 

. . . 

The American·people overwhelmingly support Universal Coverage: 78% according to a recent 
ABC News/Washington Post Poll [June 27, 1994]. And shared responsibility is ~e fairest, and least 
disruptive way to' get there. 

I -



' . 
I. 

. ' 

WITHOUT S~D 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 su'bsidlz'e health care provided to employees in competingfirms. "[National 
Association. of Manufacturers, "Employer Shifting ~nditures. •prepared by .Lewin ICF. December 1991) 

The current system forces responsible employers 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 
f~om their own jobs. And third, for the uni.nsured -- 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 t~x oil respo~sibility and on employment. 

Hidden Tax On America's Business: 
Responsible Businesses Pay 3 Ways 

• In 1991, employers who 
took responsibility for 
employees and their 
families paid $26.5 billi~n · 
to cover working 
dependents whose 

· employers did not offer 
insurance to their · · 
workers. [National Association of 
Manufacturers, "Employer Cost-Shifting 
Expenditllres," prepared by Lcwin-ICF, 
December 1991) 

$200 
.----1-Cost For Uninsured 

,.__-+-· Cost For Working 
Dependents 

' $150 

$100 
oe--+- Cost For 

Own Wortu!rs 

• That same year, employers $50 
who took responsibility for 

·their employees' insurance $O 

cilso had an additional 
$10. 8 billion added to their s.i-: .-~a1~ 'EfrPo)«eost-WlingEzpen:Muas, • ,,_w11y~ ,,_,_ ,,,, 

premiums to cover the . 
uncompensated hospitaI.costs of people without any insurance. Nearly half of these were to 
pay.for·"workers, or dependents of workers, in firms that didn't proyide coverage." 
[National Association of Manufacturers, "Employer Cost:Shifting &penditures. •prepared by Lewin-ICF, December 1991) 

2 



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 mu~t compete . 
against foreign manufacturers with stable, insured,.productive workforces, while carrying 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 battl~ with Canadian steel producers just across the border, 
Bethlehem is burdened by $65 million in additional health care costs -- almost a third of 
th.eir total health care bill -- because of cost-shifting. (Testimony ofB. Boyleston, V.P. for Human Rcsou~ccs, 
before Congressional Steel Caucus, 6/23194] · 

' . 
• 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 Association' of Manufacturers, "Employer Cost-Shifting Expenditures.·n 

prepared by Lewin-I CF, ~ccmber 1991). 

Most of Man .... facturin_g Cost Shift Is 
From Workers In o·ther Firms 

Health Costs of Manufacturers 
35.--~~~~~~~~~~~--. 

30 

25 

20 

15. 

10 

$29.8. 
Billion 
Real 
Costs 

Components Of Cost Shift 

'· 

5 
Non-Workers 

ources: Lewin VHI for The National Association of Manufacturers 

. . 
• Universal coverage will eliminate the penalty on businesses that provide coverage. · 

"Universal coverage would mean that those firms that now offer insurance would no longer 
need to pay indirectly through higher doctor and hospital bi/Zs for the care given to 
uninsured w.orkers and the fr families. On the other hand, firms that-do not now provide 
insurt;znce could no longer rid~ free. ":.rcso, 2/94) 

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

·~·For those who have suggested that the best policy.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 true, in the years ahead 30.percent of 
small businesses currently providing insurance will drop their insurance coverage because of 
the high cost.". frlealth Affairs. Spring 1992.J · . 

• 

• 

I . ,· 

Under one proposed plan, where benefits were not guaranteed at work, two million workers 
·in small businesses would lose their employer's contributi~n. 1cso, 2t94J 

Ano the~ ref onn alternative would cost 1.3 million Americans their insurance ev~ry month . 
And 1.8 million Americans a month would lose their coverage under yet another leading 
alternative. [Lewin-VHI estimates f~r 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 each year. 

("Families and National Health Reform,• Kajser Commisissjon cin the Future of Medicaid, S/94) 

F a m· i I i e s. S a v e W i th S h a ·re d 
Resp on si b ~ l"ity· 

$Premiums 
-(Employee 
Share) 

5,000 

4,000 

3,000 

2 ,000 

1 ,000 

0 
$1.1,890 

: . ~- -

$15,457 .. $17,835 $21,402 $23,780 $29,725 $35.670 $4 7 ,560 
Family -Income 

Source: "Families a~d National Health Reform," Kaiser Commission on !111 Future of Medicaid. S/94. Bued on a 
comparision r;>I the Clinton and Cooper plans. Cooper plan does not require employers to contribute. 

·, 
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More and more, employees are being hurt as rising costs force companies that t?ke 
responsibility 'to cut ~ack. 

• The percentage of 
workers whose Fewer Workers Get Benefits At Work--. 

·employers sponsor a 
health insurance plan 
is already falling -­
from 81% in 1988 to 
78% in 1992. In 
1978~ 23% of new 
companies offered 

More Rely On Public Assistance Or Go Without. 

·health benefits·. io 
their employees. In 
1992, tha~ percentage 
had dropped to 15%. 
[Department of Labor, 5/94; 
University of North Carolina, 
8/92] 

Millions 
250..--~~~~~~~~~~~~~~~~~~----. 

200 

100 

50 

0 

•
. Health Ben.efits r.7.?] Other 0 N 

At Work L2J Insurance o Insurance 

evtc•: Ne11-flderfy Pop111a!1on: EIRI. l•••d 011 llercll 'Ill CPS. fll4. 

• Nearly six in ten Americans earning between $30,000 and $50,000 a year have experien~d 
health benefit cutbacks in their households. The percentage of families with full employer­
paid ·coverage fell from 32% in 1988 to 19% in 1992. [New York Times/CBS News f'oll 417/93; Hay/Huggins 

• 

Benefit Report, 1992) . · 

Percentage of Families w·ith 
Full Employer-Paid Cov.erage 

35% -30% 

25% 

20% 

15% 

10% 

5% 

1992 
ource: H•ylH11ffina 8•1t91'ir Reporl. ftf.2. 

Steve Burd,'. President and Chief Executive O.fficer of Safeway Inc. -- one of th~ world's 
largest food retailers -- said his company competes "with some very large companies that 
don't off~r the same kind of coverage." If health refonn doesn't pass With_ the employer 
mandate, Burd fears that Safeway might_ be forced to curtail its coverage "to level the playing 
field. " [LA Times Friday July 22, 1994] 

5 



III. SHARED RESPONSIBILITY IS GOOD .BUSINESS 

"The simple math is it saves the company money. It costs about '$1,500 per year to cover each 
employee, part time· and full time, and the cost of allrition if w~ have to hire and r~train a new 
employee is over $3, 000. " [Starbucks CEO Howard Sch~ltz) , 

• 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: "At Starbucks 
Coffee Company adding benefits for part-time and full-time employees is le,aqing to a , 
healthier workforce and bottom line. The longer an employee stay_s ~ith us, ihe more we· 
save.·" Starbucks ~sts higher profits every year, sales ha\'e grown almost ·so% over the last 
three years, ~d the stock price continues to climb. 

STARBD<S ca+EE PrOlides Health 
Benefits For All ~ Its EirfJIO/ees 

Shared Res~ibility V\brks 
For. STARBUCKS COFFEE 

aXJ NI Tme and Part line fn1ll<¥185 
And The CatJ& ff Keeps GrolttiYJ And GrolttiYJ. 
~ -°"'"'*' *· 

Earnings ($ Mlllons) 

$10,.,...,,..,.,,=== 

S4 

S2 

--~-

1991 

• P.ictureTel, the technology an:d market leader in video conferencing, has doubled the number 
of its employees since 1991 to 865. They are abl'e·to pro\ide health care benefits to all their 
employees and yet still grow at world class rates -- an ast<:mishing · compounded growth rate 
of 97% over the past five years. PictureTel is the market leader both in the U.S. and in 

',,Europe. · 

6 
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Shared respon_s,ibility works around the world. 

"[Pizza Hut and Mc Donalds} are living proof thai shared responsibility works for employ~rs and 
employees, and as a means for a ':'ation to achieve universal coverage, " ("Do As we Say, Not As we Do." 
The Health Care Reform Project, July 1994] 

• · Pizza Hut, which earned a net profit last year of $372 million, does IlQl contribute to health 
insurance for rr{any .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 199 l, 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 domg so well there that ~o years ago the company 
announced its· intention to quadruple the number".of Pizza Huts in Japan by 1997. · 

McDonald's does not cover hourly Qr part-time workers at its restaurants itl the United 
States. However, McDonald's does pay for coverage for its workers in Belgium, Germany, 

·Japan, and The Netherlands. OermaI).y is one of McDonald's six 1¥gest mark~ts, with 27 ,000 
employees and rev~nues of nearly $1 billion in 1992. Likewise, in The Netherlands,· 
McDonald's now has 10.0 sto~es -- a 17 :6 percent increase over last year. In Japan, the 
number of McDonald's restaurants (1,048) has· increased 8 percent since 1993. · 

7 



IV. SHARED RES~ONSIBILITY HAS A SMALL IMPACT ON BUSINESS. 

. . 

"In the past. we have taken similar actions to assur~ 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 ~ea/th . 
insurance protection. " [President Richard M. Nixon, "Special Message to the Co~gress proposing National Health Strategy,• . 
2118171) . . 

. . . . . 

. "/can assure you that there's not going to be a single job lost if the insurance plan you are 
. p~oposing goes into effect." [Eric Sklar, Owner, Burrito Brothers Restaurants] 

• A ~ystem of employer-employee shared responsibility makes sense because it builds on the 
existing system.· Nine out often Americans with private insurance get it through employers. 
[EBRJ, 11941 85% of firms with more than 25 employees offer their workers·health benefitS . 

. [HIAA, "Source Boo~ of Heal~ Insurance Data,• 1992] · 

• A recent survey of over 1,000.major employers, including Fortune 100 and Fortune 500 
companies, found that "almost ·au provided medical coverage to.full time salaried 
employees." [Daily Labor Report, 3/1194] 

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

· dramatically.- (Hay Higgins Report] . 

• ·The President's origi~al proposal capped contributions at 7. 9% of payroll and; with discounts, 
many small businesses would have paid only l5%. 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. 

• Recent studies of the minimum wage increas~ show n~gligible effects on employment. A 
study comparing fast food employment in ~ew Jersey where the minimum wage 1~creased, 
and Pennsylvania where wages stayed stagnant, found a greater employment increase i.h New 
Jersey. [Card and Krueger. Princeton University) 

• Studies have estimated that reform with shared employer-employee responsibility will create 
jobs -- as many as 258,000 in the manufact_uring sector, and as J!lany as 750,000 in home 
health ·care. ("The Impact of the Clinton Health Care Plan on Jobs, Investments, Wages, Productivity and Exports," Economic 
Policy Institute November 1993; Reuters, from Brookings Institute study~ 9/17/93) 

' . 

\. 
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V. HA WAii:. HEAL°THIER BUSINESSES, ,HEALTHIER PEOPLE· 

"It is clear that ihe employer mandate, ; .. has succeeded in bring~ng Hawaii to the thre~hold of 
universal health insurance coverage. That seems to have helped restrain health care inflation, a · 
serious problem.here.but less critical than on the mainland: health ins~rance premiums are 
about 30 percent cheaper here, while almost everything else in Hawaii is more expensive. " 

. ["Hawaii is a Health Ca~e Lab as Employers Buy insurance", New York Times, 5/6/94] 

Shared responsibility is neither an untried novelty nor a:n exotic import unsuited to the American 
way of business: ' . · 

Hawaii (1974)~ Oregon (l 989)'and Washington State (1993) are the only states \\ith a current ' 
commitment to universal coverage: All have chosen· employer-employee shared responsibility as 
the most practical way to achieve it. · · 

• Since 1988, the 
number of working W o r k i n .g U n in s u re d · 1 9 8 8 - 1 9 9 3 

' . 
uninsured in America 

Percent Increase In Working Uninsured 
has increased by 21 %. 
But during that ~ame 
period Washington 
enjoyed a 19% . 
decrease in its 
working uninsured, 
Hawaii saw a 15% · 
drop in working 
Uninsured,. and 
Oregon saw a 2% 
decline. [q>S and Census 
data, 1988, 1993) 
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• · Hawaii, the state that's· had shared responsibility the longest, has 96% coverage. Employ~r­
paid premiums are 30% lower· than they are on .the mainland. [GAO, 2194; Ha~aii Department ofH~alth. 
11/92). 

Shared Responsibility.Works For 
S m a· 11 B u sin es s es' In H aw .a ii 
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p rem lum s A re 30% Lo'w.er Than T.he N.ational Average 
·' . -. 
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• Since Hawaii began asking all employers to provide insurance. in. 1974: the unemployment 
rate has dropped to one 9f the lowest in the nation; ~mall business creation has remained 
high; .and the rate of business failures was les,s than half the national rate. [Hawaii Department or Labor 
and Industrial Relations; Dun and Bradstreet, Monthly New Business Incorporation Rate; Journal of !he Amerjcan Medical Assocjatjon, 
5/19193) 

"Universal access is in itself a cost-containment strategy. Because virtualfy all of Hawaii's 
people have access to primary care through the employer mandate and the state programs it hqs 
made possible, utilization of high-cost services is well below·the rest of the nation. This leads to 
low health care cost~, comparatively low small business insurance 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 to U~iversal Access" LAMA, 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 Kristo/, December I 993 

"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 Kristo/, July I 994 

Strategist Bill Kristo! -- 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 Kristo! 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 ~oal 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 Kristo! said of Democrats fighting for reform: "We should send them to the voters empty­
handed. II 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. Ifwe 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 sacrifice the health of Americanfamilies on the altar of . 
ideologies. " 

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

.··-.-~. 
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The Kristol Memos: Deny Democrats a Victory by Denying Americans Health Care 

• In a 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 
interests ..... and it will at the same time strike a punishing blow against Republican 
claims to defend the middle-class .... " 

• In a January 10 memo, Kristo! wrote, "there is no health care crisis", and that 
"Republicans must consistently and aggressively debunk the Administration's "crisis" 
rhetoric .. " 

• In an April memo, Kristo! urged Republicans to reject universal coverage, saying it 
"is a bad idea" an· "we should be proud to oppose iL" 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 
417194] 

• In a June 7 memo, Kristo! 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." Kristal's advice: "Republicans 
should hold off on health care negotiations until Mr. Clinton eats his words. " 

• In a July 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 guilL We should send them {Democrats} to 
the voters empty-handed. " 

-:,. ~ 


