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HEALTH CARE PREMIUMS AND SUBSIDIES

TUESDAY, MARCH 15, 1994

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:26 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Also present: Senators Bradley, Daschle, Breaux, Conrad, Pack-
wood, Dole, Ioth, Chafee, Durenberger, and Grassley.

[The press release announcing the hearing follows:]
(Prm. R.leam. No. H-17 and 18, March 11, 19941

FINANCE COMN:ITrEE SETS HEARINGS ON HEALTH PREMIUMS AND SUBSIDIES

WASHINGTON, DC--Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee ou Finance, announced today that the Committee will continue
its examination of health care issues with hearings on health care premiums and
subsidies in reform proposals before Congress.

The hearings will be&jn at 10:00 A.M. on Tuesday, March 15, 1994 in room SD-
215 of the Dirksen Senate Office Building and at 10:00 A.M. on Thursday, March
17, 1994 in the same location.

"The Committee will examine ways that major reform proposals before the Con-
gress attempt to achieve universal coverage with and without mandates," Senator
Moynihan said in announcing the hearing. "We will be particularly interested in the
structure of premiums and skibsidies that are needed to implement various options."

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
The CHAIRMAN. A very good morning once again. As I explained,

the Senate day began with a cloture vote which is always time con-suming and usually unavailing. You do not happen to know how
the vote was going when you left?

Senator PACKWOOD. It looked to me like the cloture was going to
fail.

The CHAIRMAN. Unavailing. There you see, there is some con-
stance observed in our activities.

We have a panel of most distinguished witnesses this morning,
some of whom we have heard before, all of whom we have had a
chance to talk to privately. The subject is health care premiums
and subsidies. As the New York Times/CBS poll described in some
length this morning, those two issues are the focus of the public's
concern.

So I am looking forward to hearing from each of you in turn.
Senator Packwood?



OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREG()N

Senator PACKW(X)I). It is go(oi to see thiuse witnesses. We have
seen Michael Graetz here many times in the past. It is good to
have you back. I know Dr. Enthoven has been here before.

Despite the title, we are clearly talking today about mandates
and whether or not we want mandates, among other things; and
if we want universal coverage, can we get there without mandates,
either an employer mandate similar to what we have in our em-
ployer/employee system or an individual mandate not unlike Ger-
many or perhaps the State automobile insurance where we say to
people you must have it?

And if you answer the question, yes, we want universal coverage,
is there a way to get there without mandates? Is there a way to
get the 22-year-old immortal motorcycle rider without a mandate
to get health coverage if he does not have to get health coverage;
or maybe we do not want universal coverage.

I would like to get universal coverage and I can accept a man-
date, if necessary, to get there. But my mind is open if we can get
there another way. It is interesting that of the bills before us, that
President Clinton's has, of course, an employer mandate. Both Sen-
ator Chafee and Senator Nickles have individual mandates, not as
tightly enforceable as I think you would want to get universal cov-
erage, but they both have individual mandates. Then we have the
issue of who is going to pay how much.

I think there is a general agreement that the President's 80/20
split between employers and individuals is too disproportionate on
employers. And you have the issue, what do you do about small
business that thinks it cannot afford any significant health insur-
ance. Do we give them tax credits? Do we give them a 5-year, 10-
year phase-in? If we do either, do we put off universal coverage too
far if we give them credits? Do we have the money to pay for it?

So as usual, Mr. Chairman, I say this each time, this is one of
the most important topics we have. This is one of the most impor-
tant topics. Every one that we have fits into that category.

The CHAIRMAN. We are running a natural experiment on the im-
mortal 22-year-old motorcyclist in our chief of staff, who has re-
cently been married. [Laughter.]

Senator PACKWOOD. Does he have health insurance?
The CHAIRMAN. We will check him out in 3 months.
Senator Durenberger?
Senator DURENBERGER. I welcome the opportunity to be here.
The CHAIRMAN. Senator Chafee?
Senator CHAFEE. No, nothing. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you.
Well, then we will get right to it. Stuart Butler, good morning,

sir.

STATEMENT OF STUART M. BUTLER, PH.D., VICE-PIQESIDENT
AND DIRECTOR OF DOMESTIC AND ECONOMIC POLICY
STUDIES, THE HERITAGE FOUNDATION, WASHINGTON, DC

Dr. BUTLER. Thank you, Mr. Chairman, for the opportunity to
testify on the subject of securing universal coverage against the po-
frentially devastating costs of medical care.



In my testimony I compare two possible ways of achieving this
goal. One is an employer mandate, specifically the Clinton Admin-
istration's Health Security Act; the other is a system based on indi-
vidual tax credits. Here I focus on a consumer choice legislation in-
troduced by Senator Nickles with 24 additional Senate cosponsors.

My comments are based on a new study of these two bills, under-
taken for the Heritage Foundation by Iewin-VHI. Let me begin by
noting that an employer mandate is really a disguised mandate on
employees, because an employer mandate simply means that em-
ployers are required to earmark part of a worker s compensation to
buy health care. So there is no free lunch for the employee.

Most of the cost of that mandate is passed through to that em-
ployee in reduced wages. A review by Lewis-VHI of the literature
on pass-throughs suggests that wages will on average be reduced
by 88 percent of the employer's cost of a health care mandate.

Last December's Lewin-VHI analysis of President Clinton's legis-
lation did not include an estimate of this wage affect associated
with an employer mandate. It estimated only the net change in ex-
plicit household health care spending.

But a family could enjoy a small reduction in health spending,
yet be hit by a far larger cut in wages. So we asked Lewin-VHI to
reanalyze the Clinton plan, estimating the combined effects of
changes in health spending and changes in wages. The results are
quite startling and are included in my full written testimony.

In summary, the new analysis shows an employer mandate
would cut wages in 1998 by almost $21 billion and cost between
$150,000 and $350,000 jobs, generally among low-wage workers.Workers in firms not now providing insurance would face wage
cuts averaging $1200 in 1998 under the Clinton plan.

When this hidden wage cut is included as a household cost of
health care, which in reality it is, it turns out that rather than re-
ducing household health spending in 1998 by $26.5 billion the drop
under the Clinton plan would be only $7.7 billion.

This has a significant effect on the balance between winners and
losers under the Clinton plan. The proportion of working age
households whose total health spending rises by more than $1,000
under the Health Security Act jumps to 31 percent when wage af-
fects are included, up from 17 percent when the affect is ignored.

No less than 53 percent of working age households would pay
more under the Clinton plan in the form of direct health costs and
wage cuts.

Now compare this with the Nickles consumer choice legislation.
This bill would change the way in which Americans get tax relief
for health care costs. It would replace the current exclusion for
company-sponsored insurance with a new refundable tax credit for
insurance from any licensed source, as well as for out-of-pocket ex-
penses and contributions to a medical savings account.

Much like the child care credit, the health credit would be on a
sliding scale based on income and total health costs. In addition,
employees would have the right to cash out the actuarial value of
their current employer-paid health plan, the value being based on
age, sex and geography, and put as much of that money as they
wished toward a health plan of their choice from some other orga-
nization.
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They would have to obtain at least catastrophic insurance. Insur-
ance underwriting for setting insurance premiums would be limited
by law to age, sex and geography, not health status. Unlike today,
families under the Nickles bill would enjoy full tax relief in the
form of the refundable credit for a nonemployer plan.

What this means is that families could pick a plan and the
health benefits they really wanted and keep the plan from job-to-
job without interruption. The plan would be owned by them, not
their employer, as is the case today.

Families could have a plan offered through a union, perhaps the
Farm Bureau or a church, or for that matter their employer, with
the same tax relief or direct assistance from the government. As
you know, Mr. Chairman, many Federal workers pick union-spon-
sored plans under the Federal Employee Health Benefits Program,
which is the model for the Nickles bill.

Lewin-VHI compared the impact of this tax credit program with
the Clinton legislation and looked at the true bottom line, including
the net impact on wages and direct health costs.

The analysis shows that under the Nickles tax credit approach,
only 19 percent of working age households would see a net increase
in costs of more than $1,000 compared with 31 percent under the
Clinton employer mandate. Under the Nickles bill, 39 percent of
working age households would experience a net reduction in costs
of at least $1,000 compared with only 28 percent on the Clinton.

Furthermore, the Nickles tax credit approach leads to substan-
tially more gainers in every income group, even including the work-
ing poor, than the Clinton employer mandate.

In conclusion, Mr. Chairman, the employer mandate a approach to
universal coverage involves large hidden costs on families in the
form of pass-throughs, wage reductions. The tax credit approach,
on the other hand, can achieve the same goal of universal coverage,
yet do so while reducing net household health costs more sharply
for all income groups and without the Clinton plan's huge health
alliances, job killing employer mandates or destructive yet ineffec-
tive price controls.

Thank you, Mr. Chairman.
[The prepared statement of Dr. Butler appears in the appendix.]
The CHAIRMAN. We thank you, Dr. Butler, for a concise and

somewhat equivocal proposition. And we thank you for bringing to
us the Heritage Foundation's suggestions for achieving universal
coverage. Senator Packwood is sort of lost in some of those alge-
braic formulas.

Dr. BUTLER. So was I, Mr. Chairman.
The CHAIRMAN. Next we have Alain Enthoven, who is Mariiner

Eccles Professor of Public and Private Management at the Grad-
uate School of Business at Stanford, and one of the founders of the
Jackson Hole Group. Good morning, Doctor, once again.

STATEMENT OF ALAIN C. ENTHOVEN, PH.D., MARRINER S. EC-
CLES PROFESSOR OF PUBLIC AND PRIVATE MANAGEMENT,
GRADUATE SCHOOL OF BUSINESS, STANFORD UNIVERSITY,
STANFORD, CA
Dr. ENTHOVEN. Good morning, Mr. Chairman. Jt is a privilege to

appear before this important committee, which is destined to play



a crucial role in health care reform; and it is a pleasure to revisit
some friends of longstanding. I d( not say old friends anymore.
I Laughter. I

Especially the Chairman with whom I served in the administra-
tion of President John F. Kennedy.

The need for comprehensive reform is urgent nw, this year. The
high and rising costs of health care are straining public finances
at every level of government and pricing coverage out of reach of
moderate income families.

Cost containment and universal coverage are inextricably linked.
A serious program of cost containment would produce morally un-
acceptable results if we do not protect people with low incomes and
we will not be able to afford universal coverage without punitive
taxes if we do not get the costs down.

In the 1950's and 1960's, America put in place a system of power-
ful cost increasing incentives in order to expand coverage and care.
It is time now for us to reverse the incentives and to reward eco-
nomical choices.

Per capita pre-payment versus the outdated fee-for-service re-
mote third party payment system, with strong accountability for
outcomes and consumer satisfaction, is what is needed to do this.
Now we have about 45 million Americans in health maintenance
organizations, so this is no longer an untried or exotic idea.

There are many ways to cut costs substantially without cutting
the quality of care. I would be happy to expand on that. All of our
experience tells us that market forces are what motivate quality
improvement and cost reduction. Price controls simply do not work.

People are concerned about the ability to choose a doctor. We
suggest requiring every sponsor to offer at least one plan with a
point-of-service option. The lynch pin of incentives reform is a limit
on tax-free employer contributions set at or below the price of the
low-cost plan.

I know that this will be tough politically, but the tax cap is an
idea whose time has come. First, it is needed for incentives reform.
That is, when the health plan cuts its premium by $1 it needs to
be able to transmit that dollar to the would be customer to induce
the customer to join.

Second, it would be a way of bringing a huge Federal revenue
loss, that is $90 billion in 1995, under congressional control.

And third, it would be an ideal source of revenue which we will
need for assisting the poor, because it is a way of broadening the
tax base without raising marginal tax rates.

The worst market failure we have is in the market for individ-
uals and small groups, say up to 100. They are too small to spread
risks, to achieve economies of scale and administration, and to offer
individual choice of plan.

The best solution is the health plan purchasing cooperative and
the cleanest and surest way is with exclusive HIPCs and manda-
tory participation. People do not like mandatory participation. But
health insurance means pooling of risk and a voluntary purchasing
cooperative is likely to die from a death spiral of adverse selection.

A strong incentive to participate is needed, such as to condition
the tax break on participation, the idea that exclusive purchasing
cooperative has aroused fear of the single payer and fear of the



DMV. I sympathize with both fears. But multiple competing hirus
pose dangers of added marketing costs tand a contest to select risks.

We do believe that we could acon-modate the fear of the DMV
by what we call a Post Office/Federal Express model in which thegovernor creates Breaux-I)rcribierger purchasing cooperatives but
others could create alternative !illCs or cooperatives if they agree
to play by the same rules so that IIIPCs would compete only on
customer service and administrative costs, not on selecting risks.

Medicare should be included in the reform system, otherwise it
leaves too much of the market in the unreformed fee-for-service re-
mote third party payment system.

As for universal coverage, we have a suggestion. Take as a point
of departure the Breaux-Durenberger bill. That would be a big step
forward for the poor. It would mean everybody up to the poverty
line is covered with a full subsidy, and a sliding scale of subsidies
from 100 to 200 percent. But we do acknowledge that it leaves peo-
ple in the 100 to 200 percent of the poverty line income range with
excessive implicit marginal tax rates or benefit reduction rates.

We ought to create a balanced health security budget for all gov-
ernment support to individual health insurance, including the reve-
nues lost from the exclusion of employer paid health insurance
from employee taxable income. And then we should expand the
subsidies step-by-step to low-income people as the savings mate-
rialize.

We ought to commit that by a fixed date, perhaps the year 2000,
Congress will meet a target, such as 95 percent of the population
covered, or expand subsidies or impose a mandate.

We could debate and refine the mandate, but we do not have to
decide the details now. If there were an employer mandate, it
should include subsidies to targeted low income people in the form
of vouchers that would be turned over to the employer.

What is universal coverage? I am not sure of the number, but the
goal should not be 100 percent. Maybe it would be better to think
in terms of 95 percent. There will always be some people whose life
styles will not fit with signing up with a health plan.

There will always be a need for public providers of last resort,
for undocumented aliens if none other, and we should not bend out
of shape the system that would work for 95 percent of the people
in order to accommodate the 5 percent who do not fit in.

This is the year to take a bold step, to get the system moving
in the right direction-more economic choices, more cost conscious-
ness, and more people covered. You should recognize that you will
be back next year and every year with more legislation and we
should not let the debate over the ultimate solution prevent us
from taking urgently needed steps now.

Thank you.
[The prepared statement of Alain Enthoven appears in the ap-

pendix.]
The CHAIRMAN. Thank you, Dr. Enthoven. I noticed that you are

still fiddling with what is universal coverage. Your testimony has
97 but you said 95.

Dr. ENTHOVEN. I asked the Clerk to change it for the record.
The CHAIRMAN. No, that is all right.
Dr. ENTHOVEN. I think 95 might make it.
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Dr. ENTtlOVEN. Right. Exactly. We need a practical, reastic-
The CHAIRMAN. How many people (lid the Census find in 1990,

about 95 percent?
Dr. ENTHOVEN. Was it something like that? I know that we have

problems counting people.
The CHAIRMAN. We always do.
Now Professor Graetz, who is Hlotchkiss Professor of Law at Yale

University, and also James Tobin. Is this a statement for yourself
and James Tobin?

Mr. GRA Tz. Yes, Mr. Chairman.
The CHAIRMAN. Sure. I did not think you were the James Tobin

Professor Emeritus of Economics. That would be too much. You
would be overachieving. [Laughter.]

Mr. GRAEIZ. James Tobin is the James Tobin, Professor Emeri-
tus of Economics. [Laughter.]

The CHAIRMAN. Good morning.

STATEMENT OF MICHAEL J. GRAETZ, J.D., JUSTUS S. HOTCH-
KISS PROFESSOR OF LAW, YALE UNIVERSITY, NEW HAVEN,
CT

Mr. GRAETPZ. Good morning. Thank you. It is a pleasure to be
here today to discuss the subject of health care reform. My state-
ment is on behalf of myself and my colleague, Jim Tobin.

First, we believe that all Americans should be entitled to receive
adequate medical services without regard to their ability to pay or
their health status. It is individuals who get sick and need medical
services. Individuals and families ability to pay is the natural cri-
terion of equity. It is individuals who must be guaranteed coverage.
So it is individuals who must be required to have insurance.

The only sensible reason for linking health coverage to employ-
ment is that much health insurance coverage is now provided
through employment. Employer mandated health insurance has far
less to do with where we should be taking health care reform than
with where we are now.

Expanding, rather than abandoning employer based medical in-

surance increases the risks that major health reforms enacted
today will fail in the long run to provide the secure, portable, ade-
quate, reasonably priced and universal medical care that we all
want.

President Clinton has often emphasized the need for individuals
to develop skills and become flexible in the face of the changeable
modern job market. He points out that workers now should expect
on average to change jobs eight times. But he fails to recognize the

irony of attempting not only to sustain but indeed to expand em-

ployer based health insurance as America moves into the 21st Cen-
tury.

The principle political advantage of requiring employers to pay

for their employees' health insurance is that it hides who bears the

actual costs of that insurance. The fact that employers write the

checks for medical care does not mean that they bear the full costs.
In the long run, costs are generally shifted to workers in reduced

take-home pay and perhaps to some extent to consumers and high-

er prices.



Let us not be deceived that the choice before the committee is be-
tween an employer mandate an(; all i J!1Util 11th ilmcIa.

As the Clinton's health reform proposal makes clear, an employer
mandate also requires an individual mandate. The real choice is
whether to have a mandate only on individuals or on both individ-
uals and employers, not whether to put mandates on employers in-
stead of individuals.

Let me now discuss briefly the two aspects of the employer man-
date-administration and financing. There appear to be two admin-
istrative advantages in the desire to link health insurance and em-
ployment.

First, collection of health insurance premiums can be facilitated
by requiring employer withholding. Second, a variety of health in-
surance plans can he presented to individuals at their place of
work and they can select what coverage to buy there.

Both of these administrative advantages can be realized whether
or not any burden of employer financing is imposed. Proponents of
employer based financing seem to see two principal advantages.

First, it locks into place existing payments made by employers
who now provide health insurance for their employees.

Second, it hides the cost of financing additional coverage since
wage earners and consumers fail to understand the economic bur-
dens of employer financing on themselves and instead believe these
burdens are borne by someone else.

The first of these benefits, locking in existing employer contribu-
tions, can be retained through a transitional requirement that em-
ployers who now provide health insurance to their employees be re-
quired to continue to do so.

The second alleged advantage is, in fact, a disadvantage. One of
the major problems with the existing system of financing health in-
surance in this country is that it hides much of the costs. The in-
visibility contributes to rising costs.

On the other hand, there are many disadvantages to employer-
based financing. First, for employers who want to circumvent such
a mandate, there are incentives to use part-time workers, tem-
porary and seasonal help, overtime, to engage in cash transactions
off the books, to hire single persons rather than heads of families,
and to classify people as independent contractors instead of em-
ployees.

Second, coupling employer financing mandates with employer
based subsidies inevitably produces inequitable and arbitrary re-
sults. Individuals will be treated differently based upon the type of
employer for whom they work and - on that employer's cir-
cumstances.

The adverse consequences of employer mandates will be greatest
for marginal businesses and marginal employees. Families will be
treated differently, depending on the number of employed mem-
bers, whether they work full or part-time and how often they
change jobs, work locations or places of residence.

A flat rate payroll tax on employers would have major sub-
stantive advantages over the complex system of mandated pay-
ments and wage caps of the Clinton plan. With an individual man-
date, government contributions to the cost of health insurance can
be targeted based on income and need. And an individual based



system can and should treat selfcmpl yed persons the same as em-
Dlovees.

The major concern with livi(tlual milnattes seu.si/V L,
administering the system. -however, it is important to remember
that tracking individuals, their payments and their subsidies, and
their health insurance coverage cannot be avoided by mandating
employer financing.

The problems of enforcing an individual mandate do not simply
disappear by coupling an individual mandate with an employer
mandate as under the Clinton plan.

Professor Tobin and I have suggested elsewhere that one health
insurance option available to all Americans should be like Medicare
for those under age 65. It would offer the basic medical insurance
package with premiums that in total would cover the costs.

The Federal Government should also extend to any American the
choices that are made available to its employees under the Federal
Employees Health Insurance system. Then anyone could purchase
health insurance through a system that offers a great range of
health insurance plans in virtually every locality.

Private health plans could also offer the same package of health
care benefits, but no one would be allowed to pick and choose mem-
bers or to charge premiums that are greater for riskier individuals
or families.

Federal subsidies to individuals could take the form of refund-
able tax credits or vouchers or if something new were desired,
these subsidies could even be in the form of health insurance credit
cards.

For low income families the subsidies would probably cover the
entire premium of the basic package. Most other families would re-
ceive vouchers at least as valuable to them as the current tax ex-
emption for employer provided insurance. No family should face an
out-of-pocket cost of more than 10 percent of their income for the
basic package.

Let employers help pay the premiums if they wish, but count
these premiums as taxable income. Finally, employers who now
offer coverage to their employees should be required to continue to
offer coverage during a period of transition.

An individual mandate offers great flexibility about the institu-
tional arrangements through which people might obtain insurance.
If Congress so desired, health alliances along the line that Presi-
dent Clinton has proposed could be created or voluntary health in-
surance purchasing cooperatives along the lines proposed by Sen-
ator Chafee, Senator Breaux, Senator Durenberger and others
could forrm.

By requiring the Federal Government to offer Medicare-like cov-
erage to all Americans, as well as giving everyone the same choice
as are available to Federal employees, and by explicitly limiting the
growth rate and the per capita costs of these Federal programs in
the legislation, the need for caps on private insurance premiums
along the lines of the Clinton plan could be avoided.

People could change health insurance plans annually. If private
costs rise faster than the government options, people will select
from the government's menu. On the other hand, when the private



sector is more successful at keeping costs down and quality up than
the government, people will shift to private plans.

The budgetary score keeping role now being played by premium
caps would become unnecessary. The government would have to
keep its own house in order, a large enough chore, but price con-
trols would become unnecessary surplus.

Our proposal borrows features from plans offered within the Con-
gress across the political spectrum. A victory for it would be a vic-
tory for the American people and a demonstration of effective bi-
partisan governance.

Thank you.
[The prepared statement of Mr. Graetz appears in the appendix.]
The CHAIRMAN. Thank you, Professor. Would you give the com-

mittee's particular thanks to Professor Tobin for his contribution.
Alain Enthoven and I will recall when President Kennedy called

him up at Yale to ask if he would be a member of the Council of
Economic Advisors. He said, well, Mr. President, you know, I am
kind of an "ivy" tower economist. And President Kennedy said, you
know, I am kind of an "ivy" tower President. They got along very
well. [Laughter.]

And now, Dr. Holahan on behalf of the Urban Institute. Good
morning, sir.

STATEMENT OF JOHN F. HOLAHAN, PH.D., DIRECTOR OF THE
HEALTH POLICY RESEARCH CENTER, THE URBAN INSTI-
TUTE, WASHINGTON, DC
Dr. HOLAIJAN. Good morning, Mr. Chairman. What I would like

to do and what I have done in my testimony is discuss the advan-
tages and disadvantages of both employer mandates and individual
mandates and suggest an approach which I think combines the
best of both.

The advantages of an employer mandate are first that it retains
the financing in an administrative capacity that is already in the
system. Sixty-five percent of non elderly Americans with insurance
and 85 percent with private insurance now get it through their em-
ployer. The employer mandate clearly builds on this capacity.

Second, there is less redistribution of income among Americans
with an employer mandate. And third, I think that it is almost cer-
tain to be easier to enforce an employer mandate.

The disadvantages of an employer mandate are the possible af-
fects on jobs. Most of the research evidence that I have seen indi-
cates that these effects are likely to be fairly small in the long
term. Rather, employers will shift the cost of the mandate to work-
ers in the form of lower wages or in some cases on to consumers
and higher prices.

But in the short term, it is likely that there will be some job
losses because it takes time for employers to adjust wages or to in-
crease prices.

It is important to remember, however, though that there are
many other firms that will have lower costs under a reformed
health care system because many of the dependents that the firms
now cover will be covered by another employer and they will no
longer be paying for uncompensated care. In these firms there



should be an increased demand for labor, with positive affects on
wages and employment.

The real effect of an employer mandate is on wages. An employer
mandate is really a fair regressive way to finance health care. To
deal -with the problems with wages and jobs the Clinton Adminis-
tration has proposed a system of subsidies to employers. These sub-
sidies are very costly in the Clinton plan. They are poorly targeted.
They will benefit high income workers in low wage firms and not
benefit low wage workers in the high wage firms that are not eligi-
ble for the subsidies. -They will be complicated to administer be-
cause the subsidies vary with firm size and with payroll.

A final problem with an employer mandate, as was mentioned
earlier here on this panel, is that individuals have come to really
believe that someone else is paying the bill. For these reasons, peo-
ple have become attracted to individual mandates. The advantages
of individual mandates are clearly that there is no direct effect on
jobs or wages and the financing of the system can be more progres-
sive if there are adequate subsidies for low-income people.

The disadvantages are, first, that I think it would be harder to
enforce most individual mandates. This is particularly true with
smaller voluntary alliances. Second, the costs are likely to be high,
particularly when firms with low-wage workers drop coverage so
that those workers will be eligible for subsidies.

And, third, there is a high marginal tax rate on additional earn-
ings. The subsidies are phased out as income increases. In these in-
come ranges people also lose the earned income tax credit, begin
to pay payroll taxes, and begin to pay Federal and State income
taxes. It has been estimated that the marginal tax rate on addi-
tional earnings in this range is as high as 60 percent and perhaps
higher, thus creating a serious disincentive to seek work. This
problem with the marginal tax rate can be fixed, but only with a
slower phase out of the subsidies which will cost the government
more money.

One solution that I find attractive is an employer mandate with
a 50 percent contribution by employers, coupled with a mandate on
individuals to pay the balance of the bill, depending on the plan
that they choose. This would be coupled with subsidies for the poor
and near poor up to about 250 percent of poverty.

There would be no cap on the employer contribution. There is
less need for this with the 50 percent employer contribution. There
may be some need for temporary assistance in the short run for
very low wage firms.

I think the advantages of this approach are first that it targets
all the subsidies on low-income people. Second, it is less costly than
under the Clinton plan because the subsidies to the poor are more
than offset by the reductions in the employer subsidies. Third, it
is also less regressive as a means of financing than a pure em-
ployer mandate.

Fourth, there is a lower tax rate on additional earnings than
under a pure individual mandate. Fifth, all firms are treated the
same with a 50 percent contribution. Their contribution does not
vary with the firm size or with their wage levels. And finally, I
think the most important advantage of this proposal is that indi-
viduals and employers would both have a substantial financial



stake in supporting the government or private payers in containing
costs.

Thank you.
[The prepared statement of Dr. Holahan appears in the appen-

dix.]
The CHAIRMAN. Thank you, Dr. Holahan.
Just a point of information. We have been discussing this ques-

tion of what is universal coverage. The Social Security system
today covers 95 percent of workers. That is 60 years into an effort
and a coverage which I think now is at least nominally universal.
I mean, in what we think to be a universal system, we get 95 per-
cent and that is pretty good.

Senator GRASSLEY. Mr. Chairman, is that 95 percent of people or
95 percent of income?

The CHAIRMAN. Of workers, persons who are required to pay the
tax. And the Census Bureau is getting better by the day. I guess
they missed only 1.5 percent of the population in the last Census
count.

Dr. ENTHOVEN. I understand that in Hawaii where they have
had an employer mandate for some time that effectively the cov-
erage is on the order of 90 percent.

The CHAIRMAN. Yes.
Dr. ENTtIOVEN. So there is a lot of leakage and circumvention.
The CHAIRMAN. We understand that and we do not want to set

ourselves goals which we are not going to reach.
Could I just ask one question of each of the panel and then turn

to further questions? Could I just ask Dr. Butler, Dr. Enthoven,
Mr. Graetz, Dr. Holahan, would you agree we ought to set a goal
with respect to universal health care coverage? Dr. Butler?

Dr. BUTLER. I certainly think universal coverage for those who
want to be covered, certainly. That would not be 100 percent.

The CHAIRMAN. If it is against your religion, we understand.
Dr. BUTLER. Or you are a libertarian motorcyclist, to use your ex-

ample. But I think we would want to do that. Of course, as we all
know, the issue is universal coverage for what? Certainly I think
universal coverage against health costs that otherwise could bank-
rupt seriously.

The CHAIRMAN. But it is not now a stated national policy.
Dr. BUTLER. That is correct.
The CHAIRMAN. Dr. Enthoven?
Dr. ENTHOVEN. I think it is important to achieve universal cov-

erage, because as I mentioned in my remarks, if we have a serious
program of cost containment, then it is going to be very important
for health care providers not to provide for people who cannot pay
and we will get morally unacceptable results.

So I think it is important to include everybody in. In the case of
Stuart's example of people who choose not to be covered, the prob-
lem with that is they choose not to be covered until they have
crashed on their motorcycle some place, then they get taken to the
emergency room at Stanford Hospital and they cannot pay. And
those of us who paid our premiums and our taxes are forced to pay
for them. So they are compelling us, in effect. I think it would be
appropriate to have a free rider tax to discourage that and to col-



lect funds so that for those who chose not to be insured there would
be a way of paying for them.

The CHAIRMAN. Putting aside some marginal cases, as a national
policy you think there should be an enunciated goal.

Dr. ENTHOVEN. Yes.
The CHAIRMAN. Mr. Graetz and Dr. Tobin?
Mr. GRAETZ. Yes.
The CHAIRMAN. Why can lawyers be so succinct? [Laughter.]
Dr. Holahan?
Dr. HOLAHAN. Yes. I think that that should be the goal. I think

that you are quite correct that we will probably never achieve it.
The CHAIRMAN. No, you have achieved it when you are at 90-95

percent.
Dr. HOLAHAN. Okay. Fine.
The CHAIRMAN. You feel it should be a stated-
Dr. HOLAHIAN. I think the principle is that every American

should be required to pay, whether you can actually do that or not.
The CHAIRMAN. Thank you.
Dr. HOLAHAN. There should not be free riders. I think it is im-

portant to recognize that this catastrophic system, this hidden abil-
ity to obtain care is really going to quickly go away as we are more
and more successful in containing costs. It really will not be there.

The CHAIRMAN. Thank you very much.
Senator Dole, you have been a faithful attendee of these hear-

ings.
Senator DOLE. Can I wait a while?
The CHAIRMAN. Yes, of course you can. You always do. We give

all our leaders time.
Senator DOLE. I figure we will get all the easy questions out of

the way. [Laughter.]
The CHAIRMAN. The easy questions out of the way.
Senator Packwood?
Senator PACKWOOD. Let me ask, Dr. Butler, I was a little con-

fused by your answer. You said, yes, you favor universal coverage
for those who want it. That seems to me a contradiction.

Dr. BUTLER. No, I meant to draw a distinction between those
who, for whatever reason, are determined not to avail themselves
of any health insurance, of any tax benefits and so forth. I think
we have to be realistic that to try and have a policy that would in-
clude all of those would be rather difficult.

But I mean to all intents and purposes I agree with the Chair-
man's point.

Senator PACKWOOD. All right. Dr. Holahan, you kind of tilt to-
ward what I would regard as somewhat the German system. You
have the employers paying 50 percent of the cost of the premium,
right?

Dr. HOLAHAN. Yes.
Senator PACKWOOD. But the employee purchases the insurance

wherever he or she wants?
Dr. HOLAHAN. That is correct. So it may not be 50/50. I mean,

depending on the plan that they chose. If it shows a very expensive
plan, they could be paying slightly more than half the cost.

Senator PACKWOOD. The individual would?
Dr. HOLAHAN. The individual would.



Senator PACKWOOD. So you are saying that it is not 50 percent
of the premiums, it is 50 percent of a flat base of some kind.

Dr. HOLAHAN. Fifty percent of, say, in the Clinton Administra-
tion's concept of a weighted average premium, of a bench mark pre-
mium.

Senator PACKWOOD. All right. You want, then, the employee pay-
ing a higher percentage?

Dr. HOLAHAN. That is correct.
Senator PACKWOOD. Now that means you are going to have the

employer paying out premiums, if you have 300 or 400 employees,
to perhaps 50 or 60 different insurance plans.

Dr. HOLAHAN. I am thinking of this within the alliance structure
of the Clinton Administration. So those payments would go to the
alliance.

Senator PACKWOOD. To the alliance only?
Dr. HOLAHAN. Yes, sir.
Senator PACKWOOD. All right.
Dr. HOLAHAN. I think you could probably do it under other struc-

tures, but I have not thought about it that way.
Senator PACKWOOD. Let me ask both Dr. Enthoven and Michael

Graetz, in your individual mandate, would you have the employer
pay anything?

Mr. GRAETZ. Senator, if you want employer based financing the
cleanest way to do it, which is in fact the way the Germans do do
it, is through a payroll tax, that is a levy on payroll. If you need
additional moneys, I think you can do it based on Professor Tobin's
calculations. I think that you can finance this plan simply by re-
pealing the current exclusion for health insurance and converting
it into a series of tax credits plus the additional moneys that are
made available through the Clinton program.

So I do not think you need a payroll tax. But if you need em-
ployer based financing, the clean way to do it is by imposing a pay-
roll tax that is a flat rate of payroll rather than one that varies
dramatically as all of these other options do.

Senator PACKWOOD. That is what Germany does. It is a payroll
tax. You pay it to one of their sickness societies.

Mr. GRAETZ. That is correct. The German payroll tax varies, de-
pending on the cost of insurance.

Senator PACKWOOD. The benefits are roughly the same, but they
vary because of the demographics of the make-up of the plans.

Mr. GRAETZ. That is right, and the range is fairly large in the
German payroll tax.

Senator PACKWOOD. But you would get rid of the payroll deduc-
tion for health insurance and say that, in your judgment, makes
enough money to take care of whatever subsidies you are going to
have for individual policies?

Mr. GRAETZ. Well, what I would do is eliminate the employee ex-
clusion-that is, I would treat employer purchases of health insur-
ance the same as cash wages. So essentially they would be deduct-
ible by the employer in the same way that cash wages are.

Senator PACKWOOD. I am confused now. You have an individual
mandate.

Mr. GRAETz. Yes.



Senator PACKWOOD. Which says to Sally Smith or Johnny Jones,
you must buy an insurance policy that has the following benefts.
Go out and buy it where you want but the policy must provide that.
How is that paid for?

Mr. GRAErz. It is paid fbr by the individual.
Senator PACKWOOD. All right.
Mr. GRAETZ. But we have in our plan two constraints. The first

constraint is that no family would have to pay more than 10 per-
cent of their income for health insurance. The second constraint is
that-at least for people up to the 28 percent tax bracket-they
would receive a tax credit that was equal to them in the amount
of the income tax exclusion that they now get of health insurance
when the employer provides it.

So to the extent the employer is providing health insurance, it
would be taxable as cash wages, but they would then get a credit
against their income tax for those wages.

Senator PACKWOOD. And you figure it would be about a wash for
the people up to the 28 percent level?

Mr. GRAETZ. For the people at the 28 percent level, they would
be made no worse off. And to the extent that we include in this pro-
posal controls on costs, they would be better off, obviously. So that
according to our numbers people at about $100,000 of income and
below would be fully protected against any income tax increase.

Senator PACKWOOD. Dr. Enthoven?
Dr. ENTHOVEN. I have to plead guilty to learning something from

the debate. In previous writings I rather favored the continuation
with the employment based system for reasons that people men-
tioned. But increasingly, I appreciate the validity of the arguments
for the individual mandate.

I have been a critic of the employment basis of health insurance
saying, for example, it is arbitrary. You lose your health insurance
when you lose your job.

But we do need a group basis for health insurance. I somewhat
changed my attitude about the employer when I looked at the al-
ternative, which is the government. I just do not favor the single
payer approach and I do not favor any approach that is going to
lead us to that because I think then we have serious problems of
constituent pressures for special favors and the like.

So I think that it is important to find a way to keep private em-
ployers in there, to keep pluralism on the demand side for the sake
of innovation and competition.

So from that point of view, I think we need to recognize that pri-
vate employers have some virtues compared to the single payer.

Senator PACKWOOD. But I do not quite understand the answer.
Does the employer pay part of the premium of the individual's pol-
icy?

Dr. ENTHOVEN. Well, I agree that the idea of employer paid
health insurance is a myth. I agree with the other panelists that
that is going to come out of the employee's wages. It is possible
that in a combined mandate you might want to require the em-
ployer to earmark some of the employee's total compensation in the
form of health care as an incentive for the employee to buy it
through that group, as a way of having that as a group basis for
health insurance.



Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Packwood.
Senator Durenberger?
Senator DURENBERGER. Mr. Chairman, thank you.
Gentlemen, at one of our hearings last week someone made the

observation that this health insurance topic that we are debating
is really a function of income, not of employment. It is not that dra-
matically of different way to look at it, but it is probably an impor-
tant way for all of us to look at this, that what we are dealing with
here-health universal coverage through a health plan or access
through that kind of a system--is really an income security prob-
lem not an employment problem.

If that, in fact, is true, then one of the issues that is not well
debated, I suppose, is when we talk about universal coverage are
we talking about universal coverage of financial risk or are we
talking about universal coverage in the sense that everybody is
going to own the same plan and everybody is going to get basically
the same subsidy for that plan.

As I try to learn from the debate as all of us do, one of the dis-
tinctions between the catastrophic approach and some of the other
approaches to this seems to be that if Stuart Butler or Don Nickles
were to set a goal they would say we want to get to equal access,
to the highest quality care for all Americans through a system of
universal coverage of financial risk. They would then set up a sys-
tem in which each person would make a decision about how to get
there.

Maybe I will ask this question first of Alain Enthoven. Others
seem to be either ambivalent about that subject or they have a dif-
ferent definition of universal coverage or they are also trying to use
the system to do something else whicb is a reform of the way in
which we actually deliver our care.

So, Alain, would you take on that subject? What should be the
appropriate goal? We have agreed on the numbers now at 95 per-
cent. But is it universal coverage of financial risk or is it something
else?

Dr. ENTHOVEN. I think it is very important to reform the delivery
system and to use individual free choice and market forces to get
us there as market forces have been doing already. That is, I think
that the traditional fee-for-service, solo practice, remote third party
payment system was in effect a figment of the medical profession
many years ago, foisted on us with coercive tactics on their part be-
cause it is an open-ended entitlement for doctors.

It has proved to be entirely dysfunctional because all the incen-
tives are cost increasing and there are no rewards for economical
behavior. I believe as I have seen happen in California that given
informed responsible choices, increasing numbers of people will mi-
grate to plans that do a better job of controlling cost, usually based
on per capita prepayment.

As I say, I believe that there is a very great deal that could be
done to give us a high quality but much less costly form of care
in a reformed system. So I think that a key part of the picture
must not be just insurance for everybody. We have to keep in mind
the need to have a reformed system.



Senator DURENBERGER. And, Stuart, what I hear Alain to say is
that if you allow everyone to just make the $1,000 worth of deci-
sions themselves, you do not have much help in making those deci-
sions. That somewhere in this system as we try to change the sys-
tem, we need a more comprehensive approach to decisionmaking
about what services are actually necessary and what are appro-
priate.

And that if we go into the system with our money being the first
$1,000 and then somebody else kicks in after then, we also nn the
risk of looking like the person who has to pay the first $5 or $10
of every restaurant meal, but then everything over that is paid for
by somebody else.

How do you react to Alain's argument?
Dr. BUTLER. Well, I would put it slightly differently because I

think that just in terms first of all of what our objective is, I think
our number one objective is to reach a situation where Americans
are not going to be wiped out financially by heavy costs. I think
we would all agree, certainly most Americans agree, that is a top
priority.

With respect to how people choose to buy services, I think y/ou
have a dilemma there. If you try to say people ought to have in
some package a certain specific set of services of the most routine
variety, as well as catastrophic coverage, then you get into the
problem that we are all well aware of. What is it going to be?

You are going to get pressure from various people in the medical
profession to include their services. The cost is going to go up and
I will have to buy a plan which has certain services in it I do not
want, and certainly do not want to have insurance coverage for,
and yet it may not have services in that I would like to have, be-
cause the government has decided that is not in the basic package.

So the idea of a standardized package, I think, has lots of prob-
lems with respect to what services people actually get. With respect
to your question of how people choose, I think it is very clear that
if you give people some subsidy for buying benefits that they can
choose, such as a tax credit, but allow them a fair margin of discre-
tion about exactly what structure of benefits they can get, I think
people are pretty capable of making those kinds of decisions.

People make decisions every day about which pediatrician to
have, what level of dental coverage and so forth. I do not think
these are things that are beyond the-

Senator DURENBERGER. They may make a choice about which pe-
diatrician, but they make no choices about the pediatric services.

Dr. BUTLER. No. But they may make some decision about some
level of service and how much is covered by insurance and how
much is not. They can and do make that decision routinely.

Dr. ENTHOVEN. Based on my practical experiences as Benefits
Chairman at Stanford and as Chairman of the Health Benefits Ad-
visory Council for CALPERS where we run a large scale multiple
choice competitive model, I can tell you, ordinary people cannot un-
derstand the coverage provisions of the contracts. The experts can-
not.

I persuaded the PERS Board to adopt standardization in that
group and now we are trying to carry it out. And experts on my
advisory panel and in the management of the system, we sit



around and we look at these contracts and we say, what on earth
does this mean. Perhaps these are arcane words that came from
some lawsuit way in the past.

Experts have a very hard time understanding it. In fine print, a
lot of people just do not understand enough to read the fine print.
When we were doing our standardization, one of the plans said "we
cover organ transplants," but in the fine print it says, "we do not
pay for harvesting and transplanting the organ."

So I am telling you, people who are really expert in this business
have a very hard time figuring it out. I believe in individual auton-
omy. People ought to have choices, but this is--

The CHAIRMAN. Dr. Enthoven, once again, harvesting the organ?
Dr. ENTHOVEN. Yes. [Laughter.]
Dr. BUTLER. They use that term at Stanford, Mr. Chairman.
Dr. ENTHOVEN. Your motorcyclist--
The CHAIRMAN, What would we do without motorcyclists?

[Laughter.]
Dr. BUTLER. Could I just respond very quickly?
The CHAIRMAN. Nature has it way. It is a very complex system.

[Laughter.]
Dr. BUTLER. Senator Durenberger, could I just respond very

quickly to that because I understand insurance fine print is enough
to befuddle anybody. However, practically every member of staff
behind you, and all the members on this committee, I suspect, pick
plans every year with very different benefits in them, from dif-
ferent types of delivery systems, with different levels of dental care
and so forth. You seem pretty capable of doing that. And I suspect
the rest of us could probably do the same thing.

Dr. ENTHOVEN. But it is in a system that is noncompetitive be-
cause there is a lot of market segmentation and in which there are
spirals of adverse risk selection because some of the plans design
benefit packages that are deliberately designed to select the good
risks and be unattractive to the bad risks.

Dr. BUTLER. But the system has survived for 34 years.
Dr. ENTHOVEN. It could be better.
The CHAIRMAN. There we are.
Mr. Graetz?
Mr. GRAETZ. Yes, thank you. I think that the answer to Senator

Durenberger's question is that we really do need to be pooling
health risks in this system. I think that what we are now talking
about is the question, what would you mandate? In think cata-
strophic coverage is really not enough. There is a very tough judg-
ment call here. We are not going to mandate that people get all
care which is beneficial that costs less than the benefits. We are
not going to make people go get prenatal care or mammograms.

On the other hand, we really do need to pool those health risks
and make sure that they are covered for those things.

The CHAIRMAN. Right. Thank you.
Mr. Holahan?
Dr. HOLAHAN. Just one point. I would say that I just completely

agree with what Alain Enthoven has said on this. I mean I think
one of the great contributions that Dr. Enthoven has made is that
you are not going to have effective competition in this health care



market without standardization of benefits, easily accessible infor-
mation, and cost sharing that is easy to understand.

When you can vary benefit packages and have catastrophic plans
available to some people and not to others, I think it gets extraor-
dinarily complex and the likelihood of competition being successful
is probably very low.

The CHAIRMAN. Which is the other. Thank you.
Senator Chafee is next.
Senator CHAFEE. I am ready if you want. But, Bob, if you want

to go ahead.
The CHAIRMAN. Senator Dole?
Senator DOLE. Could I just followup under the Nickles plan

which I am a cosponsor? There is a tax credit. What is the tax cred-
it for?

Dr. BUTLER. What elements does it include?
Senator DOLE. Yes. It wa.i a basic benefit package or-
Dr. BUTLER. It would be a tax credit for all insurance that you

purchase, for out-of-pocket expenses and for contributions to a med-
ical savings account. It would not be limited to a specific package
of benefits, although you would have to include at least cata-
strophic in insurance.

Senator DOLE. That effect is a basic benefit package?
Dr. BUTLER. Oh, it is a minimum benefit package. That is cor-

rect. But there is a very important distinction between a minimum
requirement and a standard benefits package. I think that is a very
important distinction.

Senator DOLE. That is one of the debates we are going to have,
whether we take 60-some pages to list all the benefits as we have
in the Clinton bill.

Dr. BUTLER. Right.
Senator DOLE. Or whether we have a Board as we have in the

Chafee bill or whether we have the approach that you have or
whether we have a dollar amount and people can decide what they
want. I think that will be resolved, but it is certainly very impor-
tant to do it, it seems tome.

The other three, as I understand, agree there should be some
basic benefit package. Is that correct?

Dr. ENTLIOVEN. Yes.
Mr. GRAETZ. Yes.
Senator DOLE. Tell me a little more about the FEDMED plan.

Has that been drafted?
Mr. GRAETz. The FEDMED plan is essentially a plan which

would allow people to-
The CHAIRMAN. That is a plan that Mr. Tobin proposed.
Senator DOLE. Right. It is in the statement that Mike gave, yes.
Mr. GRAETZ. This plan is essentially a plan that would allow peo-

ple the option-people who are not now eligible because they are
not at age 65-allow them the option of purchasing Medicare-like
coverage at full cost, so that the total costs would be equal to the
costs of the plan. It would not create any subsidies specially for
that plan.

We would also allow people to select among the same package of
benefits that are given to Federal employees under the Federal
Employees Health Benefits Program, so that the Federal Govern-



ment would be offering people an opportunity to buy through either
a Medicare based system or through purchasing arrangements with
other private insurers that would give everyone a centralized way
of purchasing their insurance and would minimize the need for
some of these State alliances and so forth.

This health insurance would be completely portable so that when
somebody moves from one State to another or changes jobs, they
would not have to worry about losing coverage or changing their
insurance coverage, simply because they changed employment or
place of residence.

Senator DOLE. Let us say there are not enough votes for em-
ployer mandates and not enough votes for individual mandates;
then what happens?

The CHAIRMAN. Then we split the difference.
Senator DOLE. No, there are not enough votes for that either.
The CHAIRMAN. Oh. [Laughter.]
Senator DOLE. Because we have in all these now we have them

both. You had an AD-20, that is an individual mandate, 20 per-
cent, 80 percent on the employer-50 whatever it is. I have to go
back and read yours again. I do not understand yours, but it is not
a requirement in what we do here. [Laughter.]

Senator DOLE. How do we work it out?
Dr. BUTLER. There may be votes for an approach that helps peo-

ple who need assistance to buy at least basic coverage to such a
degree that you get something close to 100 percent coverage. It
may involve such subsidies that people will in fact obtain coverage
that they feel are denied today.

Senator DOLE. And the other thing is, if we do not have the votes
for either the individual or the-

Dr. ENTHOVEN. Well, that is why I suggested in my remarks,
start with something like Breaux-Durenberger, recognizing that
initially the marginal tax rate, benefit reduction rate is too high.
But as money comes in from savings, then start expanding the help
to low income people, move the zero point for subsidies out, as Sen-
ator Chafee has proposed to 2.4 times the Federal poverty line and
get the benefit reduction rate down to an acceptable point.

And people above that income, of course, benefit from a substan-
tial tax subsidy. You would say whether they or their employer
bought it they get the price of a low priced plan or whatever the
tax cap is, they get that much tax free, so that gives them an in-
centive to buy.

Mr. GRAETZ. Senator Dole, at a minimum, the Senate has passed
before major reforms in the health insurance market which elimi-
nate medical underwriting, which require portability, and which
eliminate insurance companies' ability to exclude people who have
preexisting conditions.

There are a lot of improvements that can be made short of uni-
versal coverage. On the other hand, I think that the appropriate
goal that the legislation ought to reach for is universal coverage.
But if your question is, if we do not have the votes for that, what
do we do, I think there is still a lot of good that can be done.

Senator DOLE. I do not know where the votes are, but I think
just listening to people on each side, I think there are a lot of prob-



lems. When you come from a small State, a small business, you are
going to have trouble with the employer mandates.

I can already see the TV ads saying, well, they do not want your
boss to pay for this, they want you to pay for this. So there goes
the individual mandates. I think some plans are getting ready to
drop the individual mandates.

So I think that is one of the real issues. We will probably settle
that at the retreat, right?

The CHAIRMAN. Yes, sir. That is the Dole-Packwood proposal to
close down television. [Laughter.]

Senator DOLE. Right. Well, that would be helpful, too. [Laugh-
ter.]

Under the FEDMED plan what happens to all the self-insured?
You are not assuming we-

Mr. GRAETz. Employers would continue to be allowed to provide
insurance for their employees. And if they wanted to pay for it,
they would be allowed to pay for it. In fact, during a transitional
period-I do think you have to move to this system gradually-but
I think the question to ask is, do we believe that an employer
based system is the right system for the 21st Century.

Our answer to that is no, that it ought to be an individually
based system. The question then becomes how to get there. At least
during some transitional period, we would impose a maintenance
of effort requirement which would say that the employer either
must continue to provide the insurance that is now being provided
or substitute cash wages for that insurance.

So that the employee would then have the money to pay for in-
surance. For those people who are now covered through employ-
ment, we believe they need to be protected as you move away from
an employment based system into something that is individually
based.

Mr. GRAETZ. That is iDcluded in the Nickles legislation as well,
Mr. Chairman, a maintenance of effort requirement on the em-
ployer.

Senator DOLE. And the other people are going to get the same
choice that we have, right?

Mr. GRAETZ. Right.
Dr. ENTHOVEN. One of the things that concerns me about mini-

mizing the need for State alliances is it sounds to me a little bit
like the Federal Government is going to become the grand alliance.
That is, somebody has to run the overall system and, as you know,
set and enforce the rules, qualify health plans, and present the
choice to people.

Our thinking is, we ought to keep that much more decentralized
and not pull that all into the Federal Government.

The CHAIRMAN. Thank you.
Could I just ask one question? CALPERS cut its premium this

year, did it not?
Dr. ENTHOVEN. Yes. We were very pleased to announce that this

year for the coming year our weighted average premium is down
by 1.1 percent.

The CHAIRMAN. Did everybody hear that? Senator Dole, did you
hear that?

Senator DOLE. Pardon?



Dr. ENTHOVEN. The California Public Employees Retirement Sys-
tem in which we provide market coverage for 920,000 people in
over 900 employment groups, this year, for the coming year our av-
erage premium is down by 1.1 percent.

Mr. GIAETZ. Mr. Chairman, just in terms of Dr. Enthoven's idea
that we are trying to put everything in the Federal Government,
that really is a mistaken view of this plan. I would be very happy
for CALPERS to offer the same package it offers to the California
State employees to everyone either in California or in America.

The idea is for people to have many ways to buy insurance.
Under our plan, the Federal Government is already providing in-
surance choices with respect to their employees, we suggest they
extend the option to everyone and with respect to Medicbi e, it
would give people another option to buy health insurance thb:ough
the government.

But there is no reason to believe that on a voluntary ba:s., ' the
government becomes a monopolist. This is not single payer ir. drag.

The CHAIRMAN. This is an option, right. We will have rv,,ne of
that. [Laughter.]

Senator Baucus?
Senator BAUCUS. Senator Chafee is ahead of me, is he not?
The CHAIRMAN. Well, Senator Chafee yielded his slot to you and

then Senator Chafee is next.
Senator BAUCUS. Well, if you want to go ahead, go ahead. Why

do you not go ahead?
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Let me return to a question that was previously

asked because I want to make sure I get the answer. Please do not
extend your answers.

If we do not have a uniform benefit package, do we not inevitably
have adverse selection? In other words, if you have a choice of
packages out there, you are going to have adverse selection, at
least I believe. Now,yes or no.

Dr. ENTHOVEN. Yes. The answer is yes.
Mr. GRAETZ. I agree, the answer is yes.
Senator CHAFEE. Yes. Thank you.
Dr. HOLAHAN. Yes.
Dr. BUTLER. To some degree.
Senator CHAFEE. Yes.
Dr. BUTLER. Well, yes, to some degree. [Laughter.]
The CHAIRMAN. Mark that down.
Senator CHAFEE. The answer is yes. On to the next. Next week

we will see you here.
Now, Dr. Butler, what you are suggesting, as best I can under-

stand it, is you do not want the government responding to special
interests and that is why you have some concerns about the uni-
form benefit package.

Dr. BUTLER. Well, it is not the only reason. I think that-
Senator CHAFEE. But that is a concern?
Dr. BUTLER. It is a concern.
Senator CHAFEE. Now I do not quite understand how you can

even have that concern or why your package is any different, be-
cause you have a catastrophic package. And, obviously, as soon as
Congress gets its hands into that catastrophic package, they are



oing to say you have to cover chiropractors, you have to cover po-
iatrists, so forth and so on.
Dr. BUTLER. Well, I do not think that will be the case. Let me

explain what would happen for providers under the Nickles system.
There would be a requirement for catastrophic coverage, which is
essentially a stop loss on total expenditures by a family.

You would have to have certain basic services in that, such as
emergency care and so forth.

Senator CHAFEE Sure.
Dr. BUTLER. However, any specialty group would be able to mar-

ket its services through a plan to consumers and those consumers
would be eligible for a tax credit, no matter what that group was.
So there is not the cutoff in the tax credit as there is in the case
of a standardized benefits package.

Senator CHAFEE. But it seems to me that-and I have heard Sen-
ator Nickles who is very eloquent on connection with this plan and
there is a lot of merit to it-you say that the government is not
going to be involved with your plan and you do not have a uniform
benefit package, but you do have a uniform benefit package.

You say it is a minimal uniform benefit package. The chances of
the government getting into your plan are just as great as they are
getting into our plan or anybody else's.

Dr. BUTLER. I do not agree they are just as great, Senator, be-
cause in the case of a standardized benefit package where that is
just the one package that you can get tax relief for. If you are a
provider, you must get in that package, otherwise it is financial
death to you. The reason is that if you are not in standard benefits
package, your customers, your patients, get no tax relief whatso-
ever for buying your service. I think there is a much more powerful
incentive for those specialty organizations get into that benefits
package than if the patients can get tax relief if they buy their
services.

Mr. GtAETZ. Senator Chafee?
Senator CHAFEE. Be very brief.
Mr. GRAETZ. With a catastrophic plan, you have to decide what

$2,500 of expenditures counts.
Senator CHAFEE. Sure.
Mr. GRAETZ. And you have to make exactly the same decisions

about whether chiropractic care counts or whether other treat-
ments count.

Senator CHAFEE. Of course you do.
Mr. GRAETZ. And although the pressures will be smaller to some

extent, they are going to be the same pressures.
Senator CHAFEE. Sure. I agree with that.
Now, my next question, very brief answers, can you have port-

ability without universal coverage? Everybody is for portability. I
have not seen anybody go around with a sign on their chest I am
against portability. [Laughter.]

Dr. Holahan?
Dr. HOLAHAN. I do not think so. I have not really thought that

through, but I do not see how you can.
Senator CHAFEE. Michael?
Mr. GR.AETz. I think in order to have genuine portability in the

ense that people have the same coverage when they change places
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of work and places or residence, you have to have some minimal
or standard or basic package, call it what you will, a comprehen-
sive package, that people can carry around and can buy wherever
they go. So I think that you do need to have universal coverage in
some broadly defined sense.

Senator CHAFEE. Dr. Enthoven?
Dr. ENTHOVEN. I think in the system of Breaux-Durenberger

health plan purchasing cooperatives you come very close to port-ability. If you drop out of your employment group, you can go down
to the health plan store, otherwise known as the HIPC and sign
up for the plan you have been in and that you want to stay in.

Senator CHAFEE. Dr. Butler?
Dr. BUTLER. You have portability if two conditions are satisfied.

Number one, individuals own the plans themselves and it is not
changed when people move. Number two, if the degree of help they
get through tax relief or other subsidies is not related to where
they work. In that case you will get portability, which is the case
under the Nickles bill.

Senator CHAFEE. I would like now to address, and perhaps Mr.
Graetz having been in Treasury can help on this, as you know the
plan I am involved with has an individual mandate. One of the
problems that is suggested is that the enforcement mechanism of
individual mandates is extremely complicated and I do not think
anybody is suggesting it cannot be done, but the difficulties are
rather severe as opposed to an employer mandate.

What do you think about that? Remembering, and compare it to
the employer mandate with only an 80 percent requirement plus a
20 percent, as in the Clinton bill.

Mr. GRAETZ. For people who are hard to enforce a mandate with
respect to, the employer mandate does not really save you any-
thing. It is simply employer financing. That is, if you have an em-
ployer based system, you have to have along with it an individual
mandate. If you take part-time workers, unemployed workers, sea-
sonal help, family members, all of those people have to be tracked
and individually mandated, even if you have an employer based
system.

So you do not get rid of any of the hard problems of enforcement
by having an employer based system. You may get more money
into the system. But in terms of enforcing the additional individual
payments and enforcing the additional individual mandate, you do
not avoid any of the problems.

I do think that there are a variety of ways to enforce an individ-
ual mandate. I go through some of them in my written testimony.
The expansion of the earned income tax credit, which was a part
of the 1993 Budget Act, means that a huge number of people who
before would have no contact with the Internal Revenue Service
will now be receiving subsidies through the Internal Revenue Serv-
ice.

That will help a great deal in terms of enforcing a mandate for
those people. They will be eligible for health insurance tax credits
in the same way they are for earned income tax credits. I also sug-
gest that medical care providers, such as hospitals can play an im-
portant role in enforcing this. To the extent that the plan is admin-
istered by the States, there are State unemployment offices and
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other State offices that are going to be involved. These people are
going to be involved anyway.

Senator CHAFEE. I believe my time is up, Mr. Chairman.
I would just like to say one thing to Dr. Enthoven. You said, as

I understand it, in defense of the mandatory alliances or a manda-
tory alliance, that somebody has to do the certification of the plans.
I think that is perfectly proper to be left with the States, with the
Insurance Commissioners of the States, just as is done now. They
certify whether somebody can sell insurance in their State.

I think that having the massive all powerful alliance, giving it
that additional power is, I find, objectionable.

Dr. ENTHOVEN. Well, as you know, I am strongly opposed to the
idea of the massive all-inclusive alliance. We think this idea ought
to be limited to individuals and small groups up to 100. But there
are a number of functions that either they would perform or the
State would have to perform including, for example, enforcing com-
munity rating and risk adjustment.

Senator CHAFEE. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Could I just say, we work hard on lexicon prob-

lems around here. I want to thank the Jackson Hole Group because
you came up with HIPC, which was retranslated alliance by the
administration. No one understood HIPC and certainly no one un-
derstood alliance, but health plan store is a very easily understood
idea.

Dr. ENTHOVEN. Mr. Chairman, when people say, what is the
need for this, I am struggling hard to make a competitive market
work here. Some say,why do you need this health plan store and
I say, imagine that we had a system for trading securities in which
if I wanted to buy or sell the stock of a publicly-held company I
had to go to the corporate headquarters of that company and nego-
tiate a deal with them.

So I fly to Detroit to sell some GM and I fly to Palo Alto to buy
some Hewlett Packard. Then somebody comes along and says, gee,
why do we not have a stock exchange where we bring them all to-
gether and we try to perfect the market.

Part of the HIPC idea is the same thing, where as we have in
CalPERS or at Stanford in a large employment group, you have an
annual enrollment where you bring them all together side-by-side.
It is easy for people to make comparisons and they can take their
pick and then they are in it. So it is an effort to perfect the market,
to the administrative costs to improve people's ability to make
choices, simplify choices and so forth.

The CHAIRMAN. And simplified language, for which we thank
you.

Dr. ENTHOVEN. Right.
The CHAIRMAN. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman. This whole discus-

sion we had here this morning, that is this topic of individual and/
or employer mandates assumes that we are not even going to talk,
say, about single payer. Well, let me be just a bit politically incor-
rect here and examine that assumption and then go back to where
we are now.



I think it is clear that in this room everybody assumes that sin-
gle payer is not a viable alternative. We are therefore, forced into
this discussion of employer versus individual mandates.

But, Dr. Enthoven, you said one of the reasons you did not like
single payer is because politically Congress could not resist the re-
quests from various interest groups. Let us assume that that was
taken care of. That is, let us assume, for the sake of argument, that
there is some kind of Federal Reserve Board which isolated Con-
gress from these demands.

Given that assumption, do you have other problems with the sin-
gle payer system.

Dr. ENTHOVEN. Yes, I do, but I have a terrible time with your
assumption, Senator.

Senator BAUCUS. You have to work with me.
Dr. ENTHOVEN. As you know, I spent the 1960's as point man for

Robert McNamara in trying to bring cost effectiveness to the Pen-
tagon. What I learned is the ideal weapon system is built in 435
congressional Districts and it is not very important whether it
works or not. So I just cannot easily swallow it, but let me go on.

Senator BAUCUS. On that point though, we did solve that prob-
lem with BCRC, with the Base Closing Realignment Commission.
That is, we set up a system to insulate the Commission from politi-
cal pressure and it is working.

Dr. ENTHOVEN. All right.
Senator BAUCUS. It is working.
Dr. ENTHOVEN. Well, I will swallow the assumption to go on with

your question.
Senator BAUCUS. All right.
Dr. ENTHOVEN. In my view and personal experience, both in gov-

ernment and in industry, government is a particularly ineffective,
inefficient, incompetent purchaser. In part because civil servants
are not allowed to use judgment.

So let me contrast what happened in the Defense Department
versus my experience when I was President of Litton Medical Prod-
ucts dealing in the private market. In the Defense Department you
have to specify the product in great detail and then you put it out
there and you have to go with the low bidder.

And in many cases what you get is a defective product. In fact,
I had Defense contractors say to me, privately over lunch, yes, we
even designed some defects into the product so it would have to
come back and be retrofitted and we would have to renegotiate the
contract and so forth.

Senator BAUCUS. I only have three minutes left.
The CHAIRMAN. No, you have more.
Dr. ENTHOVEN. But on the other hand, I found when I was in

private business, let us say one of my suppliers shipped me a part
that did not work in the X-ray machine that I was trying to put
together. Now if I called him up and he said, well, Alain, must pay
us because we have met the specifications of the contract, I would
say, no, no, no. What we are talking about is whether we go on
doing business or not.And if you do not get in here and fix the part so it works in my
machine, then I am not going to do business with you anymore. So
I was allowed to use judgment, which the civil servants are not al-



lowed to use. If the thing meets the contract specs, then govern-
ment must pay for it, even if it doesn't work.

So we have doctors who do visits and procedures that are unnec-
essary, inappropriate that meet the contract specs for Medicare but
violate good judgment. The private sector purchaser, can use judg-
ment and that is terribly important.

Senator BAUCUS. Yes, I do not want to debate single payer be-
cause frankly I do not think it is in the cards anyway. But you can
fashion a single payer with global budgets to minimize dramati-
cally the individual bureaucratic decisions that you are talking
about. That can be dealt with.

Let me change subjects here because I do think the assumption
here is there will be no single payer.

Dr. ENTHOVEN. All right. Good.
Senator BAUCUS. But if we did have single payer though we

would not have to discuss this complexity of employer mandates
versus individual mandates; whether there is full coverage or not.

I mean, I think Senator Chafee made a good point on how com-
plex the employer mandate, or the individual mandate, or some
combination are. I think it is true, as Mr. Graetz pointed out, that
an employer is going to be tempted to game the system.

He is going to be thinking of all kinds of ways, with part-time
hires and all the reasons that Mr. Graetz stated. And also, as Dr.
Holahan pointed out, the individual mandate is going to be ex-
tremely complex, too.

Earned income tax credit today, for example, reaches only 80
percent of people; 20 percent of the people who are qualified do not
even apply. As the EITC goes up, there is going to be even more
fraud. They are going to try to game the system that way.

And it is going to be very complex. Then it raises questions of,
is Congress going to fully fund the subsidy on the individual side,
let alone the complexity. So what I would like to do is go down the
table here, forget the specifics that apply to employer mandate ver-
sus individual, and just give us what you think the one or two
basic principles would be that we should follow as we in the Con-
gress attempt to try to decide the degree to which you have an em-
ployer mandate, and/or, individual mandate.

What are the basic one or two principles that we should keep in
mind as we try to answer this question which essentially Senator
Dole asked-where are the votes? So what are the principles that
we should follow as we try to find the votes? I will start with you,
Dr. Holahan, very quickly.

Dr. HOiAHAN. I guess I think that the one thing is that building
upon the employer based system requires less change than other
alternatives. That is probably its main advantage. I would also
urge you to think about keeping a substantial role for both individ-
uals and employers, such as a 50/50 share of the costs or something
like it.

I think as you go in year after year worrying about the costs of
the system to have both individual Americans and employers sup-
porting you and your efforts to contain costs.

Senator BAUCUS. So complexity is one factor, as we want some-
thing that is not necessarily complex.
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Dr. HOLAHAN. Complexity and having everyone have a financial
stake in how well this works.

Senator BAUCUS. And a stake. OK.
Mr. Graetz?
Mr. GRAETZ. Well, frankly, I think you ought to try not to hide

costs. One of the big problems with the existing system is that peo-
ple are spending huge amounts of money that they never see. So
they do not have to make decisions about buying insurance.

And also, I think you ought to keep in mind that the workers are
going to pay the costs whether the employer writes the check or
whether the worker writes the check. It is crucial that the worker
understand what his health insurance or her health insurance is
costing and can take costs into account in making judgments about
what to buy.

Senator BAUCUS. You want transparency. There are no hidden
costs.

Mr. GRAETZ. Transparency and portability.
The CHAIRMAN. Transparency, nice term.
Senator BAUCUS. Okay. Dr. Enthoven?
Dr. ENTHOVEN. I would say first that we ought to get to work on

expanding subsidies for low income people while assuring access to
care through a reformed competitive market in which they are
guaranteed the option to buy it.

Second, as we progress down that path, we could decide in sev-
eral years what to do about mandating as we understand better
what the source of the problem is, who is it that is not covered and
why. Because if it turns out the people who are not covered are
people who do not have jobs, then laying on an employer mandate
is not going to help that.

Senator BAUCUS. So the basic principles again are what?
Dr. ENTHOVEN. Expand subsidies and reform the system now.
Senator BAUCUS. What do you mean reform? That is what we are

trying to do here.
Dr. ENTHOVEN. Yes. Well, by health plan purchasing coopera-

tives, by standard benefit package, by accountable health plans,
and get the competitive reform of the system going. Then I think
you could decide in several years with more knowledge about
where the problem is, who is it that is not insured and probably
you would adopt a hybrid individual employer mandate at that
time.

Senator BAUCUS. Okay. Dr. Butler?
Dr. BUTLER. Number one, there must be transparency so people

know exactly what the costs are.
The CHAIRMAN. Transparency, good word.
Dr. BUTLER. Number two, individuals and families must own the

plan and control the dollars, so the system works for them rather
than for an employer or some other group.

Number three, the subsidies to people must be unrelated to
where they work. Number four, there must be a maintenance of ef-
fort by employers. If they are currently providing assistance, there-
after any change to an individual system the employer must con-
tinue to provide that compensation in some other form and cash to
the individual.

Senator BAUCUS. thank you.
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Senator PACKWOOD. For how long?
Dr. BIUTLER. For as long as they are under any contract or cer-

tainly for any transition period.
Senator BAUCUS. Does that not become a hybrid then?
Dr. BUTLER. No, it just means the employer does not get to make

out like a bandit if the employee is required to pick up the plan.
Senator BAUCUS. I am reminded, being on this committee, tax

legislation, we are always trying to find this balance between sim-
plicity and equity. We are faced with the same problem here, be-
tween simplicity and equity and it just is not that simple.

Dr. BUTLER. And also between freedom and simplicity.
Senator BAUCUS. Well, that too. From your perspective, that is

true.
Thank you very much.
The CHAIRMAN. Thank you, Senator Baucus.
Senator Breaux, we have been hearing a lot about you and Sen-

ator Durenberger today.
Senator BREAUX. Thank you, Mr. Chairman. I want to thank all

the members of the panel. I would want to acknowledge, as I think
is important to do, the good work that Dr. Enthoven has done with
the Jackson Hole Group.

Dr. Ellwood was here last week and I think it is very important
to know that these gentlemen have really devoted a life time to try-
ing to come up with a solution to the health care crisis in this coun-
try.

You know, I think that the congressional clock is ticking on the
time that we have to come up with a plan. Spring is very near. I
think right now it is clear that none of the plans that have been
offered in the House or the Senate right now have a majority to
pass, probably not even in the committees that they are being held
in.

It is getting close to the time that we really have to sit down and
start seeing what Congress is capable of doing in the next couple
of months. I would like to ask the panels to comment on this propo-
sition. What kind of a plan would we have with regard to bringing
about universal coverage and getting a handle on controlling costs
if we passed a plan that had insurance reform of the type we have
been talking about, if we set up purchasing cooperatives, if we have
tax deductibility for both individuals and for the self-employed, and
also finally provide a reasonable set of subsidies for poor people to
be able to buy insurance, and finally have a comprehensive stand-
ardized plan as part of that package, how do the members of this
panel feel that would address the key issues of universal coverage
and doing something about the cost of health care?

Dr. Enthoven, since I mentioned your name, do you want to
start?

Dr. ENTHOVEN. Well, I think that would be a very large step for-
ward. By insurance reform I am sure you mean guaranteed issue,
no preexisting conditions.

Senator BREAUX. Portability.
Dr. ENTHOVEN. Portability and so forth. And I see the purchasing

cooperative as being the institutional vehicle by which you institu-
tionalize those reforms so that you do have the health insurance
store where you can go in and buy.
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I think that would open up a very large part of the market that
is now in failure, the small employment group market, and the in-
dividual market, it would open that up into a competitive system
in which efficient health plans would make large inroads.

I think a limit on tax deductibility that is equitably applied both
to the auto worker in Detroit and to the dirt farmer in Arkansas,
that is, you get a limited amount tax free, would reform incentives
and greatly improve the equity.

I think subsidies for the poor have to be our first priority. We
have to protect the poor in this system. And a comprehensive
standardized plan I think not only works against risk selection, but
it also works against market segmentation and it also provides a
format in which we can have some kind of collective decisionmak-
ing about very costly, complex technologies that have to be decided
on some authoritative basis.

Senator BREAUX. Mr. Graetz?
Mr. GRAETZ. Senator Breaux, I would agree with Dr. Enthoven

that is a major step forward. But as I sit here I am thinking about
the historic opportunity that would be squandered if that is all the
Congress could manage to do. I was thinking about Social Security
and thinking about the discussion that must have happened in the
1930's as to whether individuals should be required to have Sociad
Security or whether it should be a voluntary system providing op-
portunities for them to go into it.

Frankly, I think we would not have the kind of income security
for the elderly that we have managed to achieve through Social Se.
curity had they taken only a voluntary step. So while I am sympa-
thetic with you and Mr. Cooper and Senator Durenberger and
Alain Enthoven, I do think it is really worth trying to push ahead
to put in place a mandatory individually based system that would
guarantee health security into the 21st Century. -

So while your plan is a very positive step, my answer is tinged
with some regret.

Senator BREAUX. Dr. Butler?
Dr. BUTLER. I would say that you would be moving broadly in the

right direction with some of these items at least. Insurance reform
that limits the underwriting principles and prohibits health status
being considered would certainly be a major reform that would be
very popular in the country.

I think second you would want to facilitate large purchasing
groups. I think you should not overlook that there are large organi-
zations already in existence that would be very sensible vehicles for
people to obtain coverage, such as unions, churches, farm bureaus
and so forth, rather than limiting yourself only to groups of em-
ployers if you want to get to any tax relief.

The third point about tax deductibility being generally available,
I certainly agree with that. You do have a budget problem if you
leave the form of tax relief simply a deduction and also you do not
give much help to those who are low paid.

I think that subsidies are very important for the low paid and
should not be related to their place of work. And as I h..ve said be-
fore, I do not believe that a comprehensive standardized benefits
package is necessary. That would certainly raise costs for every-



body, including the government, but a minimum package is nec-
essary and could be done, I believe.

Senator BREAUX. Dr. Holahan?
Dr. HOLAHAN. I think that everything you proposed would be a

major step forward. I guess the things I would worry about is with
respect to all the insurance reform outside of large alliances how
is that enforced-the community rating, risk adjusting and so
forth.

Second, would subsidies be enough to reduce the large number
of uninsured people in this country? Probably not. There would still
be a lot of people without insurance who would be- free riders show-
ing up at hospitals for care when they needed it.

And would costs be controlled in that kind of a system? I do not
know. Managed competition might work, but I do not think we
know whether it will. I am not sure that I like premium caps very
much. I think I might prefer to see something like Michael Graetz's
approach to have a Medicare type fall back system that the Con-
gress would control the rate of growth of, that people could go into
if the private sector was really not keeping its costs down.

Having said that, I still think what you are talking about is a
major step forward.

Dr. ENTHOVEN. Let me just add that I do think over a period of
several years that it would be appropriate for the Congress to com-
mit to having a mandate. I mean, we gave to cap this off eventually
by saying now everybody has got to be in.

The CHAIRMAN. Thank you, Senator Breaux.
Senator Grassley, you are technically next, but we have already

recognized Senator Daschle.
Senator DASCHLE. No, that is fine.
The CHAIRMAN. You are next, Senator Grassley.
Senator GRASSLEY. Thank you, Senator Daschle.
I think I want to talk about managed care plans and I ask Dr.

Butler, there has been some concern about these under serving or
at least having an incentive to under serve. Karen Davis and Stu-
art Altmann expressed such concerns before this committee. Do you
believe that such plans would have such an incentive?

Dr. BUTLER. I think it depends who they ultimately work for. If
they work for health alliances under the Clinton plan, where there
are strong pressures on them to-in fact, legal requirements to
keep their premiums below a certain level and to cut their budg-
et-they have an enormous incentive to find ways of reducing the
level of care.

On the other hand, if they work directly for individuals then you
have the ultimate sanction that the buyer does not have to con-
tinue buying your product and there would be far less incentive for
cutting corners or reducing quality in that case. So I think the ulti-
mate question is: Who does the managed care plan work for?

Senator GRASSLEY. Well, advocates of managed competition
argue that the competition would work to offset these tendencies.
They argue that, for instance, risk adjustment and quality meas-
urement will work well and they would offset those tendencies.

What would be your views on those and other ways of offsetting
the tendencies to under serve?



Dr. BUTLER. Well, I suppose you can to some extent do such off-
setting. For example, if you do have a plan that has a dispropor-
tionate number of sicker people within it, then a risk adjuster
could help offset that and, therefore, reduce that concern if it is
really a problem.

But still, to get back to my first point, I think ultimately it does
de spend on who these plans actually work for. That is true whether
it be competition in health care or buying a car or any major prod-
uct.

Senator GRASSLEY. If individual consumers are paying directly
for their health care services, could not consumers enroll in man-
aged care plans if they wished or could not consumer groups, for
instance, organize their own managed care plans or could they hire
third party administrators who would have to work for the
consumer and have the consumer first in line?

Dr. BUTLER. Yes, they certainly could.
Senator GRASSLEY. All of those?
Dr. BUTLER. I think that would probably tend to happen. If you

look at the Federal employee system, for example, where individual
staff members and members of Congress can pick different plans,
there is a higher proportion of enrollees in managed care in that
system than is true in the country generally. Many of those plans
are offered through employee organizations, whether it be Capitol
Hill Staff or the Mailhandlers Union or whatever.

So I think individuals picking plans does not mean them always
picking fee-for-service by any means. But the ultimate point is that
they will pick the plan that they feel serves them best in terms of
value for money. If it happens to be managed care, that is fine. If
they think they are not getting a good deal in terms of quality of
service, they will go somewhere else.

Senator GRASSLEY. Would not making it possible for consumers
to pay directly for health insurance or health care give consumers,
and sort of consumer grouping you might have, more power in the
system relative to managed care companies and insurers?

Dr. BUTLER. Yes, I do not think there is any question about that.
And if the group that you are talking about is a group formed by
the buyers themselves-and this is why I raised such examples as
union plans-so it reflects the members themselves rather than
some artificial creation, such as a HIPPC then that organization is
going to be much more responsive to the individual members and
is going to be more effective accordingly.

So with these intermediate groups, again it depends who they ul-
timately represent. If they come from the buyers themselves they
will certainly work on their behalf. If they are some artificial cre-
ation, there is no guarantee that they will work on behalf of the
individual enrollees.

Senator GRASSLEY. Then let us extend this point directly to the
Nickles plan in this connection. Is there any reason that managed
care plans could not flourish in the marketplace were the Nickles
plan enacted? And also, would not such plans give more power to
consumers relative to managed care companies and insurers?

Dr. BUTLER. I think they certainly would flourish. Again, just
look at the Federal employee system. There you have a case where
people can pick the combination of quality, and price, and form of



service that is right for them. There is a much higher incidence of
buying managed care.

I think that would tend to happen. That is not necessarily to say
that in 20 years time you may not get a totally different structure
of delivery. But if it did change over time, it would be a result of
individuals deciding on a different form of delivery of health care.
I think that is the crucial point.

So I think managed care can and would flourish under an indi-
vidual-based system and it would do so because people chose that
form of delivery.

Senator GRASSLEY. I have a question about an estimate you
made for the Nickles bill. You estimated that it would lead to a
small cumulative surplus in the Federal budget over the next 5
years.

Then there was a Lewin study that states that the Nickles plan
would yield a $9 billion greater deficit than the Clinton plan in
1980. Have you tried to reconcile these what are seemingly con-
flicts?

Dr. BUTLER. Both of those, for Nickles and for Clinton, are snap-
shot figures for 1 year. In the case of the Clinton plan, Lewin-VHI
estimates, I believe, that there would be a net budget surplus over
the 5 years. And if you look at the CBO estimates of the likely
growth in cost of a tax credit, based on how much is spent and on
the exclusion, and other features of the Nickles bill, it is on that
basis over the five-year period that we estimate it would come out
over the small surplus.

Senator GRASSLEY. Mr. Chairman, I am done. But I think Dr.
Enthoven had something he wanted to say about a previous ques-
tion.

The CHAIRMAN. Sure. Of course.
Dr. ENTHOVEN. I would just like to offer a comment about the

use of the Federal Employees Health Benefits Program as a model.
And again, I have to plead guilty to learning.

Back in the 1970's when I first wrote Consumer Choice Health
Plan, which I proposed for the Carter Administration anc'; pub-
lished in the New England Journal of Medicine, I did use the Fed-
eral Employees Health Benefit Program as a good example of a
multiple choice competitive system at a time when people were say-
ing competition and multiple choice is just not possible in health
care.

But then over the years as I studied it more closely, what I found
is that for example they have nonstandard benefits. Every plan
conjures up its own benefit package. That leads to serious problems
of risk selection, indeed spirals of adverse selection as, for example,
the Aetna had to withdraw because they got a lot of bad risks and
the Blue Cross and Blue Shield plan drew a lot of adverse selec-
tion. So you have a competition based on risk selection.

The CHAIRMAN. That occurring because you do not have a stand-
ard benefits package.

Dr. BUTLER. And you have community rating.
Dr. ENTHOVEN. Also, you get market segmentation which miti-

gates against competition. That is, Plan A offers wonderful vision
care and no podiatry. Plan B offers wonderful podiatry and no vi-
sion care. OK? All the people with bad feet and good eyes, they



want to join Plan B. But all the people with good feet and bad eyes
they join Plan A.

What I am proposing and urging here is we create a market in
which if Plan A raises its price by $10 a month relative to Plan B,
that lots of people desert Plan A and rush to Plan B to punish Plan
A for raising its price. And the trouble is, to the extent that you
have the market segmented like that, then people do not move.

In the Federal employees plan we have this book that comes out
that tries to explain all that to people. I used to be a Federal em-
ployee myself. I saw what my fellow employees did and that every-
one looks and says, let us see, do I have bad eyes, do I have good
feet, do I have this, that and the other thing, and which little niche
plan do I fit into best.

And that is anti-competitive. We need to do a much better job of
making market forces maximally effective if we want to make this
thing work well.

Senator CHAFEE. Is that not adverse selection what you de-
scribed?

Dr. ENTHOVEN. Yes.
Senator CHAFEE. You had another term for it, some structure.
The CHAIRMAN. Segmentation.
Dr. ENTHOVEN. Segmentation, yes.
Senator CHAFEE. Why does that word work its way in here? Why

do we not stick with adverse selection?
Dr. ENTHOVEN. Because there are two problems, Senator. One

problem is adverse selection, the good risks and the bad risks. The
other problem is what is called segmenting the market. It is some-
thing that we teach in business school. That is, if you do not want
to compete you find a little niche where nobody else is and you get
in there and you make your product and you jack up your price.

And if we as public policy people are trying to make the market
competitive, then we want to combat what I call market segmenta-
tion. So my example was, Plan A has wonderful vision care and no
podiatry; Plan B has wonderful podiatry and no vision care. And
that is anti-competitive because those people who have bad eyes
and good feet, they do not say am I going to join Plan A or Plan
B based on the price and I am going to switch to Plan B and so
forth. They just say,this is the plan that covers my problems of bad
feet and good eyes or vice versa.

So as I say, what we did in CalPERS, for example, and what we
did at Stanford, and at CalPERS it was a brilliant success, we
made a decision to say, all of our HMOs are going to offer the same
standard package. That makes it easier to choose. That counteracts
the idea of segmenting the market.

So the reason competition heated up a whole lot when we did
that is people could more easily compare value for money and we
are. much more willing to switch from Plan A to Plan B if Plan A
raised its price relative to Plan B.

There is also one other problem, which is what I refer to as fear
of air pockets, which is certainly there in the Federal employees'
plan. That is, I am considering switching from Plan A to Plan B
to save $20 a month in premium. But what I am afraid of is,
maybe in the fine print Plan B has some hidden exclusions that I
will discover sometime in the middle of the night, much to my det-
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riment, such as organ transplants, not covering harvesting and
transporting the organ.

So I am suspicious of that and so I am reluctant to change to
Plan B that costs less. What I am trying to do and am recommend-
ing to the world is, we try to create a market in which people are
very willing to switch from Plan A to Plan B to save $20 a month
in order to make it terribly hard on Plan A if its price is too high.

Dr. BUTLER. Senator, what Dr. Enthoven is saying is that the
problem with the Federal employee system is that people actually
buy the benefits that they want rather than what the insurance
company wants to sell them. That is not a particularly terrible
problem in my view.

The CHAIRMAN. All right. We will have another round of ques-
tioning.

Senator Daschle has been very patient.
Senator DASCHLE. Thank you, Mr. Chairman.
I would only remind my colleagues that we legislated standard-

ization a couple of years ago with Medicare supplemental benefits.
We standardized the benefits and it has worked very well. We have
had a lot less confusion, a lot less overselling, a lot more competi-
tion among the plans.

So I think Dr. Enthoven's explanation is a good one. I must say
I respect a lot of what the Jackson Hole Group has done. You just
said something, however, to Senator Baucus that I really think we
ought to revisit for just a minute.

I am not a single payer advocate either, but I think often times
what happens around here is that the more we repeat something
the more it becomes conventional wisdom. And right now conven-
tional wisdom seems to be that the government cannot do anything
as efficiently as the private sector.

As we analyze health care systems in other countries, the myth
is that they do not operate as efficiently as we do. But I hope, Mr.
Chairman and members of the committee, we can break through
this myth and look in a very analytical way at how other countries
run their health systems, how we do it, who does it better, who
does not do it as well.

I think if we emphasize facts rather than assertions in our analy-
ses, then we can ultimately make better decisions. I wish, Alain,
that your experiences would have shown you the Federal Reserve
Board or the Air Traffic Control System, because I think those sys-
tems within our government have worked very well.

The Federal Reserve Board does not jack interest rates around
at the whim of the economy or of business. The board is an inde-
pendent entity, making some very tough judgments based upon
what it sees happening to the economy. The air traffic control sys-
tem does not allow American Airlines an unlimited number of slots
in Chicago. The traffic control system has to be able to say no.

My point is that, for health care reform, we can devise a good
interface between government and the private sector, as we have
done with our monetary and our air traffic control systems. My
question, however, goes really to a different point, and I would like
you to address it if you could.

We have talked about a lot of different mechanisms for financing.
But if you stand back and look at all of our options, you really only



have three ways with which to finance our health care system-
premiums, taxes and out-of-pocket expenses. I do not know of any
other financing sources.

I think the fundamental question that we on the committee have
is: How do you determine how large a role each of those sources
should have to get the most efficient system? I would like you to
respond to that question if you could.

Dr. ENTHOVEN. Should I start?
Senator DASCHLE. Sure.
Dr. ENTHOVEN. Well, I think that for people who are economi-

cally self-sufficient it is a good idea that mostly it is done by pre-
miums. So that my health plan knows they are getting money from
me because I am a satisfied customer and if they do not keep me
satisfied next year, I will switch to somebody else.

I think we need to use taxes in the case of people whose incomes
are too low for us to reasonably expect them to pay their pre-
miums. With respect to out-of-pocket expenses, there are two kinds
of out-of-pocket expenses. One is, my premium contribution and I
believe that is very important. Like what we did at Stanford Uni-
versity is, Stanford said it will contribute 90 percent of the price
of the low-priced plan and then the consumer pays the rest.

So if you pick a more expensive health plan you pay the dif-
ference and that gives your health plan an incentive to hold the
price down.

The other kind of out-of-pocket expenses at the point of service,
I think a limited amount of copayments. We use at Stanford $10
when you go to the doctor. That is fine to remind people that this
costs money and to not waste it.

However, it is important to recognize the great majority of the
costs, like 75 percent of the costs in health care go with the 10 per-
cent of the people who have the highest costs. They have passed
any kind of out-of-pocket spending limits.

If we are going to give them reasonable financial protection like
saying you are not going to have to spend more than $2,000 a year
out-of-pocket, then most of the money is beyond that. So out-of-
pocket paymentS, at the point of service I do not think are very ef-
fective.

Senator DASCHLE. Dr. Butler?
Dr. BUTLER. Senator, you mentioned the Air Traffic Control Sys-

tem, which has a government budget and is grossly
undercapitalized with technology that is years out of date. I think
a lot of us have the same worry that that is what would happen
in the health area.

Senator DASCHLE. There are 4 million people use that system ev-
eryday.

Dr. BUTLER. Oh, yes. I do not disagree with that. But I am just
pointing out that is; one of our concerns about government control
in health in fact is highlighted by that very system.

As far as what are the elements in securing coverage, I think one
of the most important things that has got to exist in terms of the
balance between premiums and out-of-pocket expenses is that the
tax system should be neutral with respect to the decision made by
an individual person.



Today we have over-insurance in a great many situations, be-
cause if you buy insurance, or at least if your employer buys insur-
ance, it is tax-free without limit. If you decide to buy that $5 pre-
scription yourself, rather than file an insurance claim, it is in after-
tax dollars. So there is a powerful incentive with the tax system
to get people to over-insure for minor things that they would not
rationally do otherwise.

So I think the tax system should be neutral in that respect, and
that would deal with a lot of the issue about which is the better
and most efficient. The tax system and other forms of subsidies
should be used, as others have said, to make sure that lower paid
people and people with severe medical problems should at least be
able to obtain what we would consider broadly an adequate level
of care. And the tax system has a very important role-it is prob-
ably the only system that we have as a form of government subsidy
to secure that objective.

Senator DASCHLE. Thank you.
Mr. GRAETZ. Senator Daschle, the biggest surprise to me in this

health care reform debate has been the desire to continue to rely
on out-of-pocket payments. I really do not get it. If you have ever
dealt with insurance companies and balanced billing and so forth,
I think what you are spending in administrative costs compared to
what you are getting in terms of people being attentive to their
purchasing of medical services at the point of service is ridiculous.

One of the things we could learn from abroad is that one of the
ways to get rid of administrative paperwork burdens that do no
good is to get rid of a lot of this out-of-pocket stuff. So I would rely
on that virtually not at all.

With respect to the choice between premiums and taxes, it is a
choice between premiums, taxes and subsidies. It is clear that you
can mess up any combination of those. That is, you can get bad
taxes, bad subsidies and so forth.

The point that Alain Enthoven makes, I think, is essentially
right, which is that in order to analyze this you should look at indi-
viduals and look at individuals based on their income. Premiums
are very high as a percentage of income for low income people.

So some portion of their costs needs to be subsidized and fi-
nanced through the general government, which requires some
taxes. I do not think it is terribly helpful to try and call mandatory
premiums or mandatory payments something that they are not. We
ought to keep in mind the question of fairness and look at the net
payment by individuals based on their individual circumstances,
based on their income and how much they can afford to pay.

I think that a system which combines taxes and premiums and
subsidies can be organized well to serve that purpose if it is done
for individuals.

The only other thing I would add is that I think you have to be
very careful not to create major disruptions in the marketplace
that are unrelated to what you want to accomplish. The problem
with the employer mandate is that it reintroduces all of the kinds
of disincentives and strangeness in terms of allocation and hiring
of workers.
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Much of the effort of this committee in tax reform in 1986 was
designed to get the government out of these decisions. I think that
we ought to remember that as well.

Senator DASCHLE. I am out of time but, Dr. Holahan, I would ap-
preciate your comments.

Dr. HOLAHAN. I think you would begin with premiums and then
the issue is the share between enDPloyers and individuals. You have
to subsidize individuals and then that is where the taxes come in.

I think that is a real serious issue here under an individual man-
date or even a combined mandate. The amount of money that peo-
ple would be paying at 250 percent of poverty can be fairly high
relative to income.

If you were to seriously address these burdens, it is going to
mean more in taxes. So that trade off between how much you want
to subsidize people and how slowly you want to phase out those
subsidies as income goes up has direct implication. for how much
new tax dollars have to go into the system.

Senator DASCHLE. Thank you very much.
The CHAIRMAN. Thank you, Senator Daschle.
Senator Conrad?
Senator CONRAD. Thank you, Mr. Chairman.
I would like to hear from all of the panel participants an answer

to really two questions. One, if you were to summarize what are
the most important message you would want to leave this panel
with today, number one. Number two, what have you heard today
that you would want to warn us against?

If we could just go down the panel. What is really the heart of
the message you would want to leave us with today? And number
two, what have you heard from another panel member, perhaps a
member of the Finance Committee, that you would want to warn
us against? Dr. Butler?

Dr. BUTLER. If I can take the first crack, I think what I would
like to leave you with is the notion that an employer mandate is
not a free lunch for the employee, that is in fact a disguised cost
for the employee and that you must take that into account when
you look at what the impact of any plan is going to be.

As I have tried to point out, a tax credit approach on individuals
ends up with a better result.

The second point you asked, in terms of what we are most con-
cerned about, I think it is maybe two things. One is the mistaken
notion of a standardized benefits package being the only way to
somehow secure adequate services for people. I think that is pro-
foundly wrong and has many, many problems, including costs asso-
ciated with it.

Senator CONRAD. All right. Dr. Enthoven?
Dr. ENTHOVEN. Well, I would say the most important message is,

we must get the incentives right. We have to create a system in
which everyone has incentives for economical behavior. And the
biggest and most important place to start with that is on a limit
on tax-free employer contributions so that the person who chooses
the more expensive plan pays 100 cents on the dollar for that
choice.

The CHAIRMAN. If I could interrupt, your testimony says, "the un-
capped tax break is a bleeding artery in the Federal budget."



Dr. ENTHOVEN. That is right, Senator. It is projected for 1995 at
$90 billion a year. I mean, this, if I can paraphrase Senator Everett
McKinley Dirksen, $90 billion and $90 billion there and after a
while itbegins to add up to real money.

With respect to what I have heard today, I would warn against
the idea that market reform is easier than it is. I think that a re-
formed market has to be structured with care. I think there are
problems like risk selection that slosh through this whole thing.

You know, a free market in health insurance would produce in-
tolerable results because insurers would be very clever about cover-
ing the people who do not need medical care and avoiding the peo-
ple who do. They would confuse the customers and do all kinds of
adthings that we have been seeing for a long time.

So market reform requires a lot of care and I think it includes,
you know, a sponsor, a single point of entry as in a purchasing co-
operative, standardized benefits and so forth.

The other thing that I heard today which reflects my own grow-
ing development and point of view is the employer mandate does
have a lot of problems.

Senator CONRAD. All right. Mr. Graetz?
Mr. GRAETZ. Well, Senator Conrad, I agree with my colleagues

that the one thing I think should be avoided is the employer man-
date. There are lots of difficulties with the employer mandate that
have not been discussed. Let me just name two.

One is that the Clinton proposal has in it a nondiscrimination re-
quirement that bars employers from discriminating based on family
status. It turns out to be essential if you have an employer man-
date to have that kind of nondiscrimination rule in it.

Second, it fails to distinguish independent contractors from em-
ployees. That is a problem that this committee and the other tax
committee in the House and the IRS have struggled with for 25
years and not solved. And we are not going to solve it in this
health care debate.

So while individual mandates have problems, so do employer
mandates. If I were to say what I would warn the committee
against, it is in some ways a reflection of what I have heard her
today and what I learned when I was here for two-and-a-half years
just recently: that the fear of taking some short-term pain has the
potential to bar a lot of long-term gain. I really would urge this
committee and the Congress to a take a little longer term view
about this problem and ask where is it that you really want to be
after we go through this exercise.

Because I dare say as painful as this exercise is going to be for
this committee and for other committees on both sides of the Cap-
itol, this is going to be the last time in a long time that you are
going to have an opportunity to do a major health reform. I would
urge you to take a long-term view.

Dr. HOLAHAN. I would say, number one, that I think the idea of
a mandate of some sort is essential. I think both individual and
employer mandates have problems, not just employer mandates. As
you think seriously about the possibility of an individual mandate
which I would not argue with anybody does have an awful lot of
attractive features, these problems will be more evident. For exam-
ple, the costs of funding a set of subsidies to make sure that peo-
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pole's out-of-pocket expenses are kept at a reasonable level relative
to income, can be very expensive, particularly if a lot of employers
drop coverage.

I think you need to look at the simulation analyses that a lot of
people are capable of doing under both the assumptions that em-
ployers drop and that they do not and see what you think about
those estimates.

The CHAIRMAN. Thank you, Senator Conrad.
I would just make the note, because Dr. Enthoven did not read

it in his oral testimony, the written testimony says, "As the con-
gressional Budget Office all but said the Clinton employer mandate
is a tax."

One of the questions this committee has to ask is, do we tax di-
rectly or do we do the same thing without quite owning up to it.

Dr. ENTHOVEN. May I just offer a brief comment on that? That
is, one of my sons is working in a small start-up company in the
Silicon Valley and his pay is now in the low $30's. He is a few
years out of college. Once we were talking it over with him and
also talking it over with a secretary whose pay is in the low $30's
we discovered that they are effectively now in the 50 percent mar-
ginal tax bracket when you combine income taxes, payroll taxes,
State income taxes and so forth.

What I am concerned about, my enthusiasm for payroll taxes as
in the Clinton plan is attenuated by the fear that this 7.9 percent
is going to grow up into something like 12 percent and that these
people are going to find themselves in a Scandinavian-type of mar-
ginal tax bracket. I see that as a real problem.

The CHAIRMAN. Well, no one knows more about that subject on
this committee than the Senator from New Jersey. Senator Brad-
ley?

Senator BRADLEY. I have never been to Scandinavia. [Laughter.]
Dr. ENTHOVEN. But you have been in New Jersey.
Senator BRADLEY. Right.
Let me ask you, Dr. Enthoven, I would like to ask each of the

panel members, give me the two biggest disadvantages of employer
mandates and the two biggest disadvantages of individual man-
dates from your perspective.

Dr. ENTHOVEN. Well, the biggest disadvantage of the employer
mandate is that it is based on the myth of employer paid health
insurance, which is really a myth. That is, the costs do fall back
on the employee. Therefore, costs are shifted to employees which is
OK if they are not poor. It is also a big increase in the minimum
wage and it is costly to enforce. And experience in Hawaii shows
it does not get the job done necessarily.

Big disadvantages of individual mandate. I am not impressed by
any major disadvantages at this point, except for the problem that
I do believe somehow it is important to keep employers in the game
as an alternative to government to provide the group basis for
health insurance.

That is, I do not think it would be a good thing to have a Clinton
type alliance in which all health care is purchased through a gov-
ernment agency, both because of the temptations to make that the
super regulator would be irresistible as the first draft of the Clin-



ton plan did, and second, I think it is a big step toward a single
payer.

So I do strongly believe in pluralism on the demand side and
combined with the need to have a group basis for health insurance.

Senator BRADLEY. Dr. Butler?
Dr. BUTLER. Well, I would agree with Dr. Enthoven. Certainly

the myth of the employer mandate as a freebie for employees, is
one of its biggest concerns, both in terms of hidden costs and also
the tendency of employees to demand excess insurance as we know
well today.

The second problem I think is the issue of job losses and job
churning, the enormous incentives on employers to fire certain peo-
ple who would pose large costs, or moving them from full-time to
part-time. All these things are inevitable problems.

I also agree with Professor Enthoven that I cannot think of too
many serious problems with the individual mandate as an alter-
native to that. It is very explicit. It is very clear. I think there are
ways of working through employers to at least assure compliance
as well as through the Tax Code. And I do not think compliance
is any bigger problem, quite frankly, under an individual mandate
than under an employer mandate.

Senator BRADLEY. Under individual mmdate the initiative lies
where? Who takes the initiative for the individual to get covered?

Mr. GRAETZ. I would think, Senator Bradley that you would cou-
ple an individual mandate with a payroll deduction requirement, a
withholding requirement, so that for the people who are working
it would appear very much the same way to them as a employer
mandate, except that you could target your subsidies and govern-
ment money a lot better and eliminate the disincentives in the
work place.

But it would look pretty much the same to workers through em-
ployment because it would be a deduction from wages. And for the
nonworking people you are going to have to enforce an individual
mandate anyway.

I do want to repeat something I have said before while you were
away. That is that this is not a choice between an individual man-
date and an employer mandate. It is a choice between an individ-
ual mandate and both an employer mandate and an individual
mandate. The employer mandate does not eliminate the need to
track individuals who have part-time work, who are unemployed,
who are children, who are in and out of the work force. All of the
people for whom there are serious administrative problems of en-
forcement of any law are going to be difficult here-those solutions
do not appear by having an employer mandate.

To the extent that you want to achieve the administrative advan-
tages of an employer mandate, you can get those through payroll
deductions and withholding. So I think that that is basically it.

With response to your question, I think the worst problem with
an employer mandate and subsidies that are employer based-and
it is the combination of mandates and subsidies because you will
inevitably subsidize businesses that you are concerned about dur-
ing the short term with an employer mandate-is that they create
very crazy incentives in the labor market which one could list.
There must be 20 of them I could list for you.
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Senator BRADLEY. Okay. Quickly with Dr. Butler. You have this
innovative idea about eliminating the tax subsidy and turning it
into a refundable tax credit. Would you take the entire $40 plus
billion and shift it into a refundable tax credit?

The CHAIRMAN. $90 billion.
Dr. BUTLER. I would and the Nickles legislation specifically does

that. It just gives tax relief to the individual in a different form,
a refundable tax credit rather than

Senator BRADLEY. It would take the same amount of money?
Dr. BUTLER. Absolutely.
Senator BRADLEY. Would this result in essentially a tax increase

for well to do, upper income individuals?
Dr. BUTLER. It would be a slight increase at the very upper in-

come levels, although the way the Nickles bill is structured there
is an added degree of subsidy to fund the tax credit that comes
from modest reductions in Medicare and Medicaid so that, in fact,
there would not be any increase except for very, very highly paid
people..

But the middle class would come out ahead in terms of tax relief
under the way the Nickles bill is structured.

Senator BRADLEY. Wait a minute. There would be no decrease in
what for the vast majority of people? Would you have a refundable
tax credit going from 25 to 75 percent, 75 percent at the low end,
right, or depending on who uses the health care system?

Dr. BUTLER. That is correct. Most people would be on 25.
Senator BRADLEY. Most people would be on 25?
Dr. BUTLER. Most people.
Senator BRADLEY. So what you are saying is everybody who is

out there now getting essentially a $5,000 or $6,000 value non-
taxable every year would not end up paying more taxes?

Dr. BUTLER. When Lewin-VHI analyzed the Nickles bill, they es-
timated this and it is in the complete study that was mailed over
to you. Essentially the crossover point at which people would end
up losing more from the abandonment of the exclusion than they
gained from the credit is at around $75,000 on average.

Below that they would be ahead by varying degrees. The lower
their income the more they would be ahead compared with the cur-
rent system.

Senator BRADLEY. Mr. Chairman, may I ask another one?
The CHAIRMAN. Please.
Senator BRADLEY. Let me ask Mr. Graetz-and if other members

of the panel want to comment on this, I would appreciate it-you
really came at the employer based subsidies and you raised the
question of the caps of a percent of payroll and so forth and other
unintended results.

My question to the panel is, if you have one cap for a larger com-
pany and a different cap for a smaller company, is there any incen-
tive for big companies to become small companies and/or part-time.
And if big companies become small companies or small companies
lay people off who become part-time, what happens to the pension
benefits that they have accrued when they were with the bigger
company?
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Might we be having an unintended consequence here of assuring
everybody has health care, but at the same time jeopardizing some
of their pension benefits? Now what is your comment?

Mr. GRAETZ. Senator Bradley, there clearly are incentives to re-
organize businesses and to reorganize your labor force with an em-
ployer mandate. A business may want to put all of its high paid
people in one organization so that they are subject to the premium
amount as a cap rather than the percentage of payroll amount and
then put low-income people in a plan where they are subject to the
payroll amount as a cap.

The CHAIRMAN. We will catch you with that.
Mr. GRAETZ. With all due respect, Senator, having worked with

the tax system for 25 years now-
The CHAIRMAN. We will not?
Mr. GRAETZ.-I fear that you will not catch as many people as

you would like to catch. So there clearly are incentives for reor-
ganizing businesses, for segmenting labor forces, and for hiring
people who are in different circumstances and for using-and I
think this is an important point related to your pension point-for
using temporary and seasonal help and overtime so that you do not
even allow people to enter into the labor force who might get pen-
sion benefits.. You are coupling your health incentives with your
pension costs there. So I think there is a risk.

And to the extent that whether the people are in and out of the
work force-women, low-income workers and so for'h-those pen-
sion benefits are far less secure already than people believe them
to be. You may be adding an additional element of insecurity. I
think it is an important concern, and, frankly, not one that I have
heard before.

Dr. ENTHOVEN. A couple of comments. For example, in the Clin-
ton plan where they propose to limit employer contributions to 7.9
percent of payroll. I think the first thing that does is that it kills
the incentive for employers to innovate the control cost. In fact-

The CHAIRMAN. Once past 7.9.
Dr. ENTHOVEN. Forget it.
The CHAIRMAN. And, of course, there are 6 different rates, 5 of

which are less than 7.9.
Dr. ENTHOVEN. And if you look back at what has happened in

the last 15 years, there has been tremendous innovation in the pri-
vate sector with the growth of HMOs and multiple kinds of HMO's
and the growth of preferred provider insurance and employers have
been very active and creative in promoting innovation.

Meanwhile, good old Medicare rocks along with its same obsolete
fee-for-service, solo practice, remote third party payment model fro-
zen in time in the 1960's. So I think that that cap it wipes off the
battle field the institution in America that is most interested in
controlling costs, the employer. That is problem one.

Problem two is in that 7.9 percent cap I see a huge risk to the
Federal budget that the revenues are tied to wages. Now if health
care costs continue to rise faster than wages as they have been
doing in this country for at least 50 years we know about, as well
as in Canada, et cetera.

The CHAIRMAN. Fifty, 5-0?



Dr. ENTHOVEN. Yes. I am picking a number out of the air. Then
the problem is, the Federal budget is at risk. Now I did a simplistic
calculation some time ago based on the numbers out of the Clinton
plan and said if you project Federal costs forward under the Clin-
ton unrealistic goals of 1.5 percent real increase per capita in 1996,
one in 1997, one-half in 1998 and zero real per capita in 1999, pro-
jected forward that way, then instead make an alternative projec-
tion which is like Canada.

In Canada from 1985 to 1990 real per capita spending grew 3.5
percent a year.

Senator BRADLEY. Right.
Dr. ENTHOVEN. If we had a Canadian style health care cost

growth it would be something like $160 billion a year more in the
Federal deficit. So I think that is another major unintended con-
sequence, because I, frankly, really have my doubts that with these
Clinton price controls on premiums that when we start seeing peo-
ple queuing up denied service, doctors laid off, hospitals closed and
so forth, I just have my doubts that the legislature will be able to
hold the course on that.

Senator BRADLEY. And on the pension point?
Dr. ENTHOVEN. That sounds like a reasonable point. I just had

not thought about it.
By the way, we certainly ought to have individual portability for

pensions, you know, just like professors have through TIAA, CREF
and so forth. There ought to be a system for everybody where your
pensions are portable and stay with you.

Senator BRADLEY. The only difference there, not to belabor the
point, is that the auto worker does not have tenure.

Dr. ENTHOVEN. All the more reason that his pension ought to be
portable.

Senator BRADLEY. Right. Dr. Butler?
Dr. BUTLER. I do not really have anything to add to the others.

I think you are correct that any mandate system with even a sub-
sidy would jeopardize pension programs another benefits by caus-
ing churning of the labor force, by a disinclination to hire people
on a longer term basis and so forth.

Exactly what the figures would be, I could not comment. But
there is no question that you would see a drift toward short-term
people, seasonal people, part-time workers, and all these people
would be less likely to be included under pension benefits. And if
there is any churning of labor, releasing full-time people for part-
time people then, indeed, their pension benefits would be jeopard-
ized.

Dr. HOLAHAN. I would just add that I think at least some of the
problems you have mentioned are inherent in the structure of sub-
sidies that are in the Clinton plan that are not necessary. If you
have a smaller employer contribution, I think you get away from
a lot of that, including the problem of the 7.9 percent cap that
Alain has talked about. You just really do not need that with a
smaller employer contribution.

Senator BRADLEY. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Bradley.
If I could just say that, if there is one thing I have learned in

these hearings, it is that whatever else we do, now that employers



are interested in the costs of health care. keep them interested. Be-
cause with all that managerial skill, they do read small print in a
way that the individual will not. And you do not ever want to say
that you were interested from 1985 to 1995, but you do not have
to be interested any longer. That would be the worst idea.

Can I ask Dr. Butler something which is probably being too easy
on him, but we are going to have this job summit in Detroit next
week, is it possible that some of the slow growth in employment
in Europe is associated with the health care provisions? They are
not identical, of course-Germany as against France as against
Britain.

Dr. BUTLER. You described it as an easy question. Indeed it is,
because I think there is no doubt about that. I lived for 30 years
in Britain. I am very familiar with the costs associated with a sys-
tem there.

If you look at the cost of hiring in most of the European coun-
tries, it is significantly higher than in this country. Having a man-
date on employers such as the Clinton plan would do would mean
an increase in the cost of hiring full-time people. I think that with-
out any question this would reduce the rate of growth of employ-
ment among the full-time people. There is no question about it.

The CHAIRMAN. Well, I did not want to have the Heritage Foun-
dation come and feel we were not going to be receptive, at least in
some respects.

Dr. BUTLER. It is very kind of you to say that, Mr. Chairman.
The CHAIRMAN. And now Senator Roth, to wrap up for the morn-

ing. We are getting into the afternoon.
Senator ROTH. Thank you, Mr. Chairman.
I would like to ask some questions in respect to the Federal Em-

ployee Health Benefits Program. I know you are all familiar and
I realize that some comments have already been made. But this is
a program that has worked, it seems to me, very well. Something
like 9 million Federal employees, retirees and their dependents are
enrolled over 300 participating plans.

So I would like to ask each of the panel these questions, Mr.
Chairman. First, would you continue the Federal Employee Health
Benefits Program? Under the Clinton plan it, of course, would not
be continued.

Second, what I would like to consider is opening that plan par-
ticularly to small business and self employed. I would like to get
the comments of you gentlemen as to the feasibility of that ap-
proach. Now I understand there is some difference of opinion as to
whether there should be one standard package and why can we not
continue with the present proposal that has, as I say, roughly 300
participating plans.

And finally, I would be interested in knowing how many millions
do you think could or what numbers could be covered by opening
this plan? How much accessibility is there here?

Dr. ENTHOVEN. Well, would I continue the Federal Employee
Health Benefits Program, I think it would be a good idea to con-
tinue it. But I do think that the management, the structure has
significant defects that ought to be corrected. The first one being
we ought to standardize

The CHAIRMAN. That is segmented.



Dr. ENTHOVEN. Yes, right. That we need to standardize the bene-
fit package, something that is very hard to do politically once the
government is controlling it. But we have done that in CalPERS
and it has worked very well.

The fact that the employee is cost conscious in his choice is a
very good thing about the Federal Employees Health Benefit Plan,
but the formula attenuates that to some extent because it only
pays 75 percent of your premium for a low-priced plan.

So it ought to be changed so that there is full employee cost con-
sciousness in the choice of plan, that you always save a dollar if
you pick a plan that costs a dollar less. I know these sound rather
technical but they are really important to get this right, to get the
incentives right. So the Federal employee plan does need a tune up.

With respect to opening the plan to small business, right away
you are going to hear howls from employee unions I am sure be-
cause they are going to be afraid of things like are they going to
get adverse selection, are the bad risks going to be dumped on
them, are people free to join or not join and so forth.

So I think that is not good enough by itself. I think we have to
have large scaled pooled purchasing arrangements which I hope
would be pluralistic, but which requite people to join one or an-
other pooled purchasing arrangement so that we do not have risk
selection sloshing around and messing this thing up.

With respect to the idea of opening this to the Federal-you
know, like, let us call everybody in America a Federal employee for
health insurance purchases, frankly, I am much more of a believer
in Jeffersonian democracy, in a decentralized world.

I fear that this would become the super Clinton alliance, the Fed-
eral Government doing the whole thing. And as much as I admire

eople who are in the Federal Government, and many of the
appiest years of my life were as a civil servant, nevertheless I

think it is very bad to concentrate so much power ]it in one institu-
tion.

I think we ought to have purchasing cooperatives by and for
small employers out in local areas. We ought to have public em-
ployees in one purchasing pool, Medicare in a different one and so
forth, and not put everybody into one massive entity because I
think that is an invitation for somebody to make it into a single
payer.

Senator ROTH. Dr. Butler?
Dr. BUTLER. Senator Roth, as you know, the public unions in the

Federal system are determined one way or the other to keep the
current system that they have under the Clinton plan. I think that
is very instructive in terms of showing there is good value for
money in that system.

In fact, to add to your points, you do have a choice of plan and
type of coverage under the Federal employee system. There are
very few mandates on what particular benefits have to be in par-
ticular plans. I think that is instructive in showing how an individ-
ual system would work. Many of the issues and concerns of adverse
selection that Professor Enthoven raised could be dealt with quite
easily under the Federal employee system by moving toward lim-
ited underwriting rather than community rating in the way the
premiums are set.



As far as your specific questions, under the Nickles bill the Fed-
eral employee system would in effect be continued. The method of
subsidy to individual Federal employees would change to a credit
rather than the current explicit subsidy and exclusion.

But essentially it would be opened up to everyone. And Federal
employees, incidentally, would even have a wider choice if they
wished to exercise it under that new system.

Second, as far as opening it to small business and the self-em-
ployed I think that is a very useful step. Of course, under the Nick-es bill it would be extended even wider in practice. That is what
I would prefer, so that your place of employment would not be a
limit on your choice.

As to how many people would be included if you did extend it in
this way, if you extend it to everybody and require people to join,
then everybody would be included. If it is opened to small busi-
nesses and the self-employed, I really could not make an estimate
off the cuff of how many. It would be a pretty large proportion of
the uninsured.

In talking to a number of the companies that provide policies
through the Federal employee system I have posed the question, "If
all the uninsured were to be included, what impact would it have
to you?" They generally say that they feel the premium rates, if
anything, would decline, chiefly because although the uninsured
are sicker than the equivalent people who are insured, they do tend
to be disproportionately younger people.

So it is not clear that including all these people would actually
push up the cost for those that are currently insured under the sys-
tem. So I am not sure the union concern about the impact on pre-
miums is not justified if you actually look at that effect.

Senator ROTH. Mr. Graetz?
Mr. GRAETZ. Senator Roth, I agree basically with what Alain

Enthoven has said. I think it is a good plan. Comparisons are dif-
ficult now so some standardization of benefits would be a great
help, and you have to have risk adjustments across plans, almost
no matter what.

I do want to say-Alain has now repeated this two or three
times-I want to emphasize that giving people the option to enroll
in the Federal employees plan is not putting the Federal Govern-
ment in the middle of buying insurance for everybody, and I wish
that Alain would get CalPERS to let us all enroll in their plan as
well. That would be a great advantage.

The CHAIRMAN. That may be the key idea. [Laughter.]
Mr. GRAETZ. If they do as well as Alain claims, we would all go

to CalPERS. So the competition with the Federal plan will be
based precisely on the price and quality considerations that people
who are interested in competition are interested in.

Dr, ENTHOVEN. Michael, I am still in shock from reading the Sep-
tember 7 version of the Clinton plan in which health alliances had
every regulatory power imaginable, including the kitchen sink. So
I see a framework there that is too-if it is centralized and mono-
lithic that is too easily converted into the regulatory and the single
payer.

Mr. GRAErz. Let us not confuse bad plans and good plans. That
is all I can say.
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The CHAIRMAN. Dr. Holahan, the last word.
Dr. HOLAHAN. I think I generally agree with what Alain

Enthoven has said. I guess I do not see the Fedel-al employees plan
as a model because it does not have a lot of insurance reform provi-
sions that are in a lot of the other bills. So I think it would just
have a lot of adverse selection problems. It already does.

Senator ROTH. Thank you.
The CHAIRMAN. Thank you, Senator.
Great thanks to our panel. Thanks to Professor Tobin who has

contributed to it, and Professor Graetz.
On Thursday, we will pick up the same subject with representa-

tives from business and from labor.
And again, we thank our guests and we thank our long suffering

Reporter over there.
[The prepared statement of Senator Hatch appears in the appen-

dix.]
[Whereupon, at 12:52 p.m., the hearing was adjourned.]
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OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
The CHAIRMAN. A very good morning to our distinguished wit-

nesses and our honored guests. This is a continuation of the hear-
ings that the Committee on Finance has been holding on health
care matters for almost a year now. I wish I could say things are
clearing up, but we are complexifying very nicely.

This morning's hearing is on health care premiums and sub-
sidies. It is the second of two such hearings. Senator Packwood has
to be in the Commerce Committee and will be a little late for this
one. I know that Senator Chafee has asked to make an opening
statement and others will do as well.

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S.
SENATOR FROM RHODE ISLAND

Senator CHAYEE. Well, Mr. Chairman, in all fairness, it is just
a very brief statement and it does not deal with the actual matter
before us. But I just wanted to take this opportunity to express my
deep concern over the way our relations with China are being con-
ducted at the present time.

I do not believe that the actions of the administration are going
to achieve either of the two goals-one, to improve the condition of
human rights in China; or, two, improve the ability for Americans
to trade with that nation. I know others may have different views
on this, but I believe hectoring the proud nation of China to do
what we want them to do is not going to produce the results we
seek.

I just wanted to take this opportunity to express my deep con-
cern over the way things are proceeding.

Senator BAUCUS. Mr. Chairman?
The CHARMAN. Senator Baucus?
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Senator BAUCUS. I would like to address the same subject.
Frankly, I think the administration is doing a good job in dealing
with this issue. It is because the issue is very complex. I think all
Americans would like to see China move much more aggressively
in addressing human rights concerns.

I think most Americans would also prefer to work with China,
all the various levels-commerce, trade, political level, scientific
level, environmental level. China is a great nation. China is grow-
ing at a tremendous rate. The United States has very important
economic, political, cultural and other interests in China and the
administration, I think, is doing a very good job with a very dif-
ficult delicate situation.

I know in speaking with many people within the administration
that they are working diligently to try to grapple with and deal
with the enforcement position we find ourselves in. I think that
most Americans would like to find a solution which addresses both
human rights problems that we have with China, as well as the
economic, as well as pursue an economic solution with China at the
same time.

It is not an either or situation. To say it is either or I think is
being a bit simplistic and I know the Senator from Rhode Island
did not suggest that in any way whatsoever. But I do think that
the administration is doing a good job, a very good job, with a very
difficult situation, which does not call for an either or result, rather
one that is much more sophisticated, much more creative and the
administration is working to find that creative sophisticated solu-
tion. I think we will find it when it pays out.

The CHAIRMAN. Senator Chafee?
Senator CHAFEE. No, Mr. Chairman. I do not want to prolong

this because that is not the subject before us. The witnesses have
come a long way. I feel we are playing with fire out there, with tre-
mendous potential adverse consequences for our Nation.

The CHAIRMAN. Can I suggest that we will be holding a hearing
on China MFN in April, which is next month, and this will be a
chance to talk about it. We might ask the Secretary of State to
come and talk with us in our back room.

Thank you for raising a very appropriate subject.
Senator CHAFEE. I would appreciate that. I think that would be

helpful, Mr. Chairman, to have an opportunity to visit with Sec-
retary Christopher in the back room.

The CHAIRMAN. I am seeing the President later today on these
matters and I will issue that invitation on behalf of the committee.

Mr. Baucus?
Senator BAUCUS. I must say, I think the solution is ultimate at

least to get over the hump of the next several months and find a
solution. Then after that not condition MFN on human rights. Use
other tools to address the human rights problems in China. I do
think that is where we are going to end up.

Senator CHAFEE. Well, I certainly hope that. I think that every
year coming back to this MFN on-first of all, as I have said so
many times, MFN, most favored nation, violates the truth in label-
ing law.

The CHAIRMAN. Now wait. We have changed that. Quick. Help.
-Marcia. Nondiscriminatory treatment.



Senator CHAFEE. Well, your nondiscriminatory treatment label
has not quite caught on, Mr. Chairman.

The CHAIRMAN. Well, I cannot even remember it myself, but
Marcia can.

Senator CHAFEE. NDT, somebody will think it is a pesticide.
The CHAIRMAN. Enough. Enough.
Senator Pryor, good morning.
Senator PRYOR. Good morning.
The CHAIRMAN. Now, to our subject matter, and we will indeed

get on to this other matter. This is a hearing on health care pre-
miums and subsidies. The first of our witnesses as recognized here,
for St. Patrick's Day, are Blakeley, Brennan, O'Flinn, and Sweeney.
[Laughter.]

Ann Blakeley, who is Chief executive Officer of the Earth Re-
sources Corporation and is appearing on behalf of the National
Federation of Independent Business. Ms. Blakeley, we welcome
you.

If everybody will try to stay within about a 5-minute compass,
it will give us plenty of chance to have conversation afterwards.
Mr. Sweeney is on his way.

Ms. Blakeley?

STATEMENT OF ANN BLAKELEY, PRESIDENT AND CHIEF EX-
ECUTWE OFFICER, EARTH RESOURCES CORPORATION, OR-
LANDO, FL, ON BEHALF OF THE NATIONAL FEDERATION-OF
INDEPENDENT BUSINESS
Ms. BLAKELEY. Thank you. Good morning. My name is Ann

Blakeley and I am the President of Earth Resources Corporation of
Ocoee, FL. I employ 25 people and my company specializes in the
management of particularly or high-hazard waste, such as com-
pressed gases, reactives, and chemical warfare material.

Today I am testifying on behalf of the National Federation Inde-
pendent Business. NFIB is the nation's largest small business ad-
vocacy organization, representing more than 600,000 small busi-
ness owners in all 50 States.

In the short time I have for my opening remarks, I would like
to address three myths that continue to cloud the debate over the
employer mandate, small business and health care reform. The
first myth is that small business does not want health care reform.
This is simply not the case.

The cost of health insurance was first cited as the number one
problem for small business owners in a 1986 NFIB Foundation sur-
vey. Since that time, the cost of health insurance has remained the
number one small business problem, becoming twice as critical as
the number twc problem, which is Federal taxes on business in-
come.

As a result, reforming the nation's health care system has be-
come NFIB's top priority. In my home State of Florida NFIB sup-
orted and I personally worked on far reaching health reform legis-
ation that is now law.

However, small business owners cannot support the employer
mandate. It will cause job loss in small businesses and when hit
hard the newest, smallest, most marginal firms in the economy.
Small business survives on cash, not on profitability. Profitability



is critical to long-term survival; however, a profitable small firm
can go out of business if it does not have enough money to make
payroll and pay bills.

A health insurance mandate would critically impact the cash
flow of small business, particularly start-ups in those firms that
have not reached a mature enough level to have cash reserves.

This leads me to the next myth that plagues the health care de-
bate. That is the idea that small firms that already provide health
insurance would not be hurt by the employer mandate. Speaking
for my own company, the President's mandate to pay for at least
80 percent of premiums for all employees and their dependents
would create substantial new costs for my business.

I currently provide health care insurance for my employees. Total
health care costs for my company is approximately 6 percent of
total payroll and employees pay for a percentage of the cost. Under
the proposed mandate and payroll caps our costs for providing
health insurance would almost double, increasing approximately
$37,000 a year.

This represents approximately two nonprofessional positions in
my company. This increase assumes that the cap would not exceed
7.9 percent of payroll. Given the fact that the Congressional Budget
Office has reported that the employer subsidies that financed the
payroll caps are underfunded by $72 billion in the first 5 years of
the program, I and other small business owners do not believe the
caps will hold.

An employer mandate, the President's and other variations of it,
also comes with an increase in time and resources dedicated to new
paperwork requirements. Small businesses currently have to main-
tain payroll records and do tax returns for FICA, Medicare, Federal
unemployment, State unemployment, separate records with dif-
ferent requirements for workman's compensation. And if in our
case an employer provides a retirement plan such as a 401K sepa-
rate records with different requirements to administrate that plan.

These records do not include other personal record keeping re-
quirements, such as those required for COBRA and documentation
requirements for hire/fire decisions.

.Another area of concern about the employer mandate is the pro-
posal to pass a standard benefits package consistent with a For-
tune 500 plan. This is not what most small firms offer and would
be too highly priced for many small employers.

When my first was smaller and new, we offered a basic benefits
package that we could afford. As my business has matured, we
have increased the benefits we offer. Today our health insurance
plan provides most of the features proposed in the President's plan
with notable exceptions such as children's dental and vision.

The third myth of the health care debate is the claim that the
vast majority of small businesses already provide insurance to their
employees. This too is false. The Congressional Budget Office re-
ports that only 39 percent of firms with fewer than 25 employees
currently provide health insurance.

Firms of this size account for more than 9 out of 10 employers
in America. Most of these firms cannot afford health insurance and
an employer mandate would have a devastating effect on the vast



majority of main street businesses resulting in more job loss and
business failures.

One final word about the employer mandate. Small business
owners do not trust mandate compromises that either exempt some
employers or lower the level of mandatory payment.

Mr. Chairman, as you said last September while commenting on
the financing of Federal entitlements, in the past we have all been
wrong about costs. And small business owners know that once you
write into the law that health benefits are an employer responsibil-
ity, employers will inevitably be tied to required costs over which
they have no control and one which would certainly go over time.

I ask you to pass health care reform that brings costs down, in-
creases access to coverage and does not include an employer man-
date. Health security should not come at the expense of job security
in America's small businesses. Thank you.

[The prepared statement of Ms. Blakeley appears in the appen-
dix.]

The CHAIRMAN. Should we record that the National Federation
for Independent Business in the person of Ann Blakeley is the first
witness this year to finish her testimony in full and under time. I
think that is sort of equivalent to on time and under budget.
[Laughter.]

The CHAIRMAN. I really want to congratulate and thank you. You
were very succinct. We will get back to you.

Senator PRYOR. That is why, Mr. Chairman, she is in the busi-
ness of waste management.

The CHAIRMAN. Yes, I suppose she had better get it right the
first time. [Laughter.]

Thank you, Ms. Blakeley.
And now, Mr. Brennan, who is the chairman of the board and

CEO of Montgomery Ward on behalf of the National Retail Federa-
tion. Mr. Brennan, we welcome you.

STATEMENT OF BERNARD F. BRENNAN, CHAIRMAN OF THE
BOARD AND CHIEF EXECUTIVE OFFICER, MONTGOMERY
WARD AND COMPANY, AND CHAIRMAN, NATIONAL RETAIL
FEDERATION, CHICAGO, IL
Mr. BRENNAN. Thank you, Mr. Chairman. As you mentioned, I

am Chairman of the Board of Montgomery Ward, and the National
Retail Federation. I thank you for the opportunity to testify today
on behalf of the National Retail Federation on the health care is-
sues of importance to retailers.

Montgomery Ward is a Chicago-based company. We have 60,000
employees. We offer comprehensive health care to all full-time em-
ployees and part-time employees working over 30 hours.

We have a history of health care support dating back to 1912
when we were the first company in America to offer such a plan
to our employees.

The CHAIRMAN. Is that right?
Mr. BRENNAN. We support the goal of affordable health care for

all Americans. We support the following important reform meas-
ures-control of health care costs, voluntary health care purchasing
groups, managed care and utilization reviews and elimination of



preexisting conditions, and finally, guaranteed renewable and port-
ability of coverage.

The retail industry itself employs 20 million people, 1 of 5 in the
U.S., 25 percent of the recently unemployed find jobs in retail and
we have created 3.4 million jobs since 1979. The issue, however, is
productivity. Let me share some data with you. Each full-time re-
tail employee produces $1,740 in earnings to their company, com-
pared to $6500 in earnings for a manufacture employee, or it takes
3.7 more retail employees to produce the same earnings as a manu-
facturing employee.

Remember, I said each full-time retail equivalent contributes
$1,740 to their company. Now the cost of the administration's
health care plan based on CBO estimates would be $1,656 per year
or 95 percent of the earnings contribution for a single coverage em-
ployee; and $3,864 or 222 percent of the employee's earnings con-
tribution for family coverage. The point is, we simply cannot afford
these costs.

The health care employer mandate imposes a $17.1 billion in-
crease on the total retail industry, which is 59 percent of the total
corporate increase of $28.9 billion. The survey of 10 retailers em-
ploying 1.3 million employees shows that we would experience a 90
percent increase in health care costs.

The industry cannot absorb or pass on these costs through price
increases. So we feel the direction of health care reform is of vital
importance. We feel that government programs are often upon en-
actment merely a starting point. Starting down the wrong road,
even with a timid step could quickly turn into a fiscal quagmire.

An employer mandate is simply an entitlement which is funded
by business. Now certainly you all know the nation's track record
relative to entitlement programs. In 1965 it was estimated that by
1991 Medicare would cost $9 billion per year. The actual cost in
1991 was over $100 billion per year.

The Federal Medicaid Hospital Subsidy Program was estimated
by the CBO to be $32 million a year in 1987. In 1992 it was $10.8
billion. Once begun, governmental programs are often irreversible
and obviously change as to direction and growth.

So we believe we must be sensitive to jobs and the economy. The
retail industry has and plans to continue to increase employment,
but massive cost increases would make this impossible. Numerous
studies indicate that from $500,000 to 3.1 million jobs would be lost
under the employer mandate. And, of course, that is consistent
with mainstream economic thought.

Lester Thoreau of MIT stated that Europeans have taught us
that mandated benefits end up pricing labor out. To summarize our
concerns, we believe health care reform is essential, but reform
must focus on covering Americans without health care, controlling
costs and reducing bureaucracy.

Labor intensive, low margin industries cannot absorb the mas-
sive cost increases that the mandate would require. An employer
mandate would tragically cause many of the individuals most in
need of health care to lose something they and their families cher-
ish far more and that is their employment.

Since a composition of the 38 million Americans without coverage
is as diverse as the reasons for lack of coverage, we suggest that



Congress undertake a series of targeted changes that would reduce
the size of this group and permit a workable solution.

So in summary, as a representative of a concerned industry, we
want to continue to serve our customer's needs while growing jobs
for millions of Americans. We are ready to work with Congress to
achieve health care reform, to provide access for all Americans
without jeopardizing our economy, while addressing the critical is-
sues that are raised today.

Thank you.
[The prepared statement of Mr. Brennan appears in the appen-

dix.]
The CHAIRMAN. Something has to be done. Twice in a row on

time and under budget.
Mr. BRENNAN. She put the pressure on me, Mr. Chairman. I had

to move fast. [Laughter.]
The CHAIRMAN. No wonder we are scaring the Japanese into the

hole there.
Well, Mr. O'Flinn I am sorry to have to say, sir, that you are

next in this competition. Mr. O'Flinn is manager of Corporate Ben-
efits and Regulatory Affairs for the Mobil Corporation. He appears
on behalf of the ERISA Industry Committee. That is a somewhat
confusing title. You mean businesses which have ERISA coverage
and concerns, is that not right?

STATEMENT OF CHRISTOPHER W. O'FLINN, MANAGER, COR-
PORATE BENEFITS AND REGULATORY AFFAIRS, MOBIL COR-
PORATION, FAIRFAX, VA, ON BEHALF OF THE ERISA INDUS-
TRY COMMITTEE
Mr. O'FLINN. Yes. Thank you, Mr. Chairman. Our organization

consists of 125 of the largest employers in the United States. These
are employers that sponsor comprehensive benefit plans and all
told, the medical plans that our members sponsor cover about 10
percent of the population of the country.

The CHAIRMAN. Right. Sir, would you mind bringing your micro-
phone just a bit closer. The persons behind will find it easier to
hear you.

Mr. O'FLINN. Thank you, Mr. Chairman.
The CHAIRMAN. Good morning and welcome.
Mr. O'FLINN. And members of the committee, ERIC, as we call

the ERISA Industry Committee, has been dealing with health care
reform comprehensively for the last 2 years. Hopefully, the mem-
bers of the committee are familiar with our positions. We feel that
we represent the best business thought on the matter of health
care reform.

Today in these brief remarks I would like to briefly state our po-
sition on employer mandates and financing and then-.

The CHAIRMAN. May I just say, please, do not feel under any
pressure with regard to time. [Laughter.]

Mr. O'FLINN. That is very gracious of you, Mr. Chairman, thank
you.

After stating the position, I would like to talk about the supply/
demand situation in health care because we feel it has profound
implications on the question of mandates and pricing and how the



country achieves its goal of universal coverage, which is a goal that
ERIC endorses.

On the subject of mandates, we believe an individual mandate is
the best route to universal coverage. We believe this notwithstand-
ing the fact that virtually all of our members contribute today to
health care more than any of the leading mandate proposals would
require.

And we say this despite the fact that our members would benefit
tremendously from the elimination of cost shifting which an em-
ployer mandate would achieve. Why do we say this when it is ap-
parently against our interests? Because we simply believe that we
cannot sign on to a specified percentage of an unknown cost.

That is a business judgment that virtually none of our members
are prepared to make. We are not prepared to take on that kind
of responsibility.

Speaking now on financing, we recognize that there are people
who will need subsidies to afford coverage. We feel that these sub-
sidies should be financed by a broad-based tax base and that it
should be raised by the Federal Government. It should be budget
neutral. It should be clear what the cost is and there should be ac-
countability and at the Federal level.

I would like now to talk about the supply and demand situation.
The CHAIRMAN. May I just say, sir, I want to be clear what you

said. You want us to increase taxes but be budget neutral. That is
what I heard.

Mr. O'FLINN. Our position is that the health care reform outcome
should be budget neutral between the subsidies given and the reve-
nues collected to pay for them. That would be our position, Mr.
Chairman.

The CHAIRMAN. I follow that.
Mr. O'FLINN. With respect to the supply and demand situation,

we have an unusual situation in the medical sector. The cost of
medical care has been rising alarmingly most particularly since
1987. The number of people who are refusing to purchase the cov-
erage or who cannot afford the coverage is increasing; and yet this
is a sector that is characterized by excessive supply.

How can it be in a sector that is characterized by excessive sup-
ply that prices are rising at an alarming rate? We believe that this
has happened because the demand side of the sector is inelastic
and, specifically, health care purchasers do not have or did not
have the knowledge or the infrastructure to deal with the supply
side of the medical sector. Or in plain English, sick people do not
negotiate with their doctors regardless of the fee and they do not
negotiate with their hospitals regardless of the number of empty
beds they see in them.

This situation is changing. It is changing very dramatically right
now. At two major oil companies, company costs for medical care
is down 20 percent this year. Employee costs are down about 8 per-
cent in similar companies. And the fundamental driver is that pro-
fessionals, knowledgeable professionals, are negotiating with hos-
pitals and doctors long before any illness occurs on behalf of the pa-
tient and they are achieving dramatic results.

Senator CHAFEE. Sir, I am not quite sure I understand that. The
costs for the companies you say are down 20 percent.



Mr. O'FLINN. That is correct.
Senator CHAFEE. And the costs for the individual are down 8 per-

cent. What individuals? Do you mean individuals who are em-
ployed by your group, your companies in your group?

Mr. O'FLINN. Yes, Senator. I am speaking of the company pre-
mium for the coverage, down 20 percent; and I am speaking of the
employee premium for the coverage, down 8 percent.

The CHAIRMAN. There is an 80/20 mix or a 60/40 mix?
Mr. O'FLINN. Yes, that is right. And the fundamental reason
Senator CHAFEE. Overall within your group, members of ERIC,

there is a copayment for the insurance?
Mr. O'FLINN. That is correct. There is a copayment for the pre-

mium and then typically there is a copayment for the benefit as
well.

The CHAIRMAN. Well, we had Alain Enthoven on Tuesday saying
that CAlPERS has negotiated a 1.1 percent decline in its premium
for the coming year. We have been hearing this testimony that
price cost containment is taking hold.

Senator CHAFEE. What I do not understand is the 20 percent de-
cline and the disparity with other categories of insured.

The CHAIRMAN. We will get to that. John Sweeney is going to ex-
plain to you about corporate America, you see.

Senator CHAFEE. Allright. [Laughter.]
Senator BAUCUS. I think it is important here, too, Mr. Chairman,

just to remind us all that is true in some isolated cases. That is
not true for all in America, because in the United States health
care costs generally, for the country as a whole, are continuing to
rise. In fact, the 1994--or 1993, I have forgotten; it is either histor-
ical for 1993 or scheduled for 1994-is 12.5 percent increase over
the prior year.

If you look at each year for the last decade of the percentage by
which health care costs generally in this country have risen for
each year in the past decade, it is flat with a slight increase. In
the last year it is about 12, 12.5 percent increase.

So even though it is true that for some companies premium costs
have declined, even though it is true that CAlPERS reduced its
premium by 1 percent, those tend to be segmented, isolated experi-
ences that is not true generally for the country overall. That is
something we have to always keep in mind here.

Senator CHAFEE. I think Mr. O'Flinn's point was though that
where you have a bargainer for you, a bargainer that is represent-
ing the company or the individual or both in dealing with the pro-
viders you get some cost reduction.

Mr. O'FLINN. That is exactly right. Both Senators, you are both
right.

Senator CHAFEE. You will not lose any points that way. [Laugh-
ter.]

Mr. O'FLINN. I am over the time limit, so I have lost that. But
I would make this point, Mr. Chairman, which is the essential
point. Yes, it is true, we have had tremendous cost increases. There
is a tremendous overcapacity.

EBRI puts the hospital over capacity at about 30 percent based
on-

The CHAIRMAN. I am sorry?
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Mr. O'FIINN. The Employee Benefit Research Institute.
The CHAIRMAN. EBRI.
Mr. O'FLINN. Points out that hospital occupancy rate is about 70

percent in this country based on today's actual admission rates, ac-
tual number of days per 1,000 citizens.

But we hear from HMOs that the hospital admission rates per
1,000 can be cut in half and have been cut in half under their expe-
rience. Well, if you apply the HMO hospital rate per 1,000 which
is about 250 hospital days per 1,000 citizens against today's rate
of about 450 per 1,000 citizens with today's rate producing 30 per-
cent excess capacity, the excess capacity in the hospital is astound-
ing. It is over 50 percent.

The same organization, the Employee Benefit Research Institute,
has similar figures for physicians. This supply/demand imbalance
is completely inconsistent with a rise in prices. Prices must go
down providing the market is allowed to operate in a rational way.
Our hope would be that you would act to encourage the market to
operate in a rational way.

[The prepared statement of Mr. O'Flinn appears in the appen-
dix.]

The CHAIRMAN. Could I just say, Mr. O'Flinn-and we will be
getting back to general questions-but we continually are pre-
sented data to the effect that there is overcapacity in hospitals, for
example. You can interpret that as a sign of advances in medicine
as against poor management. I mean, the Hill-Burton Act is not to
blame for everything.

I believe I was told just the other day by Dr. Paul Ellwood that
60 percent of surgical procedures involve 1 day or less in the hos-
pital. Well, that is an advance. That is good. And that will have
the consequence of a 70 percent occupancy rate which marks, in ef-
fect, a decline in costs in the long run.

And you have these adjustments which take place with any
changes in technology. In that sense this kind of activity is very
close to technology, but we will get back to that.

Mr. Pollack, good morning, sir.
Mr. POLLACK. Good morning. I am happy to see.
The CHAIRMAN. Yes, I was saying to Senator Dole, we have

Blakeley, Brennan, O'Flinn and Sweeney, and here is poor Pollack.
[Laughter.]

Mr. POLLACK. I truly feel like an outcast and I thank Mr. O'Flinn
for taking the pressure off of me.

The CHAIRMAN. We are very happy to have you here on behalf
of Families USA..

STATEMENT OF RONALD POLLACK, EXECUTIVE DIRECTOR,
FAMILIES USA, WASHINGTON, DC

Mr. POLLACK. Thank you, Mr. Chairman. Mr. Chairman, in the
testimony I would like to focus on one key element that I think has
not yet received adequate attention: That is the question of the af-
fordability of insurance premiums under the different approaches,
particularly the approaches that are employer based versus those
that are individual based.

Obviously, if these premiums are unaffordable, then we are not
going to achieve the goal of universal coverage. I have heard Con-



gressman Cooper say, for example, that because his plan cospon-
sored by Senators Breaux and Durenberger provides subsidies up
to 200 percent of poverty, that this group of people is taken care
of through the subsidy mechanism.

What we wanted to do is examine that and see what was left for
individuals and families to pick up, because I would suggest to you
that what is left for them to pick up is not affordable.

If I may, Judy Waxman-not to be confused with Vanna White-
who many of you know from her work on the Pepper Commission-
will help me with the four charts that we have prepared for you.

The CHAIRMAN. Ms. Waxman, we welcome you to the hearing
room.

Mr. POLLACK. Mr. Chairman, the chart you have here is an ab-
breviated version of what you see in Table 3 of our testimony.
What it does is, take a look at a family of four, composed of two
adults and two children, and it assumes a total premium cost as
in the Health Security Act of $5,565. That is CBO's estimate of the
premium costs under the Clinton bill.

We took a look at what the premium burden would be for fami-
lies under the Health Security Act. Then we applied the sliding-
scale subsidies under the Cooper-Breaux-Durenberger approach as
well as under the Chafee approach.

Let us look at two different sets of numbers. At 150 percent of
poverty, under the Health Security Act, the premium burden for a
family with an income of $22,200 would be $866 or 3.9 percent of
income.

Under the subsidy sliding-scale system in the Cooper-Breaux-
Durenberger proposal, it would require a burden of $2,783 or 12.5
percent of income. Under the subsidy mechanism-in the Chafee
plan-I do not mean to say it is the Chafee bill-the premium bur-
den would be $1,988 or 9.0 percent of income.

Let me give you two additional sets of figures. At 200 percent of
poverty-that is, a family of four earning $29,600-under the
Health Security Act, that family would be paying a little over
$1,100 or 3.8 percent of income. Under the Cooper-Breaux-Duren-
berger approach of subsidization, it would be $5,565 or 18.8 percent
of income.

And if I may just translate that, what that means is 10 weeks
of pre-tax income devoted just for premiums. That does not include
that portion of income devoted for deductibles, coinsurance and
other uncovered services. But just for premiums it would require
10 full weeks of pre-tax earnings. Under the Chafee type subsidiza-
tion plan, it would be almost $4,000 or 13.4 percent of income.

If I may, we will take the same situation for a one-person house-
hold and we will illustrate what happens for that person. Again,
I am going to use the CBO numbers for the premium worth of the
Health Security Act, which is $2,100 for one person living alone.
At 150 percent of poverty, the Health Security Act would require
$420. Under Cooper-Breaux-Durenberger, it would be $1,050 or 9.5
percent of income. That is approximately 5-weeks worth of pre-tax
income. Under a Chafee-type subsidy it would be $750.

At 200 percent of poverty, under Cooper-Breaux-Durenberger it
would be $2,100 or 14.3 percent of income. That is 7 weeks of pre-
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tax income. Under a Chafee type su,-iidy it would be 10.2 percent
of income.

I suggest to you, Mr. Chairman, that under these individual-
based approaches the burden that is being borne by the individuals
and the families is too large a burden for them reasonably to bear
for us to expect that those individuals and those families would be
able to afford to purchase just the premium portion of their respon-
sibilities.

I have two other charts which I can do quickly, or if you want
me to-

The CHAIRMAN. Please do.
Mr. POLLACK. All right.
The CHAIRMAN. Would you give us the number in your prepared

testimony?
Mr. POLLACK. What pages?
The CHAIRMAN. What table are we in in your testimony?
Mr. POLLACK. All right. With respect to the next table we are on

page 10.
The CHAIRMAN. Table 5.
Mr. POLLACK. Table 5, and you will see the lower example is the

one that is illustrated here.
What we tried to do was to examine what the Federal fiscal im-

plications are of trying to protect families and businesses in a simi-
lar way.

In this part of our analysis we chose the goals of the Health Se-
curity Act-the Clinton bill. One goal in the Health Security Act
is to make sure that no family would be required to pay premiums
in excess of 3.9 percent of income. We think that is reasonable.

The same Health Security Act tries to place an upper limitation
on what businesses would be paying by placing a limitation at 7.9
percent of payroll that businesses would have to pay.

The CHAIRMAN. The largest?
Mr. POLLACK. That is the largest portion, yes. So we tried to take

a look at these different examples and see what the fiscal implica-
tions would be to achieve those goals with an individual-based ap-
proach versus an employer-based approach.

And you will see the subsidy requirement to the Federal Govern-
ment is rather significantly different. Under an approach that is
based on an employer, financed system, the amount of subsidy re-
quired by the government in order to keep the individual's pre-
miums at no higher than 3.9 percent and the employer's burden at
no higher than 7.9 percent.

Under an individual-based approach, in order to protect the indi-
viduals again as well as the employer, the amount of subsidy re-
quired by the Federal Government is more than three times as
much, $1,515.

Let me use one other illustration for you. You will find that on
Table 6 on page 11 of my testimony. Here we are taking a look at
a family of four with $30,000 of income, full-time worker. Again,
the goals are the same, 3.9 percent limitation on families; 7.9 per-
cent limitation on businesses.

The amount of government subsidy required under an employer-
based approach is $2,082. The Federal subsidy needed in order to
achieve those exact same goals is double that, or $4,395.



Now let me conclude as to what concerns me with these num-
bers. Clearly, under an individual-based approach, in order to
achieve the same goals of providing income protection for families
and protection for businesses, it is going to cost the government
more.

So, therefore, it requires Congress to make a choice-either come
up with additional revenues through an individual-based approach
or skimp on the protections that are provided to individuals and
families as those first two examples demonstrated, such that those
families will be unable to afford the premiums, let alone the
deductibles and coinsurance and uncovered services.

If I may leave you with just one thought, I know that there are
going to be very careful deliberations on both sides of the aisle
about the best mechanisms for achieving universal coverage, per-
haps incorporating approaches that are individual-based and em-
ployer-based. I just urge you, no matter where your starting point
is on this, to please take as a given that you are going to have to
come up with a subsidization mechanism that is going to make
sure that individuals and families do not bear the kinds of burdens
that were demonstrated here.

It is simply unrealistic to assume that a family that is required
to spend 10 weeks of pre-tax wages as a premium is going to find
it affordable to get health insurance. And so whatever mechanism
you use, place a serious limitation on what the individuals and
families are going to have to bear and make it reasonable, as I be-
lieve the Health Security Act does, and then work from there.

Because if you do not do that, we are not going to get universal
coverage.

The CHAIRMAN. Thank you, Mr. Pollack.
[The prepared statement of Mr. Pollack appears in the appendix.]
The CHAIRMAN. And now to conclude our presentations, we have

the great pleasure of welcoming to the Finance Committee John
Sweeney, who is International President of the Service Employees
International Union, AFL-CIO. The membership, I believe, is just
past one million persons. He appears before us as chairman of a
committee on health care established by the Executive Council of
AFL-CIO. Good morning, sir.

STATEMENT OF JOHN SWEENEY, PRESIDENT, SERVICE EM-
PLOYEES INTERNATIONAL UNION, AFL-CIO, WASHINGTON,
DC
Mr. SWEENEY. Good morning, Mr. Chairman. I am delighted to

be here. I would at the outset like to congratulate you as Chairman
on the award that you received, the Humanitarian Award, that you
received last night from the American Ireland Fund and to also
wish all the members of the Committee a Happy St. Patrick's Day.

The CHAIRMAN. Now that is a good way to get started.
Mr. SWEENEY. I am happy for the opportunity to present the

AFL-CIO's views on employer responsibilities with regard to
health care coverage. In the state of the union address, President
Clinton said that he would veto any health care reform legislation
that did not guarantee universal coverage.

The 16 million working men and women who are members of the
AFLr--CIO, affiliated with unions, could not agree more. When 39

84-524 0 - 95 - 3



62

million Americans have no health insurance, it is time to put an
end to partisan bickering and provide all Americans with the secu-
rity of health insurance that can never be taken away.

If we can agree that health care coverage is a social good of such
overwhelming importance that it warrants our assuring that every-
one has it, then the question becomes how to provide it.

The AFL-CIO believes that short of a tax financed social insur-
ance system, an employer mandate is the only feasible way to secu-
rity health coverage for all Americans.

I want to make four arguments in support of this position. First
of all, requiring all employers to contribute to the cost of their em-
ployee's health insurance, builds on our existing system. Among
the 39 million Americans who lack insurance, 85 percent belong to
families that include an employed adult. A system that requires all
employers to contribute will reach the vast majority of the unin-
sured.

My second point is that the system that we have right now,
which I would characterize as a voluntary employer-based system
is under tremendous stress because of rapidly rising health care
costs. With every passing day, the incentives grow or companies
to scale back their coverage or eliminated entirely in response to
competitive pressure.

The growing disparity in labor costs between firms that provide
health insurance and those that do not is generating serious distor-
tions in the labor market. The dramatic increase in the number of
part-time and contingent workers is being driven by the desire of
employers to avoid the cost of health benefits.

This is why health care has become the number one issue at the
bargaining table and the number one cause of strikes. When we go
to the bargaining table the primary reason cited by our employers
for wanting to eliminate or scale back our health benefits is that
their competitors are not providing insurance. This is especially
true in low-wage labor markets.

My third point is that the present system of voluntary coverage
is unfair because it allows employers who do not provide insurance
to shift costs to those who do. Many employers pay more than their
fair share because they are covering the working spouses of their
employees as well as paying extra to cover the uninsured. In es-
sence, they are subsidizing their competition.

Requiring all employers to contribute to the cost of their employ-
ees' health insurance will level the competitive playing field. It will
also reduce costs for the majority of employers who are already pro-
viding health insurance. This is also one of the principal arguments
against using an individual mandate rather than an employer
mandate to obtain universal coverage.

In addition to the fact that such a mandate would unfairly bur-
den low and moderate income families and be extremely difficult to
administer, it would also do nothing to address the problem of cost
shifting. That is why a number of leaders of large and small busi-
nesses are supporting the idea of shared employer responsibility.

Our own union, as well as many others, are members of the Na-
tional Leadership Coalition for Health Care Reform, which includes
among its members 65 of this Nation's major businesses which en-
dorses an employer mandate.
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And if I may, I would like to insert into the record a list of the
members of the National Leadership Coalition.

The CHAIRMAN. Please do. So ordered.
Mr. SWEENEY. Finally, I want to rebut the argument that requir-

ing all employers to contribute will cost jobs. The fact is that the
present system is already costing people their jobs and the situa-
tion is getting worse. Employers who are currently providing insur-
ance are losing market share to competitors who are not.

One of our own local unions in Florida, Local 750, which rep-
resents building service workers in Orlando, reports that one of its
employers lost a contract with Delta Airlines that it had held for
8 years to another contractor who did not provide health insurance
and was able to underbid the union-contractor.

Those workers lost their jobs and their health insurance in one
fell swoop. The bottom line is that the system of employer-provided
health insurance is collapsing. Unless all employers are required to
contribute, firms will continue to limit their coverage or drop it en-
tirely.

Thank you. I would be happy to answer any questions.
[The prepared statement of Mr. Sweeney appears in the appen-

dix.]
The CHAIRMAN. Thank you, sir.
We thank our panel. Here we are in good time and good spirits.
Senator Dole, you have been faithful in attendance to these mat-

ters. We will defer to you as Republican Leader if you would like
to ask questions.

Senator DOLE. I will wait a while.
The CHAIRMAN. As usual, he would like to wait a while.
Mr. Chafee, you are first, sir.
Senator CHAFEE. Thank you very much, Mr. Chairman.
First, I would like Mr. Brennan to repeat a statistic that he gave

us at a breakfast we were at, which was astonishing to me. Per-
haps you could repeat that here, Mr. Brennan. I think you have
61,000 full-time equivalent employees in your company, and you
put out every year 260,000 W-2 forms.

Mr. BRENNAN. Well, on the average for every job we have, from
31/2 to four employees because of the turnover in retail, the part-
time turnover. So it is well in excess of 200,000, close to 240,000
against an employee base of 60,000. That is correct.

Senator CHAFEE. So it is nearly one to four.
Mr. BRENNAN. That is correct.
Senator CHAFEE. Which as a statistic, astonished me.
Mr. BRENNAN. May I pick up on that, Senator?
Senator CHAFEE. Sure.
Mr. BRENNAN. The issue on part-time as it relates to retail is not

a function of lowering costs, it is a function of when customers shop
for merchandise. Our stores are open 7 days a week, 12 hours a
day and it is a function really of addressing customers rather than
any issue pertaining to health care costs.

Senator CHAFEE. Mr. Sweeney, I know that it is said in the
unions that the unions have negotiated health benefits in lieu of
wages. I that true?

Mr. SWEENEY. That is very true.



Senator CHAFEE. Then I would ask Mr. Pollack if in his assump-
tions that you put up in your various charts there, do you take that
into account? Do you take into account what you might call the lost
wages for the families where the employer pays the coverage?

In other words Mr. Sweeney, the unions have frequently said
that they are receiving lower wages because the employer is paying
it. In your charts you show that since the employer is paying for
coverage; and your charts always come out very, very favorable to
the employer-based mandate which you support; have you taken
into account the lost wages to the employees as a result of the em-
ployer mandate.

Mr. POLLACK. Mr. Chafee, when we talk about targeting those
people who do not have coverage, as I have tried to do in my testi-
mony, these people have not lost wages because they do not have
health care coverage. I do not know how to respond to your

Senator CHAFEE. In other words, you make a series of predictions
there in your charts. If the income is $24,000 for a four member
family and the employer mandate such and such occurs; do you
take into your assumptions that there are lost wages in the income
total as Mr. Sweeney points out?

Mr. POLLACK. There probably would be some reduction in the
rate of increase. What you are talking about is likely. That would
happen over a period of time-most economists say over a long pe-
riod of time. So I do not know how to respond to that question, sir.

Senator CHAFEE. Well, I think we have to take that into account.
I do not think you can-and I am not suggesting you are just
breezing past it, but it is a significant factor as Mr. Sweeney and
those who gave testimony before; that by taking health care insur-
ance, employees have undergone either a reduction in wages or a
reduction in increase in wages.

Mr. POLLACK. Senator, if you are asking me to concede that em-
ployer-based coverage is going to have some adverse effect on
wages, I would agree with that over the long term. You are abso-
lutely right about that. We do not disagree about that.

The point I am trying to make, Senator, is that as you take a
look at whatever subsidization system you have, that subsidization
system must realistically be calculated so that families can afford
to pay for those premiums. I suggest taking a look at those exam-
ples and we can go through any other examples you want. It is just
an unrealistic burden under your bill and the Breaux-Durenberger
bill.

Senator CHAFEE. I am going to obviously review your testimony
because I want to look at the charts. What are your assumptions?
For example, do you assume any continued employer payment of
employee premiums? In other words; as has been pointed out by
our first witness, Ms. Blakeley and others; the employer makes
some payments. Now not 100 percent. What assumptions did you
base your charts on?

Mr. POLLACK. I am not assuming, by the way, in these charts
that there is any dropping in coverage on the part of employers
under an individual-based system. I suggest to you that there prob-
ably will be. But I have not made any assumptions about that.

In fact, if that was factored in, the cost under an individual-
based system would be even more costly.
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Senator CHAFEE. Okay.
Mr. POLLACK. But I made no assumptions about that.
Senator CHAFEE. Do you have the same benefits and the same

premiums for each of the plans?
Mr. POLLACK. Yes, we do. And under the other charts that we

have, we have different premiums. Based on your bill, for example,
Senator, we did this both ways so that you could see it both ways.
They produce essentially the same results.

In Tables 1 and 3, and this reflects what you sec on Table 3, we
are assuming the Clinton plan premium for a family of four of
$5,565-CBO has given it to us-and for an individual of $2,100.
We assume that for all plans.

Now in Charts 2 and 4 we play that differently based on the
structure of your bill, Senator, and on Senators Breaux and Duren-
berger's bill. You will see, for example, on Table 2, footnotes b and
c on page 5, the different assumption that reflects more of the ar-
chitecture of your bill and Congressman Cooper's and Senators
Breaux and Durenberger's architecture. We used different assump-
tions based on those bills.

So you have it both ways. And essentially, they produce similar
results.

The CHAIRMAN. Gocd.
Senator CHAFEE. Thank you, Mr. Chairman.
The CHAIRMAN. We have your tables and we will be going over

them.
Mr. SWEENEY. Mr. Chairman?
The CHAIRMAN. Mr. Sweeney?
Mr. SWEENEY. Mr. Chairman, if I may in response to the Sen-

ator's question. We have a study that was done by Lewin Associ-
ates, out of control, into decline, the devastating 12-year impact of
health care costs on worker wages as well as corporate profits and
government budgets.

The CHAIRMAN. We could put it in the record and we would be
happy to do. Yes, we appreciate that very much.

[The report appears in the appendix.]
The CHAIRMAN. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
The CHAIRMAN. Would other panelists feel free to comment on

anything they heard, agreeing or disagreeing.
Senator BAUCUS. I would like to address my questions and com-

ments to Ms. Blakeley and also to Mr. Brennan, by saying, first of
all, I am very sympathetic with costs that businessmen, and in
some particular case small businesspersons, would have to incur.
I say that because I come from a small business State. My State
is Montana. We are very much a small business State.

In addition, I might say that I was a member of the Pepper Com-
mission chaired by Senator Rockefeller and I voted against the
final Pepper Commission recommendations because it would rec-
ommend an employer mandate. I felt that was unfair, it was im-
proper, it would place too much of a disproportionate burden on
business.

That was then. We are now faced with a more comprehensive
proposal, that is the President's proposal as well as other legisla-
tion before us. We are forced to grapple with this question again,
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that is the degree to which there should be a mandate at all and
if there is employer or individual mandate.

Now the question I am trying to focus on is costs. How are we
going to get a hold of cost increases under whatever health pro-
posal we enact? The Congressional Budget Office has examined the
President's proposal, and is also in the process of examining others,
and has concluded that the President's proposal will save business
$30 billion compared with the current structure by the year 2000
and save business health care expenditures $90 billion by the year
2004.

They conclude, again, compared to the status quo, the President's
plan will save business that amount of health care spending.

Now some groups are opposed to the Clinton plan. They do not
like, and both of you said you do not like, an employer mkradate
and we get into sometime later the subsidies in the mandate and
how that would then affect business.

But the question I am trying to really focus on, how are we going
to otherwise control costs. The usual ways that groups who are op-
posed to mandates say we will control costs, is with insurance re-
forms, for example, community rating and getting rid of pre-exist-
ing conditions and adverse selection and so forth.

But I might say that that only levels the playing field so that
people are all in the same boat. It does nothing to address the over-
all increases in health care costs as the level playing field gets
higher. So insurance reform in no way addresses American na-
tional health care costs increases. It does not address that ques-
tion. It does with respect to different business people; it does not
as a country overall.

Second, people talk about medical malpractice reform. I am very
sympathetic with that. But again, CBO says that medical mal-
practice reform will address less than 1 percent of health care costs
in this country. It is important, but it really does not get to the
heart of the problem.

Others tout the 100 percent deductibility of premiums. That is
great for the first year, but that is just a one-shot, 1-year reduction
in costs to business people. It has no effect in subsequent years be-
cause we keep the same in each of the subsequent years. Others
suggest that, well, a standards benefit package will help, too.

But I am really trying to get at, if you do not like the mandates
and the caps, 7.9 percent of payroll, and with the caps down to 3.5
percent for businesses with fewer than 75 people and wages and
so forth, if we are honest with ourselves, how then are we going
to control health care costs in this country?

I think there is a lot of wishful thinking about managed competi-
tion, insurance reform, you know, medical malpractice reform and
so forth. But when we think it through, I do not think that that
really is going to get a handle on the increases in health care costs
in this country. So I would just like to ask you, what is your sug-
gestion? How are we going to start to control costs?

Mr. BRENNAN. That was a comprehensive question, Senator.
The CHAIRMAN. Thank you, Senator, your time is up once again.

[Laughter.]
Mr. BRENNAN. I see I am on yellow already.



Number one, I would say that when you look at the CBO esti-
mates I think any estimates are suspect based upon the empirical
evidence. I discussed earlier the original estimates on Medicare,
the estimates on the Medicaid subsidy, which are going to be $32
million a year, which were $10.8 billion last year.

Senator BAUCUS. That was an interesting point. But just on that,
the fact is Medicare is going up because health care costs are going
up generally.

And second, we must remember, since 1974 the premium, the
payroll tax that people pay, has gone up insignificantly. It was .67
percent of payroll in 1974; today it is one point something percent
of payroll. So it is true that Medicare that has gone up. It is true
it has gone up because health care costs in this country have risen
so much, not because the program is out of control.

Mr. BRENNAN. No, my point though was, if Medicaid costs have
gone up, if health care costs have gone up, in the number of 10 per-
cent per year, the Medicaid subsidy went from an estimate of $32
million to $10.8 billion, the relativity is quite different.

I will get off that issue, but I really question
Senator BAUCUS. But how do we control costs? That is the ques-

tion.
Mr. BRENNAN. Okay. I think that is the issue. Let me talk about

our estimate of the 38 million that are not insured. I am going to
use relative numbers just to make a point.

If you look at 38 million and take 24 percent of those individuals,
they are in a situation where they do not have portability. They are
in between jobs. If you take those who are affected by pre-existing
conditions, that is another 2 million. If you take the 5 million self-
employed who do not have deductibility as a corporation has, that
is another 5 million.

As you begin to build this up, there are segments that can be re-
viewed individually before we deal with the overall plan itself. So
you made the point that the sense of medical malpractice is not sig-
nificant. But if we take each of these pieces and begin to deal with
billions of dollars and millions of people, before you know it, you
are up to an area of 70 to 75 percent of the issues that could be
dealt with before you change the entire medical health care plan
across the country.

I mean, the issue really is, why do we not look at the things that
we are doing today. You have numbers maybe that are better than
mine. But I believe that there is a moderation in health care costs
taking place right now.

I sit on hospital boards. I am the chairman of the NRF, the Na-
tional Retail Federation. And if you look at the retail industry in
total today, and this is all quite recent, in the last several years,
82 percent of us offer HMOs; 50 percent offer PPOs; 17 percent
offer some kind of mental health care, or 75 percent mental health
care. We are working aggressively to lower those costs.

I believe the point made by Mr. O'Flinn that action is being
taken on the other side by hospitals and medical providers who
have to be competitive. So if I could just finish my point, what I
would like to say to you is that these are significant issues and
why don't we deal with those issues first before we attempt to put
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in any mandate or entitlement that could never be changed. That
is really my position.

Now, the last point I would make is jobs. The issue here is that
the retail industry has one million workers. And if there is the kind
of impact we are discussing, an 89 percent increase in costs, will
end up in us reducing the employment payroll because, in fact, we
cannot afford it.

But back to your issue, I think it is taking each segment by it-
self, understanding the true costs and understanding what can be
done on the other side to offset those costs and deal with this in
a logical, pragmatic manner and not try to take an entitlement and
overwhelm it entirely.

Senator BAUCUS. I must say, you know, in Montana health care
spending by business went up 280 percent in the last year.

Mr. BRENNAN. I would submit to you, sir, as you said, you have
a lot of small businesses. If they can be aggregated into purchasing
groups, they can reduce those costs from 50 to 75 percent. You
need the help and you do need those kinds of organizations. So I
understand that.

Senator BAUCUS. My time is more than expired.
Mr. BRENNAN. I am sorry for taking so long.
The CHAIRMAN. Mr. O'Flinn, you wanted to say something.
Mr. O'FLINN. Yes, thank you, Mr. Chairman.
I would like also to respond to the Senator's question. Earlier we

talked about over supply of hospitals and doctors and it was point-
ed out that we have had oversupply for quite a while and it has
not seemed to have done anything to lower the cost.

The point I would like to make on behalf of ERIC is that a break-
through has occurred in the last 15 months or so. New products are
being offered, and new infrastructure is being created, to rational-
ize the buyer and the seller in this medical service sector.

I will give you one example. We had in my company an experi-
ment in September of 1992 in which we approached a local HMO
which we offered to our employees and said, all right, you have the
participants you want, now we would also like you to sell us your
discounts, which you have negotiated with suppliers in this area.
We do not want your HMO, we just want your contracts.

That is a new product, never been done before to our knowledge.
They sold us those discounts for $4 a month and the cutback in
costs after 3 months was approximately $23 a month per head per
individual in the area.

At one hospital in this District, a very highly regarded hospital,
for some procedures costing $10,000 those contracts resulted in a
70 percent reduction in our costs. And when we got the results of
that, and my business is reducing health care costs, we stopped the
pilot program and we negotiated those contracts across the. country.
That is what led to a 20 percent reduction in our costs this year
with no reduction in benefit.

What is lacking is utilization of this infrastructure and we would
love to see the committee concentrate on insisting that this infra-
structure be expanded and used, recognizing that there are forces
in play that would stop the rationalization of this market and the
lowering of costs that are happening right now, particularly in the
States with so-called any willing provider laws.



This is the point that we would make in reply to your question,
Senator.

The CHAIRMAN. We have heard that particularly in the past, pro-
ections of costs have been underestimated. What we thought would
e $3 billion turns out to be $30 billion and so forth.

We have heard a lot of testimony, however, in the last 6 months,
along the lines which I believe Senator Durenberger endorses, that
we might be on the verge of a very significant reduction in costs
as a proportion of GDP.

In any event, it is your time to ask questions, sir.
Senator DURENBERGER. Thank you, Mr. Chairman.
The answer to the question, the excellent question that John

Chafee raised, there is only one way to reduce the cost of the sub-
sidies on that and to increase wages-that is to reduce the cost to
health plans. We can all agree on that.

The way to reduce the cost of health plans, in response to a ques-
tion Max raised, I just passed around a copy of Dave Lawrence's
article in the Wall Street Journal yesterday. Kaiser has more mem-
bers in California than are people in Minnesota. So this is not an
isolated example of how to reduce health care costs.

You can find this, as some of the witnesses have indicated al-
ready, you can find this happening in markets all over America.
Max's question was, well,then how do we get the cost of care down
explicitly and my answer is to pass Chafee, Dole, Breaux, Duren-
berger, Jackson Hole II and those parts of the Clinton bill on which
many of the rest of you are authors, with the exception of price reg-
ulation and the employer mandate. I think that will give it to you.

What it does, and one of the important issues here that I would
like to raise with Mr. O'Flinn and maybe others, what it does is
substitute for a set of irrational rules in the marketplace some uni-
form national rules. I think, Mr. O'Flinn, this is one of the points
you are making in your testimony.

One of the things that unites many of the people here is the
ERISA issue. I think most of us have opposed State by State waiv-
er of ERISA. I know Mr. Sweeney has and many of the AFL-CIO
people have as businesses. The net result is, if I understand-you
can correct me, Mr. O'Flinn if I am wrong-we need rules for how
we buy, which is the issue of alliances and coops; is that correct?
We need national rules not State by State rules.

Mr. O'FLINN. That is absolutely correct, Senator.
Senator DURENBERGER. And that we need national rules as to

what it is that we buy-insurance rules, insurance pricing rules.
Mr. O'FLINN. There are gaps in the regulation of health care and

they should be corrected. We would like to see them corrected at
the national level. This is an industry in interstate commerce. The
supply side is organized across State lines.

Senator DURENBERGER. And then we ought to agree on what the
rules are for accountable health plans as the President has pro-
posed to us so we have national rules; is that correct?

Mr. O'FLINN. That is correct,sir.
Senator DURENBERGER. And we ought to agree on how to design

a basic benefit, some instrument at the national level so there is
a basic way for everyone to compare these products that they buy.
Do you agree with that?



Mr. O'FLINN. We would like to see product rationalization. We
would like to see rules that make it easier for people to buy health
insurance anywhere in the United States.

The CHAIRMAN. Mr. O'Flinn, we try to keep a lexicon going here.
Pi',.*'uct rationalization. That does not come across.

Mr. O'FLINN. I am sorry.
The CHAIRMAN. I know you know what you mean, but I am not

sure I do.
Senator DURENBERGER. Thank you, Mr. Chairman.
Mr. O'FLINN. I apologize, Mr. Chairman, and to the members of

the committee for using trade lingo. In plain English, we think that
people ough* to be able to buy health insurance without worrying
about reading the fine print of the policy in Ohio or Delaware or
Maryland.

They ought to know, have some confidence, about what the level
of coverage is that they are buying wherever they buy it. That, to
us, as Senator Durenberger is implying, means Federal regulation
from coast to coast.

Senator DURENBERGER. Mr. O'Flinn, also on the flip side of that,
would that imply that we need to eliminate the authority currently
being exercised by the States to prescribe specific benefits in health
plans, to prescribe State-by-State in different States what providers
are going to be covered to restrict entry of certain providers into
a marketplace, such as prohibitions against for profit provides,
anti-trust rules, medical liability rules.

Would it be your argument then that, let us say, taxes on health
plans, taxes on health products, would it be your argument that we
ought to eliminate State-by-State rules on this product that we buy
and substitute for that a uniform set of national rules by which all
the markets can play?

Mr. O'FLINN. That is ERIC's position, Senator. We think you
have outlined the reasons for it very well. In order for people to
react properly in a market that we would like to see properly bal-
anced between suppliers and purchasers, they have to know what
they are buying and they have to be fully informed. Things have
to be a lot simpler than they are now in order to do that.

Senator DURENBERGER. Now if we do all this, I want to ask Ms.
Blakeley and Mr. Brennan a question. We still have not dealt with
the issue of universal coverage. If in the first step of universal cov-
erage we do what all of these bills imply and that is, we address
the problem of low income access, if in fact we were to provide a
direct public subsidy as President Bush had recommended, Presi-
dent Clinton is recommending, direct public subsidy for health plan
premiums so that up to 100 percent of poverty are premiums fully
paid on a basic benefit plan and from 100 percent to 240 percent
of poverty the amount declines.

If everyone who came to work in a retail establishment, Mr.
Brennan, came with an entitlement to a Federal subsidy for that
premium up to 240 percent of poverty or whatever it is, do you not
think even under the current voluntary system in which retail in-
dustry is paying 77 percent of the premiums already, manufactur-
ing paying 93 percent, do you not think almost every employer in
America would be able to pick up the difference or some part of the
difference?



Mr. BRENNAN. Well, I think the issue here that you are getting
at, at least my issue, is voluntary and competitive. The answer is
that some sort of subsidy is necessary. The issue is that if it is a
mandate program and it is fixed at a high level, in fact, it has a
base and it can only go up, it does not work.

So the answer is yes, recognizing that we maintain a competitive
environment. Because what is happening today in health care, as
you well know from the State of Minnesota, is that competition
worked. Businesses work together on a voluntary basis and work
with the health care providers and that is why you made that sys-
tem work in Minnesota.

I think that is a model. But it is only a model if you are not
working under a mandate.

Senator DURENBERGER. I wonder if Ms. Blakeley might respond
to that?

The CHAIRMAN. Of course. Ms. Blakeley and then I think Mr.
Pollack asked if he could comment.

Ms. BLAKELEY. There is another issue here on the mandate. Yes,
I agree a lot of businesses would do that. But you cannot, if you
mandate a business you have some businesses that are more ma-
ture and can assume some of those things. But what you are doing
is setting an arbitrary limit that says because you are not a mature
business and you do not have cash reserves, we are going to put
X percent of you out of business.

Those people are not working now. What you have done is, you
have compounded the problem. One of the things about these
charts that I do not think they take into account is it does not have
job loss on here. All you are seeing is health care premium.

One of the things on an employer mandate, and every study that
I have seen says there will be job loss. So that is an issue that you
have to deal with. I agree with what'you say 100 percent. You can-
not mandate it. Allow business to do business.

The CHAIRMAN. Mr. Pollack, briefly.
Mr. POLLACK. Yes. Senator Durenberger said earlier that he dis-

missed the cost impact of the charts by saying-if we lower the
benefit package, the burden is lowered. Of course, that is true.

However, you should not take much comfort from that because
we have tried to do that. Let me give you an illustration of that
using the architecture of the bill that you have cosponsored. You
will find this in Chart 4.

Senator DURENBERGER. Tell us which bill, because I am on-
Mr. POLLACK. Pardon me?
Senator DURENBERGER. Tell us which bill because I am on two

of them.
Mr. POLLACK. That is true. I am now referring to the Cooper-

Breaux-Durenberger bill.
If you do not mind, Senator, if I could just ask you to refer to

Table 4 on page 7, you will see that what we tried to do here is
to take a look at a different benefit package or a different premium
that you subsidize.

For your bill we looked at one that is 15 percent lower, because
under the bill that you and Senator Breaux have cosponsored, you
would subsidize the lowest-priced plan as opposed to the average
plan as the Health Security Act does.



So here, instead of trying to come up with a plan of $5,565, we
looked at a premium cost of $4,730. And even with that 15 percent
reduction, at 200 percent of poverty the burden for family would be
16 percent of income or approximately 2 months of pre-tax wages.

So while you are absolutely right, Senator, in saying that we
could reduce the burden for everybody by lowering the benefit
ackage, still when you do that the burden would be much too
igh.
I want to add one last point. When you reduce the benefit pack-

age, what you are reducing in costs in the front end through, pre-
miums you are adding in the back end in deductibles and
copayments and uncovered services. That is not really doing a favor
to most families.

The CHAIRMAN. Thank you, Mr. Pollack.
I guess I want to point out though that at an annual income of

$30,000, persons are very much in the median range of family in-
comes. And if they spend about what we now spend on health care,
as a percentage, 16 percent of GDP, is close to the average national
expenditure on health.

Mr. Sweeney?
Mr. SWEENEY. Just a quick point, Mr. Chairman.
Senator Durenberger mentioned the Kaiser situation. While it is

true that Kaiser has cut the premiums for CalPERS, it is also true
that Kaiser has raised the premiums for the City of San Francisco.
We have heard some examples today of cost reductions. These are
mostly cost shifting rather than cost reductions. We are seeing a
number of situations where employers might be reducing their
costs, but workers are being forced to pick up more of the costs in
terms of additional premium payments and cost sharing.

The CHAIRMAN. A fair point I think.
Senator Pryor?
Senator PRYOR. Yes, sir. Thank you, Mr. Chairman. Mr. Chair-

man, I am going to make this morning-I will ask a question or
two if I might, but I am going to first make a plea. I am going to
make a plea to this panel and all of the people who come before
the committee who are involved in trying to work out some kind
of health care reform package that we can all support and live with
and be proud of, I am going to make a plea for something I call
rhetorical temperance.

For example, I think that Mr. Brennan, when he cites in his
press release that Congress in 1965 said Medicare would cost $9
billion by 1991, and the actual cost is really $100 billion. I think
Mr. Brennan-I am not chastising you-but I think all of us ought
to back away from some of these types of statements like this un-
less we tell the full story.

It is very important that we put things in context and in perspec-
tive. I think truly that some of these are out of perspective. I think
we can temper our rhetoric some. We can cite, for example, your
company, Montgomery Ward. If we had a 1965 Montgomery Ward
catalog here with us today, we could look at the price of a wheel-
barrow, in 1965 as compared with today, or the price of a pair of
shoes, a suit of clothes or what have you. We would see perhaps
the same escalation costs that we have seen in some of these pro-
grams.



We do our very best here to project what we think programs will
cost. But all of the additions, the escalation of utilization of physi-
cians, of hospitals, of prescription drugs, et cetera, it is not just our
fault that we missed.

Mr. BRENNAN. I understand that. But I would also say to you
that we all do project. We run businesses, we run government, and
the predictability in government entitlement programs relative to
the results is quite substantially different. I understand what you
are saying.

Senator PRYOR. I grew up in a small town in Southern Arkansas,
almost in Louisiana, just a few miles north, and my father was a
local Chevrolet dealer. I remember so well in the late 1940's, my
dad got all four children together and he said, you children are
going to live long enough to see a Chevrolet automobile cost $2,000.
He said you are going to live that long to see that.

Well, that was a projection of sorts. [Laughter.]
Mr. BRENNAN. And he was right. [Laughter.]
Senator PRYOR. Things do not stay the same and I think all of

us ought to realize this. The factors that come into play in increas-
ing a program or decreasing a program should be all laid out.

Mr. BRENNAN. I think really you have hit my point right on the
head, because what I am really saying is, before we put in a new
entitlement program, let us understand the elements of cost and
revenue and let us deal with those. So I think we are in agreement.

Senator PRYOR. All right.
Mr. BRENNAN. Thank you.
Senator PRYOR. Now, my question is to Ms. Blakeley. I would

like to say, Ms. Blakeley, I think there ought to be a special place
in heaven reserved for those who operate a small business today.
I applaud you and your 25 employees.

You stated a moment ago in your testimony that if the Clinton
lan actually becomes law, your costs are going to increase by
37,000.
Ms. BLAKELEY. Yes, that is correct.
Senator PRYOR. Now, what happens if we do nothing? What will

your costs be?
Ms. BLAKELEY. If nothing else is done, our average increase over

the last 5 years has been between 2.5 and 3.0 percent per year.
Senator PRYOR. Now, with that increase, are you lowering bene-

fits or is the insurance company lowering benefits for the em-
ployee?

Ms. BLAKELEY. No, Senator. We have always increased our bene-
fits as soon as we could.

Senator PRYOR. Those particular policies, can they be cancelled
against your employees?

Ms. BLAKELEY. No. Under our group plan any employee in my
company is accepted. Is that what you mean?

Senator PRYOR. What about a pre-existing illness?
Ms. BLAKELEY. Pre-existing conditions, I do not have a pre-exist-

ing condition clause on my policy.
Senator PRYOR. I see.
Ms. BLAKELEY. You have a probationary period.
Senator PRYOR. I see. I saw a gentleman the other day. He oper-

ates a barber shop and has two barbers in his shop. Every month



his premium is $402 a month. He had a prostate procedure back
in December. He came out of it in very good shape.

Last week they cancelled his insurance. He has nothing. He is
56 years of age and he has nothing. These are the kind of things
that I think we are trying to address here. We are not talking
about someone who does not want to pay their insurance.

Ms. BLAKELEY. That is correct.
Senator PRYOR. We certainly are not talking about small busi-

ness people who prefer not to insure their employees.
Ms. BLAKELEY. My situation is a little different from mostly truly

small companies. I have been very, very fortunate and my company
is a little more mature than a lot of small companies. There are
a number of issues on insurance reform for small business. We
have enacted a lot of them in Florida on small business reform that
I have not heard anybody in a number of plans that disagree with
those things that you are talking about-portability of coverage
and pre-existing conditions.

Senator PRYOR. Thank you, Mr. Chairman.
The CHAIRMAN. Right. I think if there is anything the panel will

want to know that this committee agrees on is that we are going
to take the name of that insurance company in Arkansas. Enough
of that. Just enough of that.

Senator PRYOR. This is not an Arkansas insurance company.
[Laughter.]

The CHAIRMAN. I am sorry. I am sorry. We will take the name
of that company. But no more of that.

Senator Dole?
Senator DOLE. I think the question has been covered by Senator

Durenberger, but Senator Packwood, who could not be here asked
me to ask a question.

The CHAIRMAN. Please. We explained that he has to be in the
Commerce Committee.

Senator DOLE. Right. I think it was covered well enough by Mr.
O'Flinn. But I think Packwood's question was, how critical is the
maintenance of ERISA to the survival of your self-insured plans.
I think it is pretty obvious. You say it is.

Mr. O'FLINN. Yes. I do not want to repeat the conversation and
take up time that we might be discussing other subjects. But we
happen to think it is critical to the concerns that have been ex-
pressed since we had the conversation about controlling the costs.

When you have a State that finds itself in the position of having
to expand coverage and finds itself in the position of having to pro-
tect the right of pharmacies to continue their 30 percent a year in-
crease in drug costs that we have seen over recent years, and to
stymie a program to lower the costs of drugs by offering to selected
pharmacies great volume in exchange for lower costs, and then you
ave a State law come along and say you have to offer the same

deal to all pharmacies, which kills the economics of the entire
transaction and makes lowering costs impossible, it is time to rec-
ognize that this State or Federal issue goes right to the heart of
health care reform in our view.

Senator DOLE. Right. But the Governors have a different view on
ERISA. But that is why I think we need to make the point.

The CHAIRMAN. We have to deal with this.



Senator DOLE. Right.
Mr. BRENNAN. Senator, the issue is not just real costs as dis-

cussed. The administrative costs would be a nightmare. We operate
in 42 States. We transfer employees across the States and adminis-
tratively it would be unbearable.

Senator DOLE. Ms. Blakeley?
Ms. BLAKELEY. Another comment on ERISA, just a separate

viewpoint, State viewpoint. What happens particularly in the State
Governments is the States are paying for a Medicaid portion--I
know we do in Florida-with a tax on policies which are primarily
small business policies.

Those policies also have all the mandates of lots of different cov-
erages. What happens is, ERISA plans are exempted from those
taxes. Not only do we have additional costs in small business plans
on a State level, but we have those additional taxes that the big
companies are exempted from. So it is even more regressive for
small companies.

Senator DOLE. I noted today in the Wall Street Journal that the
Small Business Council says that in their view there is no sense
in beating a dead horse, and this is of one small business group
that has been supporting the President's plan. They also reject the
Chafee plan, sometimes referred to as the Chafee-Dole plan. But in
this article-[Laughter.]

Senator CHAFEE. I always know how the plan is doing the way
Senator Dole describes it. [Laughter.]

If it is riding high, it is the Dole-Chafee plan. [Laughter.]
Senator DOLE. And they also reject the Durenberger-.Breaux

plan. [Laughter.]
Which leaves me to believe that there will still be another plan.

I think that is what they have decided, not to get too technical.
But getting back to small business, as I look at the information

I receive which certainly covers every State, I think, on that side
the aisle with the exception of the Chairman and most of the
States on this side the aisle.

I think it has been projected that 3,717,500 employers would
have higher payroll expenses under the proposed employer man-
date. That is 74 percent. You only have 5 million. You know, that
is a real problem.

We can talk about employer mandates and have charts that may
or may not be accurate, but I think we have to deal with that. I
am not certain there are votes for employer mandates or individual
mandates. If all the mandates go out the window, we have to find
some way to have this goal of universal coverage. This Ms.
Blakeley and Mr. Brennan sort of made that point.

Mr. Brennan, if they reduce from 80/20 to 50/50, would that
make a difference?

Mr. BRENNAN. Well, any reduction in the percentage would make
a difference. There is no question about that. The question is, what
really is affordable, both for small business and low-income employ-
ers.

Senator DOLE. But you are opposed to it in any event?
Mr. BRENNAN. Well, my point is that we ought to deal with the

issues individually rather than an overall mandate. But really I

represent both small and large business in the NRF, National Re-



tail Federation, and there is a similar impact on low-income large
companies as well as small companic.

Senator DOLE. Do you have chairs 'on how many with three or
fewer employees in each State? Do you have it broken down?

Ms. BLAKELEY. In my written ,-statement there is a chart that
breaks down just percent of firms offering health insurance by size.
But it only goes down as low as-well, fewer than five.

Senator DOLE. I think I am correct. In the State of Kansas 80
percent of our employers have fewer than 10 employees. But I do
not know what percent have fewer than five employees or four or
three. But it is pretty much as Senator Pryor indicated, there are
a lot of small business.

Ms. BLAKELEY. This is something very fundamental. If you man-
date small business at any level and, you know, the arbitrary num-
bers as far as who pays what portion, that money is coming out of
that sriall business. It will impact jobs. It has no choice. It has no
choice but to impact jobs.

The CHAIRMAN. I think we want to get those numbers from the
Department of Commerce if we can.

Senator DOLE. And I want to ask Mr. Brennan too the 7.9 per-
cent cap on payroll i3 not low enough in your opinion. When you
limit it to 5 percent or 3 percent, does that make a difference?

Mr. BRENNAN. Wel, first of all I would mention the 7.9 percent
cap as proposed in the plan does not phase in for 6 to 8 years. So
we have a period of time before we even deal with that.

Having said that, the lower the amount, the more workable it is.
Our contribution iH at about a 5 percent level right now.

Ms. BLAKELEY. Senator, I was just handed, 60 percent of busi-
nesses in the United States have fewer than five employees-60
percent of all businesses.

Senator DOLE. I would like to ask Mr. Sweeney, do you have any
estimate on the value of the average annual health insurance bene-
fit plan to reach AFL-CIO member?

Mr. SWEENEY. I am not sure of the average, Senator. But I would
say that for family coverage it is probably in the range of $4,000.

Senator DOLF. $4,000 for a family of four. Now as I understand
it, in the President's plan there are some groups based on existing
contracts where labor would not be affected for 10 years; is that
correct?

Mr. SWEENEY. Yes.
Senator DOLE. Then even after 10 years you would only be af-

fected by any increase in supplemental benefits.
Mr. SWEENEY. The additional benefits.
Senator DOLE. So it does not really pose any problem for you?
Mr. SWEENEY. No. It is, we think, a very fair way of covering the

existing health coverage. [Laughter.]
Senator DO E. I think it is very shrewdly crafted politically, but

I am not certain how that might affect people who are not union
members or employers who do not have unions, and most do not
have. But I can understand why you are so strong in support of the
Clinton bill. I mean, it does not do anything.

If it did not do anything else to anybody else in America, there
would be more support for it. [Laughter.]

Senator DOLE. Mr. Brennan?



Mr. BRENNAN. Senator, there is a matter of economics that I dis-
cussed before you came today. That is that the average retail em-
ployee produces about $1,765 in earnings to a corporation, where
the average manufacturing employee contributes about $6,500. So
the ratio is about 3.7 to 1.0.

As you begin to shift those costs into a low income industry, you
have a major impact on jobs because we simply cannot afford it.
In our case, it would more than double our health care costs.

The CHAIRMAN. That surely reflects return on capital.
Mr. BRENNAN. That is comprehended. I am talking about earn-

ings. If you have no earnings, you have no return on capital.
The CHAIRMAN. Right.
Mr. BRENNAN. Yes, sir.
Senator DOLE. I want the record to reflect that I agree with Mr.

Sweeney that they may have good benefit packages. But a lot of it
is coming out of wages and I think that contradicts what Mr. Pol-
lack had to say,at least in his charts.

But I was told today by someone in one of the major auto compa-
nies that in Michigan that the man who is, say, working for Ford
Motor Company, his wife is working for some school district, she
gets a cash bonus to use the Ford Motor Company plan. So it must
be a pretty good plan. But it costs a lot. It costs a lot. It costs the
company a lot, which means it costs the workers a lot in I assume
lost wages. So there are going to be lost wages and there are going
to be lost jobs.

We have Pizza Hut headquartered in our State. They have
185,000 part-time employees. I do not know how many are covered
by their parents. I am not sure about the usual number of part-
time workers in all the retail areas.

Mr. BRENNAN. It is about 50 percent.
Senator DOLE. Yes. So it makes it a big, big question. I would

like to have all the numbers. You started to give us the description
of the 38 million uninsured, because it has always been a figure
that people throw around without even trying to break it down. I
assume that

Mr. BRENNAN. Well, I am using the same numbers that everyone
else is.

Senator DOLE. Right.
Mr. BRENNAN. And then in terms of breaking that down, I was

addressing the portability, pre-existing conditions and attempting
to lay out what I believe needs to be addressed before we move for-
ward aggressively with a mandate.

What I mentioned was that in terms of portability, portability is
a huge number. It is anywhere from 25 to 30 percent of those unin-
sured are in the portability category. If we addressed that, we have
already taken a large portion of a major problem and dealt with
it. We then go to pre-existing conditions. We then go to the self-
employed who do not get the deductions that corporations get and
you begin to build this hierarchy, you begin to understand where
the costs are and look at revenue and costs and determine how you
address it.

In my view, that is the most intelligent way to approach it.
Senator DOLE. Well, you could take care of some of the rest of

it with either vouchers or-



Mr. BRENNAN. Then you deal with the cost side of it.
Senator DOLE.--credits or whatever.
Mr. BRENNAN. That is correct.
Senator DOLE. To take care of other people not covered. I do not

have any additional questions.
The CHAIRMAN. Thank you.
I would like to make a point, that the AFL-CIO has come before

this committee and this Congress for more than a century now
speaking not only with the interest of union members but indeed,
the public at large. That is what John Sweeney is here to do.

Let us poll this panel. Non-portability, pre-existing conditions.
Do you agree that we should get rid of them? Is there anyone that
thinks otherwise?

Mr. BRENNAN. No. That should be dealt with absolutely.
Ms. BLAKELEY. We should definitely deal with them.
The CHAIRMAN. We would like to hear you say something on the

re ord so we get it. Blakeley votes aye.
Ms-BLAKELEY. Aye.
Senator CHAFEE. Well, she wants portability, not get rid of it.
The CHAIRMAN. The problem is to resolve those problems.
Ms. BLAKELEY. Yes.
The CHAIRMAN. Brennan votes aye.
Mr. BRENNAN. I agree with that.
The CHAIRMAN. O'Flinn votes?
Mr. O'FLINN. Aye. May I say aye with a comment, Mr. Chair-

man? [Laughter.]
Senator DOLE. We are not allowed to do that.
The CHAIRMAN. No, we do not do that here. [Laughter.]
Mr. O'FLINN. I want to say it is a firm aye.
Mr. Pollack?
Mr. POLLACK. Aye.
The CHAIRMAN. And Mr. Sweeney?
Mr. SWEENEY. Aye.
The CHAIRMAN. Now there you are. How is that for harmony?

See wh:,t you have done, Bob Dole.
Senator DOLE. Good work.
The CHAIRMAN. See what you have done.
Senator DOLE. We will pass that out today.
The CHAIRMAN. Senator Breaux, you are next.
Mr. SWEENEY. Can we take up the rest of the issues?
Senator BREAUX. Th ak you, Mr. Chairman.
When I look at the hVI see good news and bad news. The

good news under the Health Security Act is that the percentage of
income that an individual would pay for their insurance is only 3.9
percent of their income. The bad news is, they may not have any
income.

I think that point was made today. The employer mandate in
some areas is going to clearly result in loss of jobs. So it does not
matter that you are only going to pay 3.9 percent of your income
if you have no income. I think that really is something that this
committee needs to look at.

The other point is that this chart does not show, for instance
under Cooper Breaux, that that premium is 100 percent deductible.
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To the family, if it is within the tax cap. So the chart, I think you
can look at it in a number of different ways, and it is not accurate.

Let me ask, Mr. Brennan, your company, Montgomery Wards,
has insurance for all of your employees. You compete against a
number of smaller retailers in the country who do not have insur-
ance for their employees. Why would you not be for an employer
mandate?

It is clear that your premiums probably cost you a little higher
because of all those competitors who do not provide insurance for
their employees and they have a competitive advantage over you.
But it would seem that you would be requiring all of your competi-
tors to do what you do already.

Mr. BRENNAN. There are many other factors in terms of competi-
tion.

Senator BREAUX. I understand that. But this is one. Why would
you not be interested in eliminating that?

Mr. BRENNAN. Well, first of all, to go back to my point earlier,
I think that solving a problem like this with a mandate is tanta-
mount to disaster. I think that we have to look at the economics
of what it costs us to run our business, what our income is and how
we can support our employees in terms of health care.

I think that to take a plan such as the Clinton plan, which is
basically a rich plan and impose that across all businesses destroys
the economics of business. So I am more concerned about how we
deal with that issue than I am concerned about the small retailer
versus the large retailer because I think that is the core issue here,
even beyond the retail industry.

If we decide we take a Cadillac plan and we cross all businesses
with that plan, then we are all going to be hurt and our number
to your point earlier is anywhere from up to 500,000 to a million
jobs-20 million employees in the industry and 5 percent is one
million jobs. That is a major impact on the industry.

Senator BREAUX. I have no problems philosophically with a man-
date if we get something for it. I am concerned that the negative
factors outweigh the positive in the sense that what you are saying
is that I have always felt we ought to reform the system before we
start mandating it.

Mr. BRENNAN. Exactly.
Senator BREAUX. If we get the reforms in, let us see what else

needs to be done after the reforms are in place. You say that imple-
mentation of an employer mandate would cause a massive disrup-
tion to the retail industry. As studies have estimated, up to one
million jobs would be lost under an employer mandate. And for
those people who lost their jobs th6 3.9 percent of their income does
not mean a lot for them if they do not have a job.

Mr. BRENNAN. That is exactly right. It is 3.9 percent of nothing.
And the issue really is jobs.

Senator BREAUX. Let me ask you, Mr. O'Flinn, I think was it you
who indicated that the point of ERIC's proposed framework for re-
form is a modified individual mandate to be accompanied by in-
come-based subsidies? When you talk about a modified individual
mandate, what are you talking about? Would you describe that for
us?
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Mr. O'FIINN. Senator, we think that in order to cover the unin-
sured population, 60 percent of which is less than 30 years old, you
are going to have to resort to individual mandates because it is not
merely a question of affordability.

You correctly pointed out that the percentages that Mr. Pollack
describes, premium over total compensation, do not amount to
much if you can improve them, but you lose your compensation or
as Senator Chafee pointed out, if the denominator moves, too, the
cost stays the same.

We pay 80 percent in our organizations, in most organizations,
and we have a terrible problem in getting the people under 30 to
buy what is offered to them, because the issue is more than afford-
ability. These people do not generate claims equal to a community
rated premium.

Senator BREAUX. So I guess what you are saying is, our plan
tries to make it attractive-we try to do the insurance reforms, we
try to do the purchasing cooperatives, we try to do a comprehensive
plan. We try to do all things to make it more attractive for an indi-
vidual to be able to afford to buy and want to buy. But you are say-
ing that even with that you would probably have to have some type
of an individual mandate?

Mr. O'FLINN. That is our experience. Our experience is that indi-
vidual coverage at my company costs $18 a month.

Senator BREAJX. Why is that better than an employer mandate
then in your opinion?

Mr. O'FLINN. The employer mandate does not work to achieve
universal coverage because it is beyond a question of affordability.
The question of affordability I think you have addressed. But our
point would be that if you truly want to achieve universal coverage,
you must have an individual mandate because people who are less
than age 30, particularly people in the heaviest uninsured category,
which is I think 20 to 24, do not, believe there is justice in a com-
munity rated premium for them.

And frankly, I have a hard time arguing with that. Typically, the
younger people generate the profit for the plan to pay the claims
for the older people. So if you want them in the plan, you are going
to have to mandate them in the plan.

The CHAIRMAN. But, Mr. O'Flinn, one of the rules of the U.S.
Senate is never to trust anybody under 30. [L.aughter.]

Senator BREAUX. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Soniator Breaux.
Senator Rockefeller?
Senator ROCKEFELLiER. Thank you, Mr. Chairman, very much.
Mr. O'Flinn, I am interested in what you say. And, of course,

people under 30 think they are going to live forever and they do
not see why they should get health insurance.

But then an 18 year old graduates from high school, has a little
bit too much to drink and runs into a tree and is a paraplegic for
the rest of their life. Then health insurance becomes a little bit
more meaningful. Or two wonderful young people get married and
have a kid and then some diabetes comes from somewhere in the
family and all of a sudden insurance becomes a different matter.

I think listening to what Senator Dole is saying and having just
listened to the conversation in the Senate as well as the conversa-



tion in this committee, is that we really do want universality of
coverage. The Chairman wants it. The committee wants it. That is
the talk that you hear that is building as we get closer to making
a decision.

And each week that goes by, what people say becomes more im-
portant. We are coming out from behind our pulpits, a little bit
from behind our theologies, our ideologies so to speak.

We are going to end up with universal coverage. That is some-
thing we can be very proud of. We are moving in that direction. I
really believe that. I think you have asserted that whether it is an
individual mandate as in the Chafee plan or the corporate mandate
which is in the President's plan, one way or another we have to
find a way to get everybody covered.

Universal coverage is important for a very good reason-that
health insurance brings peace of mind and it adds a great deal to
the quality of life.

Now I will ask a question of Ms. Blakeley and Mr. Brennan. I
want to make a point. There is a lot of anecdotal studies that show
that 3 million people are going to be thrown out of work or 1 mil-
lion people are going to be thrown out of work.

After the Pepper Commission ended, I started a nonprofit cor-
poration called the Alliance for Health Reform. We have had a se-
ries of hearings on what would be the employment effect of the
mandate.

We have had studies. The woman who did the study that said
there would be a loss of 3 million jobs could not come to the hear-
ing because she was sick. But what was obvious in that report was
that none of the aspects of the Clinton health plan were in the
study-none of the subsidies-nothing. It was just as if you made
up something.

And, in fact, our panelists--we had one from MIT who was lib-
eral; and we had one from EBRI, which is the Employee Benefits
Research Institute who was neutral; and one from the University
of Alabama study who was conservative.

They all agreed that job loss through a mandate was a wash.
They all agreed. They were surprised to agree. It was a wash and
it ought to be dismissed as a significant factor in this debate.

Ms. Blakeley, you have health insurance, (1o you not?
Ms. BLAKELEY. Yes.
Senator ROCKEFELLER. And, Mr. Brennan, you have health insur-

ance?
Mr. BRENNAN. Correct.
Senator ROCKEFELLER. I want you to explain to ine why health

insurance is important to each of you individually and to your fam-
ilies. It is a personal question, give me a personal answer.

Mr. BRENNAN. I would like to respond to one comment you made
earlier if I can though, on the anecdotal information. There is a lot
of it around today, obviously. But I would like to give you some em-
pirical evidence of what has to be done.

Senator RtOCKEFELLER. Could you answer my question first and
then give ne that?

Answer my question and let Ms. Blakeley answer it, then you
can come back.
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Mr. BRENNAN. All right, I will answer the question. But I would
like to come back to my other point if I may. I think that the point
that you made is an accurate point by far, that peace of mind is
very important to all of us. I think that we need to understand we
have coverage if we have a problem and I think that is a very sig-
nificant issue to our employee base and that of the entire country.

I think at the same time there is a way to get at that and deal
with it, other than the mandate.

Senator ROCKEFELLER. But you do think that everybody having
health insurance is an important goal for this committee and for
this Congress and for this country?

Mr. BRENNAN. I think that everyone should have access to health
care coverage.

Senator ROCKEFELLER. And everybody should have health care
coverage?

Mr. BRENNAN. I said everyone should have access to health care
coverage.

Senator ROCKEFELLER. But there is a big difference there. You
know, a poor person has access to it.

Mr. BRENNAN. I understand that. But I also understand that we
have to get there in a logical way.

Senator ROCKEFELLER. Yes. But still you would like to see every-
body having health care?

Mr. BRENNAN. It would be my desire to provide health care cov-
erage for all of our associates. That is correct.

Senator ROCKEFELLER. Ms. Blakeley, why is health insurance im-
portant to you?

Ms. BIAKELEY. I provide health insurance. It is a business deci-
sion for me. I provide health insurance for my employees because
I feel it gives me a competitive advantage over people that do not,
because I can attract the right people. It is well worth the invest-
ment because I have happy, motivated people who want to stay at
work for my company.

I invest a lot in the training in people that do my kind of work.
We do very unusual work and we invest a lot in training. So I con-
sider it very important from my business perspective. But I do not
try to prejudge

Senator ROCKEFELLER. You mean from your personal perspective,
too. Right?

Ms. BLAKELEY. Absolutely. Sure. I am a small business owner.
I do not do personal very often. I do business. You know, you kind
of--[Laughter.]

When you have a small company, you live, eat and breathe it.
Senator ROCKEFELLER. But is it not also true when you have a

small company that the people that you are likely to employ-I do
not know where you come from, if you come from a State like I do,
or Senator Daschle or Senator Breaux, you are likely to know all
of the people in your company anyway. They are your neighbors.
They are your friends. They are your relatives. You are likely to
know them. So you have a more intimate relationship with them
in the work place as well as in the community than in Xerox or
in IBM.

Ms. BLAKELEY. Absolutely and I am very fortunate. Today I can
provide a very good health care package for my people. When I first



started my company though, I had a very inexpensive basic policy
because that is all I could afford. But those people were employed.
They were working. And they were investing as well as I was in
the growth of my company. And luckily, I made more right deci-
sions than wrong decisions. So we grew.

I have been very fortunate. If that mandate had come into place
10 years ago, I would not be in business today because I did not
have the cash to carry it. There is no way it would have worked.
So this is why I keep going back to the mandate issue.

My company will survive a mandate because it is old enough and
I have enough cash reserves. I would survive that, even the addi-
tional cost. It would impact us because you cannot-when you are
small business-think about this for a minute-and if you have an
unexpected expense, particularly a-take two businesses, OK.

One right beside each other that had an exact same amount of
revenue. They have the exact same number of employees. One of
them is 1 year old and one of them is 10 years old. That one 1-
year-old is still putting in for plant and equipment, is still out
there scrambling trying to get a reputation made, spending money
on different types of things.

That 1 year old company most likely will not survive that man-
date because they do not have the cash to survive that. The older
company probably could. What fascinates me is when, I do not un-
derstand where you say the job loss is a wash. How can you have
a wash in job loss? You have companies who are going to go out
of business and you are going to have people out of work. Where
are these new wash-out jobs coining from?

Senator ROCKEFELLER. Well, just to answer your question, there
would be 850,000 new jobs in home health care alone.

Ms. BLAKELEY. So you are going to lose jobs in existing small
businesses to create health care jobs?

Senator ROCKEFELLER. No, that is just one of the effects. Today
there are a lot of small businesses that go out of business, right?
Because of the cost of health insurance or because of the competi-
tion or because of the normal economic climate businesses go out
of business because of a variety of reasons.

Ms. BLAKELEY. Yes.
Mr. POLLACK. And, Senator, because some businesses are now

picking up the costs for those businesses that do not provide cov-
erage, they will save that cost when everyone is insured. That will
help them create jobs.

Senator ROCKEFELLER. Yes, about $12 billion.
Mr. SWEENEY. We have had these discussions on the loss of jobs

in other hearings, mostly focused on the increase in minimum
wage. And study after study has shown that there has been no loss
of jobs.

With regards to health care, the State of Hawaii imposed an em-
ployer mandate in 1974,1 believe. Since then employment in the
State has increased substantially over the past several years.

The CHAIRMAN. I think the point is that with the cost shifting,
that we now have, there are is room to increase and profitability
of existing firms goes up, so employment is very likely to expand.
I simply make the point, without knowing the net effect on employ-
ment.
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Mr. Brennan, just a brief comment and then Senator Danforth.
Mr. BRENNAN. Okay. The point I would make on minimum wage,

that a 50-percent increase in minimum wage is substantially dif-
ferent than the doubling of' health care costs. I would also say to
you that if you take the retail industry, if people in this room put
their hand up and said whoever worked in the retail industry, it
is a port of entry and it is a safety net for people between jobs.

I think you have to look again at the employment and the eco-
nomics. Thank you.

The CHAIRMAN. A fair point.
Senator Rockefeller?
Senator ROCKEFELLER. No, sir. My time is up. I thank you for

your generosity, sir.
The CHAIRMAN. Senator Danforth?
Senator DANFORTH. I think that the employer mandate is a dead

issue. I just do not think there is any chance at all that we are
going to put enough votes together to pass an employer mandate.
But I would like to address the question at the risk of maybe beat-
ing a dead horse.

My understanding of the panel that appeared before the Alliance
for Health Reform is that there would be at least for a time a dis-
ruption in employment, in jobs. And there would have to be, it
would seem to me. It would not be just a smooth transition. There
would have to be a disruption if we placed a new and very signifi-
cant economic mandate on employers.

But I want to get to the longer term because in the longer term
I think most people say, well, employers do not pay taxes somebody
else does, corporations and--

The CHAIRMAN. Employers do not pay health care costs.
Senator DANFORTH. Or taxes when we have taxes or mandates

or whatever, that it does over at least some time work its way out
into the system. And the last panel---and I am sorry I had to be
on the floor of the Senate during the appearance of the last panel-
but it is my understanding that the testimony of the last panel was
that even if there were an employer mandate the effect of that
would be that about 88 percent of the cost would be passed on to
the employees in the form of reduced wages.

The CHAIRMAN. That was the number.
Senator DANFORTH. And the remainder in the form of increased

costs, increased prices. So that there is an adjustment that is
made, and the point being that people end up paying the cost.

So if it is an employer mandate, people end up paying the cost.
If it is an employee mandate, people end up paying the cost. Now,
our objective it seems to me is, that if people end up paying the
cost somehow we have to figure out how to mitigate that blow by
providing some sort of subsidy for people.

That is why 1 think an employee mandate, an individual man-
date, rather than employer mandate is a much better way of pro-
viding real assistance subsidizing real people. I also think it is a
better way of phasing in whatever we are going to do.

I mean, if we are concerned about the cost and we want to have
some sort of phase-in, it seems to me that the best way to do it
is to phase it in as a percentage of poverty so that lower income
people are subsidized and then if the program works out and the



cost savings are there, then we subsidize higher income people and
we go on up.

But wherein am I wrong in this analysis? I mean, I do not under-
stand how we can effectively subsidize real people who are going
to pay the real cost of whatever we are going to do unless we have
the mandate going to real people and we assist real people in pay-
ing that cost.

If you have a program where 80 percent of the cost is paid by
employers, then we subsidize them on the basis of the size of the
employer or the economic health of the employer. There is a lot of
slippage between helping, let us say, small employers and large
employers who employ a large number of low-income people. I
mean it just does not seem to me to be something that works.

Furthermore, with respect to any incentives for-participating in
cost containment, if individuals-real living and breathing people
in charge of their own health-are the ones who are participating
in the program, it seems to me that there is a much greater incen-
tive for cost containment than if you have businesses being man-
dated up to 80 percent with a cap on how much they have to pay
and with the decisions basically being out of their hands.

So I do not understand either from a cost containment stand-
point or from a how do we help poor people standpoint how the em-
ployer mandate advances the cause at all.

Mr. POLLACK. Senator, may I respond to that? Everything you
said, with the exception of the first comment about the enactment
of an employer mandate being impossible, I would subscribe to
from a theoretical standpoint. I agree with you that an individual
mandate does allow greater targeting of resources. It actually can
do that.

I agree with you that, theoretically, an individual mandate can
work. I do not think that is the issue. The concern I am trying to
raise is that if you go in that direction, then Congress has got to
step up to the plate with respect to adequate subsidies to make
that affordable for families and individuals.

I am suggesting to you, with all due deference to Senator Chafee
and the other approaches, that I do not believe the subsidy
schemes in the current proposals on an individual-based mandate
system would do the job because they leave far too much for indi-
viduals and families to pay out of pocket. That is the point of these
charts.

So it remains unaffordable for them. If, on the other hand, you
feel you can come up with the revenues to achieve that, we have
no argument whatsoever. My concern is that you may not come up
with those revenues.

Senator DANFORTH. Well, Mr. Pollack, my argument is-and I
am sorry to say I have not had an opportunity to study your
charts-but for whatever money we come up with, whatever we
come up with by way of subsidies, it is more efficient to subsidize
people than it is to subsidize organizations on some basis other
than the income level of people.

Mr. POLLACK. I happen to agree with that. My concern is that
you are not going to come up with an adequate subsidization so
that the goal of universal coverage is not going to be met. If you
want to go that direction, bless you. Do it. But then come up with
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sufficient revenues to make sure that these kinds of burdens are
not going to be unaffordable burdens for individuals and families.

Senator ROCKEFELLER. Would the Senator yield?
Senator DANFORTH. Yes. I would like to hear from the panel, too.
Senator ROCKEFELLER. I am sorry.
Senator DANFORTH. But I would be happy to.
Mr. SWEENEY. If I may.
he CHAIRMAN. Well, can we just go across the panel? Mr.

Sweeney?
Mr. SWEENEY. Senator, we feel that with an individual mandate

more people would get left out of the system. The question is, what
do you do with the whole process that has developed with employ-
fnent based health insurance now for those who do have it and how
do you enforce the individual mandate?

The CHAIRMAN. That is a perfectly fair proposition. Mr. O'Flinn?
Mr. O'FLINN. Senator, ERIC is in agreement with your position

that an individual mandate is the best route to universal coverage
because, again, our membership sponsors very good, among the
best benefit plans in the United States and we typically do pay
more than 80 percent of the coverage.

Our experience is that we have many of the same people who are
in the nation's uncovered population in our uncovered population.
In other words, affordability does not equal universal coverage and
this is because of the fact that this group of young people who com-
prise 60 percent of the 38 million-about 11 million children under
the age of 18 and about 12 million between the age of 18 and 29,
this group perceives that they do not generate claims equal to a
community rated premium, and they are correct.

And it is a dilemma that we very much need the people in that
age category who are contributing to the system to continue to con-
tribute and yet we cannot do justice, so to speak, for the people
who are uncovered.

The only way to get that group of people to buy coverage is to
recognize that they have to participate in the system and mandate
it by law. The employer mandate will not only not achieve it, but
it will aggravate the inequity as Ms. Blakeley and her associates
in small businesses take their calculator out and add up their pre-
miums for their young population and realize that they are paying
much more in premiums than their employees are generating in
claims.

They are going to ask, who is it that we are paying for, because
it is certainly not our employees. That is a terrible problem with
the employer mandate. The unfortunate thing about universal cov-
erage as a goal is that I really wonder how many of those 38 mil-
lion people will thank you for that coverage.

The CHAIRMAN. Oh, Mr. O'Flinn, we know all about that. [Laugh-
ter.]

Very few. Very few, sir.
Mr. Brennan?
Mr. BRENNAN. Well, Senator, I think I have made my point

enough times on employer mandates today. I think what troubles
me is, we discuss mandates, subsidies, carve outs, phase-ins. There
are all kinds of nomenclature around Washington on all these is-
sues. I guess I am back to ground zero in terms of examining
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where the costs are, where the needs are and then intelligently fol-
lowing that process.

The CHAIRMAN. Thank you.
Ms. Blakeley?
Ms. BLAKELEY. I am sure you know I am going to agree with the

Senator's comments. From what I understand NFIB has surveyed
this issue on individual mandates and they would not be opposed
by the majority of the membership of NFIB.

On a personal note, I agree with a lot of the statements made
is that an individual mandate would be a good thing. That is my
personal opinion. One of the other things it does, and this fas-
cinates me-no one has brought this up-so many people have the
idea that health care is free and you have a lot o abuse of the sys-
tem.

I think we have created that by having health care provided.
The CHAIRMAN. We have heard a lot about that on a lot of other

occasions.
Ms. BLAKELEY. I am sure you have. But what that would do

though is bring people back into a little bit more self-responsibility.
The CHAIRMAN. Senator Rockefeller, you wanted to ask some-

thing.
Senator ROCKEFELLER. Yes. Actually, and if Senator Danforth

does not mind also to share this with Ms. Blakeley. On the individ-
ual mandate, one of the concerns is that the family might take that
government-allowed tax credit money and not use it for health
care. They might use it for a pair of shoes that their kids need in
order to be able to go to school or if the side of the house was
knocked down by a tree and they had to get that repaired.

So under any individual mandate would the money be used for
health care and, in fact, would be set aside and only could be used
for health care?

Senator DANFORTI. Senator Chafee's idea that I have latched
onto has a voucher. It could not be used for anything else.

Senator ROCKEFELLER. It could not be used for anything else.
Senator CHAFEE. I have one more question if I might. I am not

trying to interrupt this exchange, but when they are through.
The CHAIRMAN. Well, if you would please. Then the last word

from the Senator from Rhode Island. Are you finished?
Senator ROCKEFELLER. Go ahead.
The CHAIRMAN. Senator Chafee.
Senator CHAFEE. I wouLd like to ask this of Mr. O'Flinn and Mr.

Brennan, particularly Mr. O'Flinn representing ERIC. Do some of
our companies currently pay more than 7.9 percent of payroll for
ealth insurance?
Mr. O'FLINN. Yes.
Senator CItAFEE. All right, and I have understood that some of

them may be paying as much as 11 percent of payroll?
Mr. O'FLINN. Well, if you count retiree coverage, you will have

to raise that to 20 perce.,,.
Senator CHAFEE. So if that is true, under the administration's

proposal-and Senator Rockefeller knows the administration's pro-
posal better than I do, and correct me if I am wrong-if there is
a 7.9 percent cap, and you are paying 11 percent, why is there not
a tremendous incentive for the company to just send a check for 7.9
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percent of payroll to the alliance and say forget it. I am not getting
involved anymore with quality or trying to beat down costs. Here
is your 7.9 percent, let the Federal Government pick up the bal-
ance.

Mr. O'FLINN. Were the administration's proposal to pass without
change, Senator, we have polled our membership and the over-
whelming majority say they would not form a corporate alliance.
They would do exactly what you said.

The corporate alliance does not offer them any control over, or
sufficient control over, their health care costs in their opinion and
they would have no choice but to join the regional alliance.

Senator CHAFEE. But I am more interested in the 7.9 percent
cap. It seems to me that the 7.9 percent cap would, if the adminis-
tration's plan passed intact, would help many of your members.
Would it not?

Mr. O'FLINN. Oh, it would help if it held, yes.
Senator CtIAFEE. Well, what do you mean by held?
The CHAIRMAN. If we can make it 8.9 the next year.
Senator CIIAFEE. Oh.
Mr. O'FLINN. Exactly.
Senator CIIAFEE. So therefore this could potentially be a very,

very expensive program for U.S. Government, if the 7.9 percent
held.

Mr. O'FLINN. That is the way we see it Senator, yes.
Senator CLIAFEE. Am I missing something, Senator Rockefeller?
Senator ROCKEFELLER. No. I think it would be interesting to hear

Ron Pollack on that, because that is exactly what the President's
plan says, that 7.9 is the maximum unless you get up to 5,000 and
people decide to opt out and self-insure.

I would be interested in Ron Pollack's answer whether this is a
big government program. That clearly is what the President's pro-
gram says and he has accounted for the figures. I do not think
CBO indicated in any way that that was a specific problem.

Mr. POLLACK. That is correct.
Senator CHAFEE. It seems to me, Mr.-amI interrupting?
Senator RoCKEFEILEt. No, sir.
The CHAIRMAN. Mr. Brennan did want to say something.
Mr. BRENNAN. Senator, you addressed that question to both of

us. May I respond?
Senator CHAFEE. Yes.
Mr. BRENNAN. Number one, the 7.9 percent cap will be phased

in as you know over a relatively long period of time. I do not want
to dismiss that because it is a major issue.

But number two, in the retail industry the average rate is far
below 7.9 percent because we are dealing with a high number of
people moving in and out of the work force and, therefore, it would
be detrimental to us.

Number three, any mandated plan that starts at a certain level
will probably go up and not down. So we have three issues. One
is phase-in. The second is 7.9 is far above the retail contribution.
And number three, how do you control costs going forward?

Senator CHAFEE. Well, I think you made that point before and
I think it is a very valid one that we all ought to bear in mind.



Under the employer mandate, the employer is locked in at 80 per-
cent of a cost, which the employer does not know where it is going.

Mr. BRENNAN. It cannot go down; it can only go up.
Senator CHAFEE. No, 80 percent of what.-80 percent of health

care costs. First of all, somebody else is going to set the package
under the administration's plan. So, therefore, you are hooked for
wherever this sleigh ride goes.

Mr. POLLACK. But there are limitations in the President's plan
as to where premiums go. That is part and parcel of that package.
So you do have predictabiIity in terms of-

Senator CHAFEE. You mean because the government controls the
premium?

Mr. POLLACK. Because there are caps in the way the premiums
are allowed to grow. That is part of that same architecture.

Mr. SWEENEY. And you cannot look at the cap on costs if you do
not look on the cost controls. And you cannot take the Montgomery
Ward experience in terms of what they are paying for health care,
you have to look at the national numbers.

Mr. POLLACK. But, you know, Senator, I am really bemused that
the plan is being hit from both sides in contradictory ways here.
On the one hand, we are saying it is too great a burden on busi-
nesses and we need to protect businesses. And on the other hand,
we are saying since there are a whole bunch of businesses that are
going to be better off, it is going to be too great a burden on govern-
ment to help these businesses.

You know, you cannot win under either proposition from the way
I am hearing it.

Senator CHAFEE. Let me just finish one final question. Mr.
O'Flinn, it seems to me that there are two factors that would make
your membership leap on the administration's plan with joy. One
is this cap that is going to-and I suppose you have suspicion about
government sticking by its promises--but let us assume the 7.9
percent stays.

The other is that there is going to be this bonanza of all your
early retirees having 80 percent of their health insurance paid by
the taxpayer. Now is that a wonderful thing fbr your folks?

Mr. O'FLINN. Yes, it is. It would be a wonderful thini-Y if it came
to pass and the-

The CHAIRMAN. Mr. O'Flinn, are you indicating skepticism?
Mr. O'FLINN. We are skeptical that that, provision will last, yes,

Mr. Chairman.
The CHAIRMAN. I must say I am amazed. [Laughter.]
Mr. O'FIuINN. But on a net basis, we believe the administration's

proposal in its current form is underfunded and would require ad-
ditional funding which it appears would come from employers. It
would come from the employer apparatus.

Mr. Pollack is right, some people would be hurt immediately by
the President's proposal, by going up to 7.9; others would be helped
tremendously. But on a net basis-

Mr. POLLACK. You are not required to go up to 7.9 percent; it is
a limitation. Please, let us make sure we understand the Presi-
dent's proposal accurately.

Mr. O'FLINN. That is a good point, Mr. Pollack. It is a limitation
that depends on the success of the cost control mechanism.



Senator ROCKEFELLER. No, it is a limitation which depends on
the size of the business and the number of employees in the busi-
ness and the salaries that those---

Senator CHAFF.E. I an not involved with this and I want to thank
the panel very much. Unfortunately, I have another appointment.
Thank you.

The CHAIRMAN. I very much want to thank each of you. You have
been very helpful, very forthcoming. You see we are struggling with
matters here and we are making some progress. You have a Fi-
nance Committee that has a clear, strong majority for universal
coverage and that is where I think Claude Pepper would be very
pleased to see us today.

Senator ROCKEFELLER. Mr. Chairman, could I just add to that,
I was not at the last hearing because I was on the floor with Jack
Danforth.

The CHAIRMAN. Sure.
Senator ROCKEFELLER. But my understanding was that with the

exception of Stuart somebody from the Heritage Foundation
The CHAIRMAN. Stuart Butler.
Senator ROCKEFELLER. Stuart Butler. That all of that panel, the

previous panel, came out very strongly for universal coverage.
The CHAIRMAN. Oh, yes, emphatically. And I do not know that

Stuaft Butler opposed.
Senator ROCKEFELLER. So all of the panel then came out for that.
The CHAIRMAN. Yes.
Senator ROCKEFELLER. So that this whole concept-my closing

thought, would be that Ms. Blakeley and Mr. Brennan and Mr.
O'Flinn, rather than trying to crush concepts that the Congress is
now considering-I mean one of tlhe things that people do is if
there is an idea out there, just as son as it is born they just put
theii thumb on it and squish it so it does not get any bigger.

But rather than do that, if you make the assumption that Repub-
licans and Democrats are dead serious about universality of cov-
erage-everything has to be phased in. We understand that. The
Pepper Commission phased coverage, too. But if we are absolutely
serious about doing that-and Ms. Blakeley, you and Mr. Brennan
maybe in particular-rather than sayi:n.g this cannot work, all
these people are going out of business, we are against this, we are
against that, try instead to come up with some ideas that would
be helpful to a committee and to a Congress which is clearly mov-
ing, as the American people already are, strongly toward a bill that
will have universal coverage.

Mr. BRENNAN. We wouldbe happy to do that.
Ms. BlAKELEY. I do not know of anybody that does not support

universal coverage.
The CHAIRMAN. There you are. There you are. That is the spirit.

This meeting is adjourned. With great thanks.
[Whereupon, at 12:26 p.m., the hearing in the above-entitled

matter was adjourned.]



APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF ANN BLAKELEY

Good morning. My name is Ann Blakeley and I am the president of Earth Re-
sources Corporation of Ocoee, Florida. I employ 25 people, and my company special-
izes in the management of particularly hazardous materials. Today, I am testifying
on behalf of the National Federation of Independent Business (NFIB). NFIB is the
nation's largest small business advocacy organization representing more than
600,000 small business owners in all fifty states. The typical NFIB member has five
to eight employees, and grosses $250,000 in annual sales. NFIB sets its legislative
positions and priorities based upon regular surveys of its membership.

I want to thank you, Mr. Chairman, for inviting NFIB to testify before this com-
mittee. I want to commend you for dedicating this hearing to proposals that would
require employers to pay for a comprehensive health benefits package for all em-
ployees. No issue Congress will consider for years to come will have a greater im-
pact on Main Street small businesses and the people they employ than the health
insurance employer mandate. No issue has a greater capacity to challenge and pos-
sibly reverse what NFIB sees as the emerging consensus in Washington and around
the country about how to reform health care in America and how small business
should be treated in that reform effort.

This testimony will evaluate the employer mandate both as a general policy mat-
ter and also specific forms of the mandate. The most visible employer mandate pro-
posal to date has been the president's. I will spend considerable time focusing on
the mandate in the Health Security Act because it provides a constructive example
of how an 80% employer mandate, the most commonly proposed form of mandate
by its supporters, would affect small business owners and their employees. The
Health Security Act also sheds light on the degree to which subsidies can alter the
impact of such a mandate. My statement will also examine the impact on small
firms of other employer mandate proposals.

THREE KEY QUESTIONS

Few public policy debates in the nation's history have been more complex than
the national debate now taking place over health care reform. As suggested above,
the debate over the employer mandate can quickly be distilled down to three basic
questions:

(1) What impact would the employer mandate in the President's Health Security
Act have on small businesses and the people employed by them?

(2) How would the proposed small business subsidies and payroll caps in the
Health Security Act alter that impact?

(3) How would other proposed forms of health insurance employer mandates affect
small businesses and the people employed by them?

Based upon nearly a decade of research and surveys on small business and health
insurance, my testimony will attempt to answer each of these questions. First, it
is important to provide some context about the conditions in which small business
owners currently find themselves when it comes to purchasing health insurance for
their employees.

HEALTH CARE REFORM FOR MALL BUSINESS: DR. JEKYLL AND MR. HYDE

Whether you call it a crisis or a problem, small business owners are clearly the
victims of the many flaws in the current health insurance market. They often pay
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approximately 30% more than larger companies for similar benefits because of ad-
ministrative costs. They often pay an additional 30% more in premiums because of
costly state mandates for specific types of insurance coverage, which prevent small
business owners from shopping for only the basic care that their employees might
prefer. ,arger firms that self insure, by contrast, are not subject to these costly
mandates. In addition, a small firm is far more likely than others to feel the painful
brunt--.both economic and emotional- -of tile preexisting condition exclusion or,
when an employee gets sick, the 20%, to $300% premium hike, or the sudden can-
cellation of insurance, Insurance companies are much more likely to require exclu-
sions, raise premiums or cancel policies to shield themselves from risk when insur-
ing a small firm rather than a large business.

Small business owners who provide insurance for their employees, or who are at-
tempting to, are currently stuck in this dismal situation just described. They have
nowhere else to go. Their firms are usually not large enough to self insure and they
often do not have access to managed care arrangements. In NFIB surveys, small
business owners have said that health insurance is a benefit they want to offer-
it gives them a competitive advantage in a labor intensive sector of the economy--
but they often find its cost prohibitive or they can't find it at all.

All of this accounts for a trend in NFIB Foundation surveys that began in 1986.
In that year, small business owners for the first time identified the cost of health
insurance as their number one problem. That trend has continued ever since, with
the cost of health insurance proving to be twice as critical a problem as the number
two problem in the survey, federal taxes on business income.

For all of these reasons, health care reform has over the last half dozen years be-
come NFIB's most important legislative priority. We have said for many years that
the status quo in health care is unacceptable. But NFIB and the small business
community are also keenly aware that health insurance reform has a "Dr. Jekyll
and Mr. Hyde" character about it. Either sniall business owners will be able to con-
tinue to thrive and produce the majority of new jobs in this country through mean-
ingful reform, or they will be required to pay substantial new costs that many of
the smallest firms cannot afford. Unfortunately, the employer mandate in the
Health Security Act and other forms of it fall into the latter category. The mandate
would result in job loss in the smallest, newest, most marginal firms in the econ-
omy. The explanation of why this will occur can be found in the answers to the
three questions previously posed.

1. What impact would the employer mandate in the Health Security Act
have on smallbusiness?

'IlE IMPACT ()I PAYR)L TAXES

Title I of the Health Security Act would enact into law the idea that all Ameri-
cans are entitled to a comprehensive set of health benefits which President Clinton
has said is akin to that offered by Fortune 500 companies. Title I also places into
law the requirement that all firms must pay for 80% of this Fortune 500 package
for all employees, including Medicare recipients, and pro-rated payments for part-
time and seasonal workers.

Title VI of the bill stipulates that almost all employers must fulfill this obligation
by paying a specific percentage of payroll to Regional IlealthAlliances, which, in the
form proposed by the Administration, represent "agents of the federal government"
according to the Congressional Budget Office. These mandatory payroll based pre-
miums are a huge, new payroll tax levied to pay for 60% of the proposed new health
care system.

With all due respect to the Congressional Budget Office, small business owners
did not wait for the CBO announcement on whether the mandate is a tax or a pre-
mium. Small business owners know this is a tax increase. They know that the man-
date would fund an entitlement created, managed, and regulated by the federal gov-
ernment, no different from Social Security, Medicare, Medicaid, or unemployment
insurance. They know they would have to pay a percentage of payroll for this enti-
tlement and withhold a portion of their employees' wages for the program, just like
other government programs. They know that any effort they undertake to provide
health insurance differently, less expensively, or perhaps not at all would be met
by audits and penalties, both civil and criminal.

The question of whether the employer mandate is a payroll tax or a premium is
not merely a game of words, as some have suggested, nor is it just a question of
precedents in federal budget practices. It is important because it clearly shows that
the employer mandate, regardless of its official label, has every characteristic of the
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kind of mandatory payment that is most damaging to a small firm and the jobs it
creates: it is a payroll tax.

Payroll taxes must be paid regardless of the financial health of a business. Forsmall businesses, most of which survive not on profitability but cash flow, this is

a particularly dangerous threat This problem is acute in new businesses, which cre-
ate one in three new jobs in the U.S., because a new payroll tax is an additional
fixed cost on those businesses every time they want to grow and hire new employ-
ees. Payroll taxes assessed to pay for mandatory benefits give small business owners
a new cost over which they have no control, limiting their ability to provide the best
possible compensation package for each individual firm's survival and based on em-
ployees' needs. And because most small firms are labor intensive, particularly in the
retail and service sector, small firms take a disproportionate hit from a payroll
based tax. Such taxes create incentives for buying machines and paying overtime
(instead if hiring new employees) and disincentives for keeping existing employees.
This is exactly the small business atmosphere the employer mandate would create.

Debunking A Misperception
Some have argued that, despite the damaging nature of payroll based taxes, the

employer mandate in the Health Security Act would not hurt small firms because,
as President Clinton said during his State of the Union Address, most small busi-
nesses provide health insurance for their employees already. This is simply not true.
This lingering misperception skews the health care debate and created additional
fallacies about how many firms would see their costs go up under the Clinton plan.
Because the Health Security Act imposes at least a 3.5% payroll cost increase to
all firms that do not currently provide health insurance, understanding the demo-
graphics of the employ er community and what firms do or do not provide health in-
surance is crucial to this debate.

Based on data from the Census Bureau, the Congressional Budget Office, the U.S.
Small Business Administration, the Health Insurance Association of America
(IIAA), and others, between 40 and 45 percent of employers provide some level of
health insurance coverage today. How is it possible that a substantial majority of
Americans obtain health insurance throu h the workplace yet a minority of employ-
ers provide insurance for their employees. The answer to this question can be found
by walking down Main Street in most congressional districts in this country. Sixty
percent of employers in the United States have fewer than five employees. That ac-
counts for three million of our employers. In this group, 74% do not provide health
insurance for their employees. NFIB surveys indicate that in most cases, as alluded
to earlier, the sole determinant for not doing so is cost. Coincidentally, these are
the people getting the worst deal in the insurance market.

PERCENT OF FIRMS THAT DO AND DO NOT OFFER HEALTH INSURANCE (HIAA, 1989)

Firm size Offer Do not offer

Fewer than 5 employees .......................................................................... . ... .. ... . 26 74
5-9 em ployees ....................................................................... .......................... ....... 54 46
10-24 employees ......................................... 72 28
25-49 employees ...................................... ... 90 10
50-99 employees ........................................ 97 3
100 or more employees ..................................... 99 1

Total ............................................. 142 58
I A 1992 HIAA study adjusted this figure to 40%.

The employer mandate precludes a health reform approach that makes it possible
for these firms to respond to a reformed health insurance market. Instead, it irmme-
diately and disproportionately raises the payroll costs of these firms, in the case of
the Clinton plan, by 3.5% to 7.9% of payroll, and ultimately makes them responsible
for 80% of a very rich standard benefits package.

While small business in general would be hit hard by the employer mandate, mi-
nority and women owned small businesses will be hit even harder. These firms tend
to be the smallest of our businesses. Minority owned businesses represent approxi-
mately 10% of all businesses, but only account for 3.9% of business receipts. In addi-
tion, of those minority owned firms that have employees, the average number of em-
ployees is 3.1. Women owned firms tend to be in the retail and service sector, which
often tend to be small businesses.

Lewin-VHI, the health care consulting firm whose report on the Health Security
Act the Clinton Administration embraced, has estimated that employers that do not
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currently provide health insurance for their employees would have $29.3 billion in
increased payroll costs in the first year the law would be fully in effect. Between
1994 and the year 2000, firms that do not now provide insurance would have $107
billion in new payroll costs. These figures take into account a small business sub-
sidy. Because of the demographics mentioned earlier, the smallest firms in the econ-
omy would bear a disproportionate share of this cost

What would these firms with fewer than five employees do? How will they react
to a new payroll tax? One option is to raise prices. But a small firm in an extremely
price sensitive market couId lose a significant customer base and might consider
that committing suicide, and would choose to avoid that option. Another option is
to reduce employee wages to cover the new payroll cost, but this cannot be done if
the worker is earning the minimum wage. A third option is to let one or more em-
ployees go and limit hiring to the greatest extent possible. NFIB believes that the
third option is the most likely to occur. In a September 1993 Gallup survey done
for NF IB, 31% of small business owners said they would have to reduce the number
of employees in their firm with even a 3.5% increase in payroll costs. Low wage
workers, for reasons mentioned here, will be the first to go, severing the first step
on the economic ladder for the working poor.

What about firms that do currently insure? The Lewin-VHI study estimates that
nearly half of them would pay more for health insurance under the Clinton plan.
The study says that firms that do currently provide insurance will net $400 million
in savings by 1998. But this figure relies on $42 billion in savings from two forms
of government intervention and spending that we believe are not likely to last over
time given political pressures and financial constraints: premium caps and payroll
caps. This means that most firms that would save money under the Clinton plan
would be relying on a government subsidy or price controls, items over which they
would have no control, to keep their costs down.

If a small firm already provides insurance for its employees, what would explain
its health care costs rising under an employer mandate? Under the Clinton plan,
a restaurant that provideshealth insurance for its full time cooks and managers but
not its high turnover part time staff would likely spend more on health insurance.
A contractor who provides health benefits for his secretary and his one full time
worker but hires additional employees for the summer months, would likely spend
more on health insurance. A growing computer firm that provides insurance for em-
ployees, who have an average wage of over $24,000, and has managed to keep its

ealth care costs low cough a basic benefits package and high employee cost sharing
would likely see its health insurance costs go up.

Whether a small firm provides health insurance or not, there are certain concerns
about the employer mandate that all small firms will undoubtedly have in common.
One is the wave of paperwork that employers would have to submit to Regional Alli-
ances to prove compliance with the law and calculate payments, which would be a
hidden payroll tax on employers. Second, employers are deeply concerned about a
standard benefits package that sets Fortune 500 coverage as the minimum standard
for health insurance. The Lewin study estimates that the annual per employee cost
of the comprehensive benefits package in the Health Security Act would be between
$5,000 and $6,000, 18% higher than Administration estimates. CBO said Adminis-
tration premium estimates were off by 15%:

GROWING AGREEMENT ON THE EMPLOYER MANI)ATE

All of the problems cited in this testimony regarding the employer mandate con-
tribute to the near unanimity among the American people, congressional leaders,
economists, and even proponents of the mandate in the White House that it would
result in job loss and prove damaging to small business:

" Public Opinion. 64% of Americans are concerned that the Health Security Act
will cause employers to eliminate jobs, and 73% of Americans believe the plan
would hurt small business. (Washington Post, 10/12/93)

" Congress. Congressional leaders in both parties have expressed deep reserva-
tions about the impact the mandate would have on small firms. Typical of such
sentiment are the comments of Senate Small Business Committee Chairman
Dale Bumpers who said on December 9th of last year: "There are literally hun-
dreds of thousands of small business people in this country that might have to
close their doors under the President's [health care] proposal. That is unaccept.
able."
T The White House. The Council of Economic Advisors acknowledged that
600,000 jobs could be lost under the President's plap. The small business sub-
sidy plan is in and of itself an acknowledgement ofCthe burden that would be
placed on small firms by the mandate.
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* Economists. A 1000 member survey of the American Economics Association in
June 1993 indicated that 80% of the economists interviewed projected a de-
crease in employment among all employees as the result of requiring employers
to provide health benefits to low wage employees.

Another study, recently released by the Employment Policies Institute (EPI), con-
cluded that the Clinton employer mandate would result in 780,000 to 2.1 million
jobs lost. EPI studies have indicated that the job loss resulting from requiring em-
ployers to pay for worker's health insurance expenses would be concentrated in just
a few industries: restaurants, retail trade, and agriculture. Other industries that
will see disproportionate job loss are construction, repair services, personal services
and private household services.

A CONSAD Research Corporation study conducted in May 1993 found that three
leading health care reform plans requiring employer manhdates could impact 7.5 mil-
lion to 18 million jobs in terms of reduced wages, reduction of other benefits, and
potential cuts in hours worked. Job loss estimates ranged from 400,000 to over 1
million.

* Small business owners. As mentioned previously, in a survey of NFIB mem-
bers taken by the Gallup organization last September, 31% of respondents said
they would have to lay off workers if they had a 3.5% increase in payroll, and
38% said they would have to do so if their payroll costs went up 8%. Eighty-
four percent of NFIB members said they opposed the employer mandate in the
same survey, and a plurality said their opposition would grow stronger if there
were a government subsidy to defray the cost for small, low wage firms. A ma-
jority of NFIB members currently provide health insurance for their employees
(while only a minority of the overall small business population does, as dis-
cussed e ,rlier), and they firmly oppose the employer mandate in the Clinton
plan and variations of it,

* Proof from abroad. Europe is suffering from double-digit unemployment lev-
els in part due to the fact that some countries have raised the benefits thresh-
old for creating a job to a point where it matches what an employer can expect
to pay in straight wages.

Some will argue that this growing consensus on the problems associated with the
employer mandate is questionable because it does not adequately take into consider-
ation the ability of small business subsidies to blunt the impact. This leads to the
second key question of the employer mandate:

2. How does the proposed small business subsidy and payroll caps alter
the impact of the employer mandate?

The President's proposal contains an elaborate small business subsidy scheme.
The question of such a subsidy's effectiveness must be considered in two ways: short
term and long term. Based upon NFIB's careful analysis of the Health Security Act,
in neither case is the outlook bright. Section 6123 of the bill outlines the small busi-
ness subsidy scheme through which the required health premium costs for small
firms (under 75 employees) would be limited to 3.5% to 7.9% of payroll. The federal
government would pick up the rest While NFIB appreciates this recognition that
some small firms simply cannot afford to pay 80% of a government mandated "For-
tune 500" health plan, these subsidies and payroll caps have so many weaknesses
that small business owners view them as unreliable undesirable and under-fi-
nanced.

SHORT TERM

In the short term, NFIB estimates that about three of four employers in the U.S.
would have increased health care costs under the Health Security Act-even with
subsidies fully financed. This figure is based upon the employer demographics and
the Lewin-VHI study cited earlier. Again the lion's share of these costs will be borne
by the very smallest firms in the economy.

An additional short term problem is that there are already mechanisms in the
Clinton plan that would raise an employers costs over and above the 3.5% to 7.9%
payroll caps that the bill guarantees. For example, a December 21,1993 Ways and
Means Committee news release stated, "the premiums p aid by employers and indi-
viduals would include additional assessments to cover the costs of certain Federally
financed programs, such as academic health centers and graduate medical edu-
cation, alliance administrative costs, and (premium) collection shortfalls (sections
6101, 6107, 6125, 1352, 1353 of the Act)." It is NFIB's view that these additional
assessments undermine the payroll caps and could cause health bare costs to sky-
rocket, to the detriment of small Firms.
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LONG TERM

There are several reasons to believe the small business subsidy is unreliable over
the long haul and will be phased out over time:

(1) The percentages of payroll at which mandated health care costs are
capped would always be subject to change. In fact, since the first unveiling of
the President's plan, they have changed at least two times.

Example: Mr. Smith owns a landsca ping company and employs 26 people who on
average make $15,000 a year. When the first raft of the President's plan was re-
leased on September 7, 1993 his health care costs were capped at 3.8% of payroll.
But what happened when concerns were raised that the health bill was not paid
for? On October 4, 1993 a new subsidy table came out which would have raised Mr.
Smith's cap to 4.4% of payroll (BNA's Daily Health Care Report). When the Health
Security Act was finally submitted to Congress in November 1993, Mr. Smith's pay-
roll cap rose again to 5.3% of payroll. In these two changes, Mr. Smith's already
considerable mandated health care costs rose $5,850 per year. This process would
only be magnified if the employer mandate were law and political and fiscal pres-
sures mounted. Because of financing problems, the payroll caps appear to be made
of Swiss cheese.

(2) While the bill "entitles" certain firms to payroll caps based on their size
and average wage, it places a cap on the amount of funds that would be avail-
able for this entitlement. This means that if estimates for the cost of this enti-
tlement are off, the "caps" of 3.5% to 7.9% are meaningless.

There is every reason to believe that the Administration estimates will be off. Nei-
ther the Bureau of Labor Statistics nor the Small Business Administration have
current statistics of average wages by firm size, making it very difficult to know
how many firms will be eligible for the subsidies. The CBO study found the em-
ployer subsidy program is underfunded by $72 billion in the first five years of the
program. Then there is history. In 1965, Medicare was estimated to cost $9 billion
by 1990. It actually cost $116 billion. Attempts to project entitlement costs, virtually
all analysts agree, are very difficult and almost al ways off. When cost estimates of
the subsidy prove to be low, the payroll caps will once again be undermined.

As Energy and Commerce Health Subcommittee Chairman Henry Waxman said
last October, "[The subsidy caps) could mean the money just won't be there for lo,
income people and small businesses."

(3) The wage criteria for the payroll caps are not indexed for inflation, mean-
ing that as wages go up in a firm even if only for cost of living adjustments,
so will health insurance costs.

(4) The Health Security Act allows the states and the National Health Board
or Congress to adjust the already generous standard benefits package. Recent
experience has clearly shown that a federal government fiscally restrained by
huge deficits is inclined to pass ad take credit for benefits for which it does not
have to pay. If this should happen with the standard benefits package, the
small business subsidy would cover less arid the employer mandate would cost
more.

In light of all the data on the high cost to small business of the employer mandate
and the low reliability of the small business subsidy, it is clear that the employer
mandate in the Clinton plan or variations of it represent the wrong way to finance
health care reform. While this view embodies the growing consensus, there are still
numerous compromises being discussed regarding the mandate. This brings us to
the third and final question:

3. How would other forms of health insurance employer mandates affect
small businesses and the people employed by them?

As employer mandate detractors have raised small business concerns that have
taken hold, supporters of the mandate have struggled to save it through com-
promise. While these diluting compromise plans are a sign that mandate proponents
are moving in the right direction on this question, NFIB believes that such mandate'
variations should be rejected. Health care reform should happen this year, but it
should happen without any form of employer mandate.

Three major employer ii andate variations have emerged in recent weeks: (1) an
employer mandate for firm with more than 100 employees and an individual man-
date for smaller firms, (2) a W igg~A -iicf'hanism whereby an employer mandate
would be implemented at some designated point in the future if universal coverage
is not achieved by that date, and (3) a 50% employer mandate, instead of an 80%



employer requirement Details of these proposals are currently developing, but it is
clear that all three have numerous problems associated with them.

The arst two, the so called small business exemption and the trigger mechanism,
should be considered simultaneously because they have two problems in common
from the point of view of the small business community. They both stem from the
fact that these proposals through various means, would place into law the idea that
employers are responsible for the health insurance of employees as a condition of
being an employer. In the case of the small business exemption, the legal obligation
exists for the employer who creates more than 100 jobs. fn the case of the trigger
mechanism, all employers are held responsible if reforms do not achieve universal
coverage. The concerns raised by such a legal obligation are financial, practical, and
philosophical.

Such an obligation, whether imposed on larger employers or used as a backup for
universal coverage, immediately brings to mind an obse~-vation made by the Chair-
man of this Committee. In September of last year, Chairman Moynihan said the fol-
lowing regarding the financing of government entitlement programs: "In the past,
we [the federal government] have all been wrong." Surely that view of history is cor-
rect and it is the basis of the first concern regarding the exemption and trigger
meclianisms There can be no disputing it. As a result, small business owners under-
stand that any employer mandate to finance an entitlement will be a floor of that
employer's expense, not a ceiling. Just look at other employer obligations that have
financed entitlements:

(1) 1965 cost estimates of Medicaid expenditures were off by 7600%.
(2) 1965 cost estimates of Medicare expenditures were off by 1178%.
(3) Social Security was originally financed by a 1% payroll tax. Today, a self

employed person pays 15%.
While previous employer financing efforts have been for entitlements that serve

only a segment of the population, a health insurance entitlement to a standard set
of benefits would cover all Americans, making financing forecasts even more tenu-
ous. The result is thAt any additional assurances by the federal government to em-
ployers that their exposure from an entitlement would be strictly limited are dubi-
ous at best. The result is the small business exemption would shrink, or the trigger
mechanism would surely be implemented. The result is thac small employers, once
it is established that employers at some level are responsible for coverage, would
be tied to a cos'of a benefit over which they would have no control. They would
be asked to do more when the government only has the money to do less.

The second concern that arises regarding the exemption and the trigger is that
they are philosophically contradictory to the view of the small business community
on how health care are reform should be achieved. NFIB polling shows that most
small business owners believe that, as stated earlier, providing health insurance for
employees is a competitive advantage. They believe that cost is the primary barrier
to employers who do not provide insurance. They believe there is insufficient com-
petition in the health insurance marketplace. They believe that every America has
a right to basic health care, and that health insurance should be one of the first
employee benefits that employers provide. But they reject the notion that small
business owners, who take risks, often borrow money to start a business, and create
the vast majority of new jobs in this country, should be required to provide health
insurance. 87% of NFIB members believe that ultimately health insurance is an in-
dividual responsibility. These compromise mandates do not reflect this view. Other
proposals in Congress that espouse the goal of universal coverage do.

The 50% employer mandate shares the drawbacks mentioned regarding the other
compromise mandates, and then some. It has all the same problems as the Health
Security Act mandate. It is a payroll tax, which is regressive and hits labor inten-
sive small businesses the hardest. It would also hit minority and women-owned
firms very hard. It would result in job loss for the same reasons discussed earlier.
It is still a cost increase to the vast majority of small firms because the vast major-
ity currently cannot afford or gain access to health insurance for their workers. And
it is also a cost increase for some firms that currently provide insurance but do not
offer as rich a package of benefits, have higher employee deductibles and
copayments, or do not provide benefits for part-time and seasonal workers. Like
other mandate proposals, it reduces an employer's role in providing health benefits
to simply writing a check for a cost he or she cannot control.

Some will argue that the employer mandate is indispensable; that health care re-
form cannot happen without it. This view is simply not correct. This committee, all
of Congress, and the President have an enormous opportunity to remove all barriers
to purchasing health insurance and expand health care coverage to those who can-
not afford it without an employer mandate. NFIB supports numerous steps that



would take us in this direction: voluntary small business purchasing groups, insur-
ance reforms, malpractice reforms, administrati-e reforms, 100% deductibility of
health premiums for the self employed, preemptiiug costly state mandates, arid pro-
viding ror a basic package of standard benefits. These steps would bring health care
costs down and make it easier for small business owners to purchase health insur-
ance for their employees. These steps embody the emerging consensus, as I have in-
dicated, on how to reform America's health care system.

As for bringing the 38 million uninsured Americans into the system, there are
other proposals besides the employer mandate in the debate that would subsidize
uninsured individuals directly. NFIB has worked with members of this committee
on both sides of the aisle, such as Senators John Breaux and John Chafee, on alter-
native proposals they support which would do just that. There are a variety of ways
this kind of health care reform could be financed: tying employer deductibility of
health benefits to the cost of the standard benefits package, limiting the tax free
transfer of health benefits to employees, an individual mandate, and reductions in
the rate of growth in Medicare and Medicaid are among them. I am not here to en-
dorse any single one of these, but to say that they are worthy of your consideration
as an alternative to a financing mechanism that would be very damaging to Main
Street small businesses, their employees, and the overall national economy: the em-
ployer mandate.

NFIB supports numerous health care reform plans offered by members of both po-
litical parties that do not include the employer mandate. I am hopeful we can work
together to find a solution that does not achieve health security at the expense of
job security.

Thank yoL,

PREPARED STATEMENT OF BERNAIR F. BRENNAN

Chairman Moynihan, Mr. Packwood, and distinguished Members of this Commit-
tee, my name is Bernard F. Brennan. I am Chairman of the National Retail Federa-
tion (NRF) and Chairman and CEO of Montgomery Ward & Co. I appreciate the
opportunity to testify today on behalf of the NRF and to present the views of the
retail industry and Montgomery Ward on key health care issues of concern to retail-
ers.

As a company with 60,000 employees, Montgomery Ward offers a comprehensive
plan to all full-time employees and part-time employees working over 30 hours a
week. Montgomery Ward established a milestone in 1912 when it became the first
American company to offer health care coverage to its employees. Montgomery Ward
and the retail industry share the Administration's vision of quality, affordable
health care for all Americans. Retailers need and want health care reform to control
increasing health insurance costs and guarantee access to coverage for all Ameri-
cans.

We endorse significant and meaningful reform measures that would control health
care costs and reduce insurance premium increases without negatively impacting
the retail job market. Specifically, we support:

* effective, market-based solutions to control health care costs, without global
budgets or price controls;

" efforts to encourage the formation of voluntary health insurance purchasing
groups to make health insurance more affordable for individuals and small busi-
nesses;

" insurance reforms which limit preexisting condition exclusions and guarantee
availability, renewal, and portability of coverage;

" medical malpractice reforms which reduce defensive medicine practices and em-
phasize alternative dispute resolution.

However the National Retail Federation firmly believes that health care reform
must not be achieved at the cost of our nation's economic health. Therefore,
we strongly oppose any health care plan which mandates employers to purchase
health insurance coverage for their employees. Implementation of an employer man-
date would cause a massive disruption to the retail industry and our nation's overall
economy. Studies have estimated that up to 3.1 million jobs would be lost under
an employer mandate, with over 75 percent of the lost jobs coming from labor-inten-
sive, low-wage industries such as retailing.' These are the very people who can

I O'Neill, June E. et al. The Impact of a Health Insurance Mandate on Labor Costs and Em-
ployment. Washington, D.C.: Employment Policies Institute, Sept, 1993.



least afford a decrease in income for wage reductions or loss of their jobs
in return for health care coverage.

The National Retail Federation believes that health care reform can, and must,
be achieved without major damage to our nation's economy. We want to work with
Congress to ensure that the cure to what ails our nation's health care system is not
worse than the disease.

WHY THE RETAIL INI)USTRY IS UNIQUELY SITUATEI) IN THE DEBATE ON HEALTH CARE
REFORM

We believe that a successful health care reform plan must take into account the
unique size, function and economics of retailing. Retailers employ 20 million peo-
ple-one in five U.S. workers. Fully 25 percent of the recently unemployed obtain
new jobs in retailing. Retailing contributes greatly to our nation's economic vitality.
Between 1979 and 1992, the retail industry has created 3.4 million, jobs,2 while
some other sectors of the economy have actually lost jobs. In addition, retail job cre-
ation causes an economic ripple effect through other industries. Every 10 retail jobs
create 4.8 jobs outside of retailing-in manufacturing, transportation, and other
sectors. 3

The job of retailing is to serve its customers. Many retailers-like my company-
are open seven days a week, 11 to 12 hours a day (some even 24 hours a day) to
accommodate the needs of today's customers. In addition, peak buying periods de-
fine much of the business. For example, a recent Arthur Andersen study shows that
hourly sales velocity and customer traffic volume can vary by a multiple of thirty-
five during different one-hour periods in one day. In contrast to continuous produc-
tion processes which require stable work schedules and accommodate full-time work
shifts, these unique retailing factors make it necessary for us to maintain a very
flexible workforce which includes large numbers of part-time and seasonal workers.

A recent study by an independent economic consulting firm 4 confirmed toat 73
percent of part-time employees specifically choose part-time employment because it
fits their needs. Companies like Montgomery Ward and other large and small retail-
ers provide the jobs which make ends meet for millions of part-timers who are
working mothers and single parents and need flexible schedules, older work-
ers who want to keep active, teenagers getting a first taste of the working world
and college students working to contribute toward their educational expenses.

Retailing is highly labor-intensive and competitive. Its profit margins are very
thin, and can be as low as 1 to 3 cents on the dollar. Since 1990, over 50,000 retail-
ers have filed for bankruptcy. Forty-three of the top 100 department stores operat-
ing in 1980 are no longer in business.

ANY FORM OF AN EMPLOYER MANDATE DISPROPORTIONATELY IMPACTS THE RETAIL
INDUSTRY

Because a mandate requiring employers to pay their employees' health insurance
premiums translates directly into increased labor costs, its impact will be felt most
strongly in labor-intensive industries with high concentrations of lower-wage work-
ers such as the retail industry. The continued ability of Montgomery Ward and
other U.S. retailers to create jobs and to contribute to national economic prosperity
would be threatened by the massive new costs that such a mandate would impose
on employers.

Productivity data underscores why an employer mandate would have disastrous
consequences for the retail industry. On an annual basis, a full-time equivalent re-
tail employee produces $1740 in corporate earnings while a full-time manufacturing
employee produces $6447 in corporate earnings. Thus, on average, it takes over 3.7
retail employees to equal the productivity of a single manufacturing employee. Ac-
cording to the Employment Policies Institute, the retail sector ranks lowest in
per-worker contribution to company earnings.

2Source: Bur. of Economic Analysis, U.S. Dept of Commerce.
3Source: Bur. of Economic analysis, U.S. Dept of Commerce; Dep't of Economics, University

of Illinois at Chicago.
4Source: The Trade Partnership, Washington DC.
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PRODUCTIVITY AND HEALTH CARE COSTS IN RETAILING COMPARED WITH MANUFACTURING

Anal Empoer Cost of Employer Cost of
corporate cost of individual cost of family
earnings individual coverage as IfaM/ coverage as
per F1Ev health care of earnings' health careI % of earnings

Retailing ................................. $1,740 $1,656 952% $3,864 222.1%
Manufacturing ......................... $6,447 $1,656 25.7% $3,864 59.9%

$Source: "Survey of Current Business," Aug. 1993, Bur. of Econiomic Analysis, U.S. Dep't of Commerce. $6,447 company earnings per full-
time equivalent manufacturing employee/$l,740 company earnings per full-time equivalent retail employee = YT:1.

'Employers mandated to pay 80% of the cost of individual coverage of the $2070 per year (15% above the Administration's estimate per
estimate by the C80), or $1656.

1$1656 employer cosL/$1740 company earnings per full-time equivalent = 95.2%. $1656 employer cost/$6447 company earnings per full-
time equivalent = 25.7%

:Family coverage would cost 80% of $4830 per year (Per CBO), or $3864.
9Retail: $3864 employer cosV$1/40 company earnings per full-time equivalent = 222.1%. Manufacturing: #3864 employer cosLl$6441 com-

pany earnings per full-time equivalent = 59.9%.

As detailed in the chart above, a mandate requiring employers to pay 80 percent
of their employees' health insurance premiums would cost-retailers $1,656 per year
for single coverage. This is 95.2% of what a full-time retail employee produces in
earnings. Eighty percent of family coverage, would cost $3,864 or 222.1% of what
a full-time retail employee produces in earnings. The cost-earnings difference for
part-time workers would be even greater. Clearly, the productivity of these low-
wage retail employees cannot justify health care coverage that massively
increases their total compensation costs.

In addition, of all the major industries, the retail sector would experience the
greatest percentage increase in the number of workers who would become insured
by their own employer under an employer mandate. 10 Thus, the price tag for health
care reform under any mandate would be disproportionately borne by retail employ-
ers. Moreover, a mandate would impose additional substantial administrative costs
for labor intensive industries. Such cost would be dramatically magnified were the
ERISA preemption weakened and waivers given to individual states.

A recent Lewin-VHI analysis of the Health Security Act reveals that, compared
to other industries, the retail industry would experience by far the sharpest in-
creases in health spending under an employer mandate.1 1 The table below illus-
trates the disparate impact a mandate would have on the industry.

NET CHANGE IN HEALTH SPENDING FOR PRIVATE FIRMS IN SPECIFIC INDUSTRIES IN 1998 UNDER
HEALTH SECURITY ACT 12

Industry Net Change AveIfe Pe.Worker

Construction ............................................................................ $1.6 billion $243.00
M anufacturing ......................................................................... ($2.1 billion) ($96.00)
Trans., Com m ., Ut ...................................................................($4.3 billion) ($628.00)
W holesale Trade ...................................................................... ($0.7 billion) ($177.00)
RetailTrade .............................................................................. $17.1 billion $1,167.00
Services.................................$15,0 billion $576.00
Finance ..................................................................................... $0.8 billion $127.00
O ther ........................................................................................ $1.5 billion $334.00
Total Private ..................................................................... .......1 $28.9 billion $319.00
1S2ource, Lewrn-VHI estimates using the Health Benefits Simulation Model.

Lewin-VHII estimates that, by 1998, retail employers' health care costs would in-
crease by an average of $1167 per worker. When you compare this type of in-
creased cost with the company earnings per full-time retail equivalent employee
($1740), you begin to see the true imbalance of the additional cost burden on the
retail and other labor-intensive, low-wage industries. In comparison, the service and
construction industries would experience an average per-worker increase of $576
and $243 respectively. Of the projected $28.9 billion increase in health spend-
ing among private firms in 1998, the retail industry would bear 59% or
$17.1 billion.13  Obviously, the retail industry cannot absorb such a massive cost
increase.

10 Sheila Zedlewski, "Expaniing the Employer-Provided Health Insurance System: Effects on
Workers and Their Employers," Health Benefits and the Workforce, 1992.

"Source: Lewin-VHI, Inc., The Financial Impact of the Health Security Act (Dec. 9, 1993).
13 Id at 76.



101

JOB LOSSES UNDER AN EMPLOYER MANDATE

Because many retail employees are at or near minimum wage, their cash com-
pensation cannot be altered. Thus, retailers cannot, as can higher-wage employers,
shift the increased costs resulting from an employer mandate back on to wages. Nor
can retailers simply pass these cost increases onto customers through price in-
creases. Many retail purchases are discretionary in nature and deferrable. Also, due
to intense competition, major segments of the retail industry are experiencing price
deflation in many merchandise categories. During the 1980's, retail square footage
grew by over 50% while the population increased by only 10%. This resulted in ex-
tensive pricing pressure on all retailers causing price decreases in many products.
Bureau of Labor Statistics data disclose that the 75 billion dollar consumer elec-
tronic industry has experienced significant deflation since 1939. This is true at
Montgomery Ward as well since our products are priced very competitively in the
market. As an example, industry figures show that the average price of a camcorder
in 1989 was $1014 compared to $777 in 1993. The average price for VCR's in 1989
was $329 which has decreased to $239 in 1993. It is obvious that in the current
low-margin retail industry, we simply cannot pass higher prices on to consumers.

Since we are unable to recoup costs through price increases, cannot shift increases
in labor costs to low-wage employees and cannot operate at a loss and remain a via-
ble business, we are left with but one choice under a health care employer mandate:
to reduce labor costs through a reduction of jobs and wages. Basic economics require
that an essential relationship must exist between the compensation provided an em-
ployee (wages and benefits) and the economic value received by the employer.

As the author of one study on employer mandates notes, whenhn industries
cannot shift [increased labor costs] the inevitable result is the loss of jobs,
with the job loss increasing with the unshiftable cost." 14 This statement is
consistent with mainstream economic thought.

For example:

* Leading Democratic economist Lestei C. Thurow of MIT's Sloan School of Man-
agement stated that "The Europeans have taught us that mandated bene-
fits end up pricing labor out." 15

• A survey of leading American economists conducted by the University of New
Hampshire revealed that 80 percent believe that imposition of an em-
ployer mandate will result in the loss of lower-wage jobs.

* The Joint Committee on Taxation, in its analysis of the Health Security Act's
employer mandate, noted that economistsss generally believe that payroll
taxes are borne by employees."

" Robert Shapiro, Vice President of the Progressive Policy Institute, wrote in the
New Democrat that "[fJar from guaranteeing benefits to low-skilled work-
ers, a rigid employer mandate, by the economics of it, would probably
cost many of them their jobs."

" A USA Today/CNBC survey of 55 economists revealed that 78 percent fear that
enactment of the Administration plan would slow employment growth.1 8

" Business Week's Bill Javetski, who covers European economic policy, notes the
Administration's contention that there's a lot we can learn from the Germans
whose national health program provides comprehensive coverage at a mere 9%
of gross domestic product, compared with 14% in the U.S. Javetski points out:
"But what the President isn't factoring in is the cost employers pay, on top of
wages, to support the systems. In fact, across the European community,
benefits costs--mostly for health insurance-are twice those in the U.S.
The EC now admits that such costs are a big reason why the U.S. cre-
ated 20 million jobs in the 1980s while Europe produced barely any."

Numerous studies document the job loss which is almost certain to occur as a di-
rect result of an employer mandate:

* A study conducted by Nathan Associates, Inc. for the National Retail Federation
conservatively estimated that at least 500,000 retail jobs would be eliminated
under an employer mandate. A modest 5% reduction in the 20 million
worker retail industry would be 1,000,000 jobs.

" The Employment Policies Institute estimates that retail job losses could
total 726,000 under a mandate.

* A CONSAD study analyzing the potential employment impact of several major
health care reform proposals concluded that "estimates of job losses exceeding

' 4 0'Neill et al.
t Business Week, January 24, 1994.
16USA Today/CNBC survey of 55 economists, 10/1/93.
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1,000,000 from the more rigorous employer mandated proposals are not unreal-
istic." 17

* One study found that imposition of an employer mandate could result in the
loss of 3.1 million jobs nationwide with over 75 percent of the lost jobs
coming from labor intensive, low-wage industries such as retail, res-
taurant and agriculture.' s

These job loss concerns are consistent with an extensive analysis by Montgomery
Ward undertaken in conjunction with nationally recognized benefit consulting firms.
An employer mandate affords management virtually no choice. We truly want to
grow jobs and the business. However, to continue to run a viable business in the
ace of an employer mandate, we would be forced to find ways to offset cost in-

creases due to the mandate. We would have to closely analyze our retail and sup-
port operations to determine where such costs might be reduced. In the labor-inten-
sive retail industry, where labor is our number one cost, we would have to scale
back our workforce.

Most retailers would have no choice but to cut jobs or reduce work hours in order
to meet the increased costs they would face under an employer mandate. This is
a very painful process which I had to undertake once before. When I joined Mont-
gomery Ward in the mid 1980's, I encountered an excessive cost structure which
caused the company to face potential liquidation. Had we not eliminated 17,000 jobs
in order to save 60,000 other jobs, Montgomery Ward would not be in business
today.

Low-wage employees, who have less opportunity to trade wages for health bene-
fits, are the most likely to suffer the effects of these costs. That is the truly tragic
irony of an employer mandate; the very people government is trying to
help would, because of this terribly misguided but well-intentioned ap-
proach, suffer the loss of something far more valuable to them and their
families-namely, their livelihood.

THE D)IRECTION OF HEALTH REFORM AND SUBSII)IES

Private citizens and businesses, both small and large, are acutely mindful that
governmental programs are, upon enactment, often merely a starting point. Our ex-
perience leads us to believe that it is the direction of the program that is crucial,
not necessarily its components, minimal size, or in the present case, subsidy fea-
tures. In the case of health care employer mandates, business owners, small and
large, frequently remind me that starting down the wrong road, even with a timid
step, can quickly turn into a fiscal quagmire. An employer mandate is simply an
entitlement program funded by business. I don't need to explain to this Committee
our nation's track record in controlling the costs of entitlement programs. As re-
ported by th,' Washington Post, in 1965, it was estimated that by 1991 the Medicare
program would cost $9 billion per year. The actual cost of the program in 1991
was over $100 billion per year. Another example of a well intended program that
dramatically exceeded government cost estimates is the federal Medicaid Hospital
Subsidy Program which made mandatory disproportionate share payments to hos-
pitals handling large numbers of poor patients. In 1987 the Congressional Budget
Office estimated that it would cost the federal government only $95 million over the
next three years to cover its share or an average of $32 million per year. In 1992,
just five years later, the program cost the federal government $10.8 billion. Gov-
ernmental programs once begun are often irreversible as to direction and
growth. For these reasons, we firmly believe that the direction taken in the
reform of health care is of paramount importance.

As we embark upon the journey to reform health care, we need to clearly focus
in a thoughtful and logical manner upon the specific problems in our health ci.re
system and address them directly. Altering insurance regulation can eliminate bar-
riers to health insurance for people with pre-existing conditions. Insurance reforms
could guarantee uninterrupted coverage to employees upon leaving their employer.
The elimination of existing regulatory barriers would permit small business insur-
ance pools to purchase insurance collectively, increasing their bargaining power and
significantly reducing their costs. Medical malpractice reform would also reduce
health cost, as would the standardization of claim and other forms. For low-income
workers unable to qualify for Medicaid but unable to afford an insurance plan, a
government voucher or tax credit system could help ensure adequate coverage. The
NRF supports efforts to subsidize the health insurance costs of low-wage employees.

17 The Employment Impact of Proposed Health Care Reform on Small Business. Washington,
D.C.: CONSAD Research Corporation 51. 1993.

l"'O'eill et al.
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We urge your consideration of a bipartisan, uniform plan which incor-
porates the principles of market based reform at the federal level.

In addition to the devastating economic consequences described earlier, the major
objective of cost control is incompatible with the proposed employer mandate. Em-
ployer involvement in the control of costs is essential. We must have the flexibility
to work with our employees in the careful expenditure of health care dollars. An
employer mandate effectively removes the incentive to do so. Failure to recognize
this would be, I fear, a tragic and irreversible mistake at this pivotal time.

WHEN IS THE CURE WORSE THAN THE DISEASE?

Our nation's health care system is truly massive and complex. The economic and
social implications of health care reform exceed those of virtually any other issue.
Your decisions will dramatically affect not only the $900 billion per year health care
industry, but the $2 trillion per year retail industry, other labor intensive industries
and every remaining segment of business. Of equal, if not greater, importance is the
unique value placed by Americans on the nature and quality of the health care they
receive.

We urge you not to ignore the dire warnings of business people through-
out retailing and other labor-intensive industries as well as leading econo-
mists as to disastrous effects of an employer mandate on jobs and our econ-
omy. Such a mandate, if enacted, would:

* Tragically cause many of those individuals most in need of health care
coverage to lose something they and their families need and cherish far
more--their means of earning a livelihood. Numerous economic authori-
ties, including leading Democratic economist, Dr. Lester C. Thurow of M.I.T.,
have analyzed the impact of an employer mandate on the U.S. economy in light
of experience in the European community and elsewhere and concluded that
such a mandate would seriously damage jobs and the economy.

* Effectively remove from businesses the capability to control health
care costs. An employer mandate would stifle creative approaches and the
careful expenditure of health care dollars by individuals and business. With lit-
tle ability to reduce costs (a mandate effectively fixes costs), business will have
virtually no incentive to explore methods of doing so.

* Devastate labor-intensive industries and the economy-the retail indus-
try which employs 20 million workers (one in five) would, under the Administra-
tion's proposed employer mandate, be faced with a cost increase in health care
spending of $17.1 billion of the projected $28.9 billion increase in health care
spending in 1998 among business. Employers would have no choice but to dra-
matically reduce labor costs, i.e. jobs, to stay in business.

* As an employer who views with pride our historical legacy as the first American
company to offer health care coverage to our employees in 1912, and as a con-
cerned industry, we want to continue to meet the needs of our workers and the
consumers we serve. We look forward to working with Congress to achieve the
goal of quality health coverage for all Americans while addressing the critical
issues raised today.

PREPARED STATEMENT OF STUART M. BUTLER

My name is Stuart Butler. I am Vice President for Domestic and Economic Policy
Studies at The Heritage Foundation. My testimony represents my personal views
on the issue of health care reform, and should not be construed as representing any
official position of The Heritage Foundation.

I wishto thank the Committee for the opportunity to testify on the important
topic of how to secure adequate health insurance coverage for all Americans. In my
testimony I will address three issues:

(1) Why the design of the current system leads inexorably to the absence of uni-
versal coverage and high levels of involuntary uninsurance.

(2) The severe shortcomings of an employer mandate as a device to secure univer-
sal coverage. In doing so I will present the main findings of a new study of the Clin-
ton plan (the Health Security Act) conducted for Heritage by Lewin-VHI. This anal-
ysis shows that including the effect on wages of an employer mandate substantially
reduces the attractiveness of the Iealth Security Act in terms of "winners" and "los-
ers" among working-age households.

(3) How universal coverage can be achieved in a system built on individual owner-
ship of insurance and non-employment groups as sponsors. This system is the basis
of legislation introduced by Senator Don Nickles (S. 1743, The Consumer Choice
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Health Security Act). The same Lewin-V1l analysis indicates that under the tax
credit approach of the Nickles bill, families in every income bracket are significantly
better off than under the Clinton Administrations employer mandate.

WHY THERE IS INAI)EQIIATE COVERAGE TOI)AY

The primary reason we have the serious problem of millions of working Americans
wanting insurance but unable to obtain it ...or losing the coverage they now have-
is because most health insurance is employer-based. Michael Graetz, another panel-
ist, has explained that this system is an historical accident. It continues because
families face a huge tax penalty for obtaining coverage through any other mecha-
nism, such as buying it directly or obtaining coverage through some alternative
group, such as a union. This tax penalty and the lack of any significant federal as-
sistance other than this form of tax relie, explains part of the uninsurance problem.

The second, related reason is that under the employer-based system, the employer
actually owns the plan and decides the benefits (either arbitrarily or by a bargain-
ing with the union). The employer also controls the amount of a worker's total com-
pensation that will be devoted to coverage. Thus unlike life insurance or home-
owner's insurance, a health insurance typically does not belong to tile person in-
sured. Hence a change of job, or any employer-decided change in benefits, can mean
the loss of insurance, or at the very least a change in coverage.

Until this system is changed, there will always be a problem in America of fami-
lies unable to acquire the plan that is best for them, and always a fear that cov-
erage will be interrupted or lost. Until it is changed, it will be impossible to achieve
universal coverage, or anything approaching that goal.

THE HEAVY COST OF AN EMPLOYER MANI)ATE

Some Members of Congress, as well as officials of the Clinton Administration,
maintain that the way to resolve the problems I have outlined is to require all em-
ployers to provide comprehensive coverage, adding subsidies to certain employers
and workers. But an "employer mandate" is in practice merely a disguised individ-
ual mandate-and so Congress should focus on that latter device. Moreover, as a
new analysis of the Health Security Act shows, the "pass-through" of an employer-
mandate in the form of reduced wages would be heavy and very regressive.

An employer mandate is in a real sense meaningless because all it means in prac-
tice is that employers are required to earmark a specific portion of a worker's total
compensation for the purchase of health insurance. The lion's share of this money
in other words, comes out of the worker's paycheck, not the employer's profits. In
a review of the economic literature, Lewin-VHI notes that approximately 88 percent
of the cost of any such mandate would be passed on in reduced wages.

According to a new Lewin-VHI analysis of the Health Security Act, which is pro-
vided to members of the committee, the employer-mandate in tile Act would in 1998
mean reducing the wages of workers in firms not currently providing insurance by
an average of about $1,243, or 6.1 percent. This wage cost, I should note, is in addi-
tion to the change in family health costs associated with the plan, the details of
which were identified by Lewin-VHI in their December 9, 1993 analysis of the
Health Security Act. In addition, Lewin-VHI points out that in the case of many
lower-income employees, a loss of job is more likely in practice than a reduction in
wages. Lewin-VHI estimates the range of job losses at 155,000-349,000, heavily con-
centrated among lower-paid workers.

THE ONLY OPTION FOR UNIVERSAL COVERAGE: AN INI)IVII)UAI,-IASED SYSTEM

If universal coverage is to be achieved, the only possible method to meet that goal
would be to require individuals to obtain coverage and to provide lower-income
households with the means necessary to comply with that requirement. An employer
mandate is merely a hidden and incomplete mandate on individuals. The Clinton
Administration evidently recognizes this, since the Health Security Act actually
places the ultimate obligation on individuals to choose a plan and to pay their share
of the premium.

There can and should be much discussion of what universal coverage actually
means and whether it is even desirable. Does it mean an assurance that anyone
who wants insurance protection can obtain it at an affordable cost (including any
subsidy they may receive)? Does it mean people should be required to have a certain
level of insurance whether they want it or not? Does it mean protection against cat-
astrophic costs or insurance "protection" against the cost of a $20 prescription?

For the sake of discussion, I will explore the idea that the goalis two-fold. First,
to assure that all Americans not in government health programs can in somo way
obtain an adequate level of health care, including protection against catastrophic
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health care costs, at a reasonable cost to the household. And second, that all such
Americans must carry at least catastrophic insurance. This second element would
be to protect society from the potential cost of an individual who otherwise might
refuse to buy insurance and yet incurred high medical bills in, say, an emergency
room. In other words, it would be liability insurance for the rest of society which
is paid for by each individual.

If this is the objective, with every American protected against at least catastrophic
health care costs, the ideal reform would have to contain certain key elements. After
discussing these, I will note how the Consumer Choice ,legislation (S. 1743) offered
by Senator Nickles substantially achieves these and then I will summarize ILewin-
VIII's analysis comparing the financial impact of S. 1743 and the Health Security
Act.

Element I." Families must be free to chHose any plan (an(d set of benefits) irrespective
of their place of employment, and with the saine tax relief wherever they obtain
their plan or care.

The current tax code heavily penalizes households who do not obtain their care
through an employer-owned plan. To open up more sensible avenues for families the
tax code would have to be neutral with respect to where a family obtained its plan.
Thus the tax code would have to treat the family the same, whether the plan was
sponsored by an employer (as today), a union, a church, some other sponsoring
group, or directly form an insurer. Ideally, the tax code also should not discriminate
between paying for health care through insurance, out-of-pocket, or by disburse-
ments from a special account (sometimes called a "medical savings account"). This
latter tax neutrality would enable families, without any tax distortion, to decide the
most economical balance of insurance and direct health spending.

To enable families to make a rational choice between obtaining coverage through
an employer-based group or some other group, employees with company-sponsored

plans would have to have the right to "cash out" the actuarial-value of their currentBenefits and put this money towards an alternative plan.

Element 2: All working-age households not in Medicaid would have to obtain at least
a catastrophic plan.

If the objective of Congress is protection against catastrophic medical costs for
every American, then obtaining such coverage would have to be a legal requirement.
Otherwise the goal cannot possibly be achieved because some individuals will refuse
to insure themselves and yet could receive substantial services under the current
legal obligations faced by hospitals. But two caveats are important here. First, such
a requirement is not a requisite for an individual-based system as such, but only
if Congress' objective is universality. And second, if the goal is to achieve a situation
close to universality (recognizing the difficulty of 100 percent coverage), then a man-
date may be unnecessary.

Element 3: The current structure of tax relief would have to be changed, and/or reve-
nue changes made to assist low-income fainilies.

The current tax exclusion provides generous tax relief to upper-income house-
holds, in high tax brackets, and very little to lower-income families. If lower-income
families are to be able to afford at least a basic plan, the method of tax relief would
have to change, to provide more assistance to low-income families. The ideal form
of tax relief, bearing in mind budget considerations, would be to replace the current
tax exclusion with a refundable tax credit. To maintain budget neutrality, any net
shortfall in revenue would have to be offset with other program reductions.

Element 4: There would have to be changes in insurance regulations.
If households are to choose and own their own plans, and to be secure in the

knowledge that they have insurance that tonot be discontinued, there would have
to be certain changes in insurance law. lor one, states would have to be prohibited
from mandating certain insurance benefit, beyond any minimum required by federal
law. For another, insurance companies would have to renew coverage each year, at
the choice of the policyholder. And, I would argue, insurance companies need to be
limited in the risk factors they can consider when quoting premiums. We propose
limiting underwriting to age, sex and geography.

If this change is not made, problems arise in the case of' high-risk households who
would otherwise not be able to afford catastrophic protection, even with tax changes
and government subsidies. The alternative would be some form of government-spon-
sored and subsidized risk pool for these households. But that means a large new
federal program (potentially a "Medicare, part C"), and with it the threat of another
source of out-of-control federal health care spending and counterproductive price
controls.
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HOW THE CONSUMER CHOICE 11BILL, ADDRESSES THESE ELEMENTS

In essence, S. 1743 would change the current health system such that families
could choose the health plan and benefits that suited them best. They could obtain
a plan directly from an insurer, or thrOugh a large group (such as a union, church
or farm bureau), and so obtain the advantages of a large buyer. Families would own
their plan, and it would move with them from job to job. And through changes in
the tax code, families would be assured of at least basic coverage,

The main features that would achieve universal coverage, and would affect federal
revenues are as follows. The budget figures are based on an analysis of how the
Nickles Consumer Choice bill would affect household and government finances in
1998. The full study has been made available to the Committee.

" A refundable individual tax credit would replace the current exclusion available
to households for company-sponsored health insurance. Under the bill, em-
ployer-paid health benefits would be subject to taxation, but these benefits, and
other spending by the employee, would henceforth be eligible for the credit.

" The credits would be structured as follows:

Health Insurance Premiums and unreimbursed Medical Expenses as 3 Percentage of Gross Income Tax Credit

Less than 10..................................................................25%
10-20.....................................................................50%
Above 20% ... ................ ...... .... ...... ............ ....... .................. . 75%

" A credit of 25 percent would be available for contributions to a medical savings
account. In any year, contributions eligible for the credit in each household
would be limited to $3,000 for the head of household and an additional $500
per dependent.

" Every individual or family would have to obtain a minimum package of health
insurance to cover medically-necessary acute care. The maximum deductible
would be $1,000 for an individual ($2,000 for a family) and an out-of-pocket
limit of $5,000.

" Anyone not complying with this requirement would lose the personal exemption
in the tax code. In addition, states would assign a plan to the individual in such
cases and employers would deduct the appropriate premium payment.

" Employers would make a payroll deduction to cover premiums for the plan cho-
sen by the employee. The employer would also adjust the employee's tax
withholdings to reflect the -estimated credit available to the employee.

" If an employee currently with employer-sponsored insurance chose to obtain
health insurance coverage from another source, employers would be required by
law to "cash out" the actuarial value of the employee's existing benefits. The
actuarial value would be based on age, sex and geography. In this case, employ-
ers would continue to make a payroll deduction and to adjust withholdings ac-
cording to the coet of the new plan.

" The Medicaid Disproportionate Share program would be converted into a flexi-
ble grant program for the states to help low-income individuals not eligible for
Medicaid to obtain health care. The purpose of the grants would be to keep total
net out-of-pocket costs to no more than 5 percent of income for families with
incomes below 150 percent of the poverty level.

" Insurers could not exclude coverage for preexisting conditions, nor could they
cancel coverage (except for non-payment of premiufis). Health insurance under-
writing for individual or family plans would be limited to age, sex and geog-
raphy. Discounts could be given to promote healthy behavior or early detection,
and to reflect reduced marketing costs associated with group coverage.

Based on the "benchmark" analysis by Lewin-VHI for 1998, and CBO data, we
estimate that these and the other provisions in the Nickles bill would lead to a
small cumulative surplus in the federal budget over the next five years.

THE LEWIN-VHI ANALYSIS OF THE CLINTON AND NICKLES PLANS

The Heritage Foundation contracted with Lewin-VHI to carry out two analyses:
(1) Lewin-VHI re-estimated the impact on families in 1998 of the Health Security

Act, factoring in the effect of an employer mandate on wages. Lewin-VUI's Decem-
ber analysis of the plan confined itself to estimating the net effect on health spend-
ing. The new evaluation represents the true "bottom line" for families. Lewin also
estimated job losses associated with the plan.
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(2) Lewin-VHI carried out the equivalent analysis of the Nickles Consumer Choice
Health Security Act. Hence, this estimated the net impact of the loss of the tax ex-
clusion, the gain of the credit, changes in premiums and out-of-pocket health spend-
ing, and adjustments to wages of "cashing out" of company-provided plans.

Including the effects on household wages of an employer mandate substantially
changes the "winners" and "losers" under the employer mandate approach of the
Clinton legislation. What the Committee might find most remarkable is that the dis-
tr'ibutional/"winners" and "losers" under the individual tax credit approach turns
out to be far more attractive to households thqn under the Health Security Act, even
for very low-income workers. Thus as a means of achieving universal coverage, the
individual tax credit approach has significant advantages.

The Lewin-VHII findings are contained in the accompanying tables, To summarize
the analysis and these tables:

* Assuming, based on the academic literature, that 88 percent of the cost of a
mandate takes the form of reduced wages, the Health Security Act would in-
volve an aggregate cut in wages in 1998 of about $20.6 billion. The average
wage cut for workers not now covered by company-sponsored insurance would
be $1,243.60. The largest number affected would be in the retail and service sec-
tor.

" Under the employer mandate in the Health Security Act, between 155,000 and
349,000 Americans would lose their jobs, chiefly among the lowest-income work-
ers (see Tables 1 and 2).

" Prior to taking wage effects into account, Lewin-VIII estimated that the Htealth
Security Act would reduce household spending on health care in 1998 by about
$26.5 billion. But when wage effects of an employer mandate are included as
a health cost for families, net health spending in 1998 falls by just $7.7 billion.
By comparison, the Nickles Consumer Choice Health legislation would reduce
total health spending in 1998 by $35.5 billion.

• The Lewin-VI II figures for spending under the Nickles bill do not include any
assumption that consumer choice and competition will achieve a long-term
downward trend in the growth of health care spending (even though the bill's
sponsors claim that will happen). On the other hand, the Lewin-VHI analysis
of spending under the Clinton bill assumes that the plans premium price con-
trols and expenditure controls will be 100 percent effective (a point that is dis-
puted by the Congressional Budget Office and most analysts).

* Tables 3 and 4 indicate the change in health spending under the Health Secu-
rity Act when wage effects are not taken into account (Table 3) and when they
are (Table 4). As the tables indicate, taking wage effects into account sharply
changes the total net effect on average non-elderly households, especially in the
case of the currently uninsured.

* When wage effects are included, the proportion of working-age households
whose spending rises under the Clinton Health Sccurity Act by at least $1,000
more than doubles, from 16.7 percent (ignoring wage effects) to 30.7 percent.
The proportion of working-age households experiencing a net decrease of income
(including wages and health costs) is 53.4 percent under the Health Security
Act when wages are considered (Table 5), up from 49.5 percent if wage effects
are ignored.

* When the Clinton Health Security Act is compared with the Nickles Consumer
Choice Health Act, the Nickles bill produces a far better balance of "winners"
and "losers." For example, under Nickles only 18.8 percent of working-age
households see a total increase in costs of more than $1,000 after wage effects
are considered (Table 6), compared with 30.7 percent under Clinton. And under
Nickles, 39.4 percent of working-age families would experience a net reduction
in costs of at least $1,000, but only 28.1 percent under Clinton.

* When the distribution of "winners" and "losers" is broken down by income group
(See Tables 7 and 8), the Nickles tax credit approach leads to substantially
more gainers in every income group---even among the working poor-than the
Clinton employer mandate approach can accomplish.

CONCLUSION

This comparison of two approaches to achieve universal coverage, the employer
mandate (The Clinton bill) and a more explicit obligation on individuals, combined
with a tax credit (The Nickles bill), shows two crucial things. One is that an em-
ployer mandate has huge hidden costs, in wage reductions and jobs, that must be
taken into account and will no doubt lead to public reaction if such a system is ever
put into place. The second is that an individual credit approach can achieve the
same stated coverage goal as the Clinton plan, and yet do so while reducing total
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health costs for all income groups, cutting public programs less than the Clinton
plan, and without depending (as the Clinton plan does) on price controls of question-
able effectiveness or mandatory health expenditure cuts.

TABLE 1

ESTIMATED JOB LOSSES DUE TO THE HEALTH SECURITY ACT
BY INDUSTRY (FULL AND PART TIME WORKERS) IN 1998

INDUSTRY EMPLOYMENT LOSSES
_______ Eiastcft n -02 EINtIotY a -0.

Construction 6,645,856 5,229-13,074
Manufacturir' 21,875,590 28,02241,767

Transportation 6,931,161 6,078 15,200
Wholesale Trade 4,1211"99 1,023 . 2,536

Retail Trade 16,64,639 30,627 76,578'

Service 29,735,649 47,914 110,511

Finance 6,937,199 4,057 10,135

Federal GovemmeM .3,443 5,150 12,875

State Government 5,121,197 9,01 22,704

Local Government 10,052,903 11532 28,892
4Other4,619,694 5,857 14,639

TOTAL 1!6,14810 .... M . 915
Total less govemment 91,330,987 128,808 284,439

TABLE 2

ESTIMATED JOB LOSSES DUE TO THE HEALTH SECURITY ACT
BY EARNINGS (FULL AND PART TIME WORKERS) IN 1998

EARNINGS IAPLOYMENT LO8SE V-.

Lessthan$10,000.... 15,130,637149,534 336,314
$10,000-29,999 .. 40,149,316 5,037 12,601
Over..$30,000 60,868,357 0 0

TC lrAL ..... % 148.310rol ;m, " s W
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TAKLE 3

CHANGE IN HEALTH SPENDING FOR NON-AGED FAMIUES BY CURRENT INSURED
STATES WITHOUT WAGE EFFECTS

(FAMILIES HEADED BY AN INDIVIDUAL UNDER AGE 65)
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TABLE 4

CHANGE IN HEALTH SPENDING FOR NON-AGED FAMILIES BY CURRENT INSURED
STATUS WITH WAGE EFFECTS (FAMIUES HEADED BY AN INDIVIDUAL UNDER AGE 65)

N FweM#I

$1,800
$1,600

$1,400

$1,200
$1,000
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s3.4

125) ($i)
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Curent Policy

C am)
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$1,5731 .626

$615

($467')

[lChfge in premiums 0 Change in out-of-; yrmnts .poket oedkV @Change in taxes and 0]Not e~ of changes
-ae !2!!

Source: Lewn-VKI esirnate u the Hoa~ff Benefits Snueltion Model (HBSM).
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TABLE 5
DISTRIBUTION OF FAMILIES BY-CHANGE IN HEALTH SPENDING

NET OF CHANGES IN AFTER TAX INCOME
UNDER THE HEALTH SECURITY ACT IN 19tb

Change In Heafth SpendkV Not of Changes in htoomeP
Not Increase of $20 or Mome63.4%

$1,000 or More Increase 30.7
$500- $999 Increase 9.3
$250 -$499 increase 6.9
$100 -$249Increase 4.7
$20 -$ 99Increase 2.3

No Net Chane (less than 20) 2.3%
$20 -$ 990ecreae 1.8
$100 - $249 Decrease 3.0
$250- $499 Decremas 4.4
$500- $999 Decreas 6.5
$1,000 or More Decrease 28.1

Net Decreas of $20 or More __0___8 _

All Famrilles 100.0%

a Efune weo te MW yew of Ixopwn bmetso The net kipm o
t pan on indWd failas wE very over ine due lo yea'10 yer fluttao inh"h orm Nutuftft

b Id rude o ry tnmIes heeded by pem under m ae 6.
C endure fwm in wagesderm rwwwo esmm w not cn in

houehoid hesh w spwd*g k iwvgein premri- end or-p c@t
endWng; s a on incremsd w age wO tx cr t .

SOURCE: Lw* -VW oHmates uWg weaO Senet SiW on Mode (HBSM).

TABLE 6
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DISTRIBUTION OF FAMILIES BY THE AMOUNT OF THE CHANGE IN TOTAL FAMILY HEALTH CARE EXPENSES

FOR PREMIUMS AND OUT-OF-POCKET COSTS UNDER THE HEALTH SECURITY ACT
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PREPARED STATEMENT OF AIAIN C. ENTHOVEN

It is a privilege to appear before this important committee which is defined to play a crucial role
in health cae reform. And It Is a pleasure to revisit soma friends of long gandin:, especially the
Chairman with whom I served in the Administration of President John F. Kennedy.

This Committee and this Congress find themselves faced with powerful conflicting forces that
must be resolved if yoa are to legislate health care reform this year. Yct, rcfarm is urgentl)
needed. Health care expenditures are straining public finances at every level of government, and
are pricing coverage out of rewh for many families of nodcrai mcaos. Any serious cost
containment policy threatens morally unacceptable results if the poor are not well proteted.
Although there am some recent encouraging signs of moderation in expenditure growth, th
market forces that are contributing to it must be sharpened and strengthened. While competition
appear to be taking hold in California, it is not in many other parts of the country. E.tuli0 hteid
public policies coud accelerate this process greatly.

President Clinton deserves great credit for elevating the problems of cost and access of health
care to the top of the nation's policy agnda. This should havc luappntd much earlier. But I
believe the President has mad the problems you face more painful and difficult by promising the
impossible: cover the 39 million uninsured. add costly drug and long-term care benefits to
Medicare, adopt a generous benefit package, liit employer contributions to 7.9% of payroll, and
have government assunx private employer early reLheo obligapiuus - all without a broadly based
middle class tax increase and while reducing the deficit. I agree with the Chairman's
oharactorization of this plan as "fantastic fantasy."

The President worsens the piobletu by falling a tax a non-tax and by making completely
unrealistic forecasts of growth in health car spending. Neither the Canadian system nor the
Dritish National Health Surviux come close to meeting the cost containment goals required by the
Clinton plan.

As the Congressional Budget Office all but said, the Clinton employer mandate is a tax. It
certainly acts like a tax in Many ways. Employer contributions Inside the Alliances are onginaly
capped at 7.9 percent of payroll - a number that is likely, over the years, to grow to 12 percent or
more. Anid, ns the government's hunger for receiptss" intensifies, it it is likely to become a frank
payroll-tax on all earned income -just like the Medicare tax, The 7.9 percent cap also destroys
the u4tvntivc of the employer to be actively Involved in cost containment.

Tu cpand coverage, taxes are necessary, and not necessarily all bad. However, I am concerned
about the effect on incentives for some people like lab technicians, skilled production workers,
and others in Califotnia who now face a combined federal and state (payroll and income)
marginal tax rate of 50 pement, and who would be pushed into a rate over 60 percent,
approaching rates we used to associate with Scandinavia. In Scandinavia, such rues created a
culture of tax avoidance. We have recently seen a parade of high-level government appointees
whc did not pay a 15 percent payroll tax on household help, What can we expect at 27 percent?

As for unrealistic forests, the President's plan (and C10) hypothezs growth rates in real per
capita spending at 1.5 percent in 1996, down to =o in 1999. This compares to 1985-1990 real
growth rates of 4.6 percent in the US, 3.5 percent in Canada, and 2.5 pement in the UK.

I am optimistic that in the long run, given time for through system reform, for profound cbange
in the culture of docton and patients reading resource use, time for many innovations in
organization and management systems, practice patterns, personnel use, ec., and given the right
incentives to motivate it, we could have a high quality and much less costly sys t of medical
care.

Them are encouraging signs in California. C.aifnia Public Employees Retirement System just
announced that next year's raw will be'down 1.1 pa t from last year. But we have had
competing health maintenance organztions in California for years. Nationally, this is not likely
to happen in the next five year, and it cwtvinly will not happen under govemcment-Iuposed
global budgets or price controls on premiums because their incentives am all wrong.

So Congress is left with an apparetly imposstle dream promised by the Pnside4 with the
detail left to you.
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Your task is to reduce costs and cxpand coverge to some rcas43mabl stau d of univm-a
coverage. Any private health insurance system may not be able to ensure every citin gets
covered Th ore, a definition of univrsal coverage should bet r t nd adjusted as information
accrues below 100% - just as we consider 95% to be "full employment" - and this should be our
goal. Targewad programs can care for those fci.aiagi utcoveul.

The only way to cut cost without cutting quality is by gutting th inctivcs right. Reform must
create powerful market forces that reward doctors and hospitals for forming and operating
increasingly efficient comprehensive cr orgtnizations, through a long-term continuing process
of quality and productivity improvemenL The Jackson Hole Group, of which I am a trustee, is
prparing a papa entitled "M 'w4d Cumpedtkm W1, which I wouk tlmto submit in the next
few days as part of my testimony, that describes what I beleve is the wisest way to proceed. It
takcs into considcration the curremzn ollal contxt; It does not put the tederml budget at risk; it
does not undermine positive private sector reforms already underway; and it is consistent with
the principle s of Managed omptition.

A critical pit of cmadng app ate incentives is a limit on tax-free employer contributions to
health care, and employers level dollasr-defined contributions, so that anyone who chooses a plan
that costs axwe tan dz least costly, pays the full difference with net-after-tax dollars, so that the
health plan that cuts its price by a dollar sees the whole dollar offered to the subscriber who joins
it. The present ax trutment implies a heavy tax on cost containment."The uncapped tax break is
a bleeding artry in the federal budget, estimated at $90 billion in 1995 by the Joint Committee
v Taxntion. A "tax cap' offers the best source of revenue to pay for badly needed subsidies that
will help access for thepoor. AndIt does so by broadening the tax base rather than by raising
marginal tax rates.

To simplify matters, Congress could pick a national average amount - some amount per
individual, per couple, per single-parn family, per two-parent family - that, when adjusted for
regional variations In factor prices (like Medicare's Prospective Payments), would approximate
the price of an efficient health plan in each region, trend it forward by growth in per capita gross
domestic product, and make that the limit on tax-fre employer contributions. Then dedicate the
savings to subsidies for low-income people.

Managed Competition 11 describes a limit set at the average priced plan, combined with a tax free
health spending account for the cost differ=e for those who choose a plan priced below the tax
cap. A tax cap plus Medisave accounts would preserve the integrity of the incentive. However.
while raising the level of the tax cap might be more politically amactive, it also will reduce
revenues to the balanced health security budget, making it more difficult to fund low income
subsidies. This is particularly important if we want a reasonable benefit reduction rae for low
income subsidies to prevent a s" marginal tax rat cliff.

The benefit reduction rate (or implicit marginal tax rate on carnins) when couibiu d with other
welfare programs can be unacceptably high. However, the costof areliorating the marginal tax
rate is also high. Henry Aaron wrote that the. rcean-Dauezibc. cr bill would inflict an 88
penrcet marginal tax rate on people between 100 percern and ?X parent of poverty. I calculated
a somewhat lower, but still unacceptably high, rate, although aty pl.uing-out of usbsidies
represents an improvement over the current Medicaid program. Senator Chafoe would
ameliorate this by stretching out the zero subsidy polat to 240 pcrnt of the povey line. That
would help, but it will also cost more. This is, of course, the painful dilemma that faces all
programs of assistance wto low-iriuwux pople. It is very Important to consider this health care
problem in the context of welfare reform and the total picture of low-income assistance.

A limit on tax free employer-paid health benefits is an ecellent source of revenue for
subsidizing the poor adm reducing the marginal tax rate cliff, A tax cap set at the low priced plan
could raise $16 billion per year according to Congressioral Budget Office estimates; a cap set
lowcr could raise evc more.

A critically imrprt part of total reform is including Medicar. and Medicaid in the reRtbrmed
system. They are too large to leave ou, and potential saving' in these programs might be used
fur low income subsidies Boch of these progms are largely frozen into the oboet and
discredited system of f(.-for-service, solo pmctice and remze third-pary payment, with all its
perva- Incentives. rhese programms perfectly illustrate the wols of Vi President Gore in the
1993 National Performance Review: 'The federal govenmmt seems unable to abandon the
obsolete."
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Ouvrmewnt should get the costs of fee-fc- service Medware under control by Prospective
Payment and Volume Pefrmance Standards on a regional basis. Then it should agressively
market eruollment to Mdicare beneficiaries in Accountable Health Plans covering-the full
standard benefit package. In areas where competition has driven premiums below Medicare's
fec-for-service equivalent, government should pay in tu the price of the low-priced plan. That
lets -Medicare beneficiaries share in the saving., in the form of expanded benefits. In Areas where
the low-priced plan's premium exceeds Medicare's fee-for-service equivalent (Medicare rates
should be utilization-adjusted community rates), government would pay the latter, and
beneficiaies who wanted to pay the difference would be free to do so.

What about mandates? We already know a great dea about the pros and cons of several forms of
mandate.

An employer mandate, to which I was p eviously sympathetic, is attractive because it seemed to
offer continuity with the present in that it would maintain employer-based coverage. And
incrementalism is one of the flrst laws of our demcracy. Moreover, we need a group basis for
health insurance, and while the employment basis has its shortcomings, the only appnent
alternative would be government and that would be worse. Furthermore, problems of
employment-based health insurance in small groups would be mitigated by Breaux-Durenberger
health plan purchasing cooperatlves.

'Under the Administration's version, an euiloyzr mandate would also allow the government tn
shift some of the burden of public programs onto employers and to create the perception that no
one is paying the price. However, employer-paid health insmancc is a myth; any maateu un
employers would be shfted to employees through reduced wages Ct loss of jobs.

In a competitive economy, the employer can pay no more in total compensation than the value of
the employees contribution to the output of te firm. So if a mandate rcqulio3 t employer to
pay, say, $2,000 in health care, the employer will have to reduce pay or benefits by that amount,
unless, thxt would drive pay below the minimunn wage, in which case, tho employee will be laid
off. The cost will not come out of profits in the long run becavs, capital is mobile worldwide
and will move to seek a competitive retn. Somo may be shitcd furwatd to u usomm, but not
much, especially in low wage industries where demand is very elastic.

So the cost is shifted to the employee. Ahematively, thecmandatcan bealarge increase in the
minimum wage. Although it is impossible to meamur the oA miuku dislocaton an employer
mandate would cause, clearly some employees would lose out. While some studies suggest not
many jobs would be lost, I=m skeptical about tha in the cast of a $1 per hour increase.

An employer mandate may also b vry costly t ea 'o - thr are m 11cS of employers.
Employers and employees may conspire against the mandae (as in Social Security). I
understand Hawaii s mandato has barely brought theh wvcrage to a higher level than some non-
mandae states when you control for the relevant explanatory variables.

Also, the Clinton plan subsidizes large firms with well paid people to get them to subsidize their
low-income workers. It would be more ifluieMnt to target subsides to low-income workers
directly.

I am increasingly' *rsed by the merits of an individual mandate which requires individuals to
purchase oovcrate. Such a mandate makes seise in that subsidies are targeted at individuals as
well An individual mandate would not motivate employers to cut pay or lay people off.

But this approach has problems too. There is a risk that companies that are currently active,
valuc-busod health purJmw will cme these acvitles and will perform only the ininmm
duties necessary to full the obligation to offer coveag. However, competitive forces in the
labor mark&T and a rulc tht coverage must be obtained trougf the appropriam sponsor (the
employer in the cas of a large group) should mainWn an active employer role.

An individual mandate could be enforced through a free rider tax that would require individuals
who do not puchavscoverage to pay a tax equaltothecost of coverage plusa penalty. A free
rider tax could be progressive and enforced by the IRS.
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A combined approach, whe employers in gr ups of more than 100 face an employer mandate,
individuals In groups of 100 or less ace an individual mandate, aad low income individuals ame
targeted for subsidies, is also possible. This approach best builds on the current employment-
wibd system because 99% of companies above the 1OGperson threshold currently offer
coverage to their employees the percenrae of smaller companies is much lower. Potential
gaming around the threshold could be mitigated by phasing in with firm size the percentage
contribution required of employers. .Low income subsidies would still be targeted at individua.
because this i the most equitable and efficient approach. And individuals would use their
subsidy vouchers either through their large employer or their local health plan purchasig
cooperadve to defray the cost of coverage.

What to do? I believe that legislation should require every oae to contribute toward the cost of
their heAlth care and should finance thos unable to pay for themselves through a sysm based
on efficient, progressive taxes. However, given that it will take time to build strong health plans,
to evaluate progress, to accumulate savings from managed compctition., and to allow individuith
to avail themselves of the reformed system, it is not inappropriate to fix the system first before
ne.re ing to pour unlimited sum of money into it -- the error that was made in the creatio, of
Medicare and Medicaid. Despite the evident problem of a high benefit reduction rate, Bresux-

reunbegerrepresents a very large tep forward in torms of coverage of the poor. It would be a
worthy point of dcpwrure.

Congress should create a balanced Health Security Budget fer payment of care for its
beneficiaries, including assistance to low-incom individual& A budget woukl guaunstee federal
coverage costs do not grow faster than revenue. Government health expenditures would be
disbursed on a pay as you-go basis. Mcdicare and Medicaid would be included in a reformed
system in order to increase federal revenues available for subsidies. If savings are not sufficient,
legislators would agree either to raisc enough money to pay fur the standard benefits for the
federally covered population or limit the scope of the benefits package or the subsidies available
to individuals to help pay for thcm. Such an approach would cnsure that tbe federal budget is not
at risk for open-ended entitlements and that specific segments of the population do not bear
excessive cost-shifting. Set a tax cap at a lovcl itht saves, say, $20 bilUon. Consider including
tax revenues lost from the exclusion as part of the same budget. As a nonsmoker, I recognize the
health policy case for a cigarette ta".

A baanoc d health security budget allevitwe the need to rely on cost cstmation models that are,
at best, unreliable predictors of futum costs. There is great wwvtainty in any forest of health
expenditures several years in the future, espwU'ially when we are considerin# very Vrge changes
in the system. You should take little comfort from the similarity of the White House, CBO, and
Lcwin-VIU forecasts. Frx nt thing, they all make the unrealistic assumption that Congress and
the courts will resist public and legal pressure and uphold the Preidees unrealistic price
contrls on pimuium growth, even In the face of hospital closings, unemployed docto and
nurses, and patients kept waiting or denied care, etc. And they all use other conventional
a.ssuinaptioiu - doubtless the best that can be done - about behavioral changes for which there are
no or out-dated data.

Then set in motion the process of value for money competition among Ac utabkHealth Plans.
As savings are realized, expand the low-income subsidy program ti rO text 6f the
balanced Health Security Budget. Set a target date by which a goal - suco as 97 percent
coverage -is to be achieved. If It is not achieved by then, commit the CoAgrse to raise
more money for low-income subsidies, or to impose a nmndate. That wwkii v you time to
observe progress, see what works and what does not, to more clearly identify the source of non-
coverage, and to adopt specific remedies. Whether and in what form a mandate is nomsary will
become ceamer, so some flexibilay should be retained.
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WHAT'S WRONG WITH CLINTON'S HEALTH CARE PRICE CONTROLS?

[Alain C. Enthoven and Sara J. Singer]

The Congressional Budget Office estimates of the cost of the Clinton Administra-
tion's health care reform proposal assume that price controls will work as adver-
tised. They won't, and the cost to the American public of the Health Security Act
could be much greater than the $70 billion deficit increase projected by CBO.

Clinton sets overly ambitious targets for spending limits in the private sector. In
1996, per capita premiums can grow by no more than 1.5 percent above general in-
flation; reduced to inflation by 1999. These growth rates are much below even Can-
ada's and Britain's. If market forces do not meet these targets, government p rice
controls will be applied. Price controls, however, will themselves fall as they have
done every time they have been tried, and government will be forced to give them
,ip or to become the sole purchaser of health care for all.

The main trouble with such controls is that they create the wrong incentives for
health plans. Management and workers see no serious reward for innovating to re-
duce cost, so they do not do it. Under price controls, revenues increase only when
the government allows it-therefore from political action-and not from improving
quality, cutting cost, and satisfying customers. The incentive is to take full advan-
tage of every allowed increase, then fight for more. The best way to make a case
for more money is to do a poor job with what you have.

Price controls also fail because they must be enforced by politicians. Brookings
economist, Charles Schultze explains: government cannot be seen as directly harm-
in individuals, e. g., by throwing them out of work. Thus we find it extraordinarily
difficult to close unneeded military bases, post offices and schools. On tie other
hand, people regularly accept plant closures and layoffs if caused by impersonal
market forces in the private sector. That happens every day. If the government were
to stick to its zero real growth target, health insurance plans would be forced into
insolvency, millions of people forced to change health plans and doctors, thousands
thrown out of work. Let government controls force a hospital or health plan into
bankruptcy and Congressmen will be deluged by irresistible pleas for relief. There
is no way for Congress to commit not to respond to constituent pressure, so inevi-
tably it does.

If politicians were able to resist constituent pressure, price controls would still fail
to reduce health care costs for legal reasons. The Fifth Amendment to the Constitu-
tion prohibits the government from "taking" private property without due process
of law and just compensation.

The due process clause generally requires that price controls be set, and adjusted,
through fair procedures. This can be done through providing extensive, individual-
ized hearings to set a fair price for each health care provider. This kind of price
regulation eats up enormous amounts of both time and money, even when applied
to a relatively small number of companies and products. Applying that kind of pro-
cedure to over a thousand health plans all over the country would be very costly
indeed.

Thus the political and the legal reasons lead to the same result: government price
controls cannot force companies out of business. To ensure business survival, gov-
ernment must allow for a "fair rate of return" which means that if costs go up, reve-
nues have to be allowed to go up by the same amount. Unfortunately, such cost re-
imbursement is very inflationary, rendering price controls ineffective as a way of
containing costs.

The government could attempt to violate the requirement that it not take private
property, in this case the businesses of the health insurers or health care providers,
withoutjust compensation. The Supreme Court has held that regulation that pre-
vents a firm from making a fair return on its investments will be considered a "tak-
ing" if it "goes too far." Just how far is too far remains a difficult question for the
Supreme Court. Rulings on such cases might be tied up in court for years. For ex-
ample, California voters passed Proposition 103 in November 1988, mandating a 20
percent roll back in auto insurance premiums. Over five years later, implementation
is still tied up in court over the issue of fair rate of return.

The Clinton bill seeks to avoid testing these limits with perhaps its most extraor-
dinary provision. In Section 5232 of the proposed legislation, it attempts to elimi-
nate all administrative and judicial review of any statutory or constitutional ques-
tions raised by the price-setting roles of the National Health Board or the Regional
Health Alliances. No health care financing and delivery plan in the United States
would have constitutional protection against government taking its business (i.e.,
setting rates that force them into insolvency) without due process and just com-
pensation. This is one way, unattractive though it may be, to prevent a repeat of
California's experience with Proposition 103. This kind of effort to prevent all review
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of this kind of government action seems unprecedented. It has been upheld with re-
spect to some limited provisions in a few government benefit schemes, but never for
a scheme of industrial regulation.

One theory behind this suspension of the takings clause sterns from the "entitle-
ment" provision of the Clinton bill. Every legal resident is entitled to the full feder-
ally-defined comprehensive package of benefits. In this way, the whole health serv-
ices industry becomes a government benefit program, and the government can deter-
mine the terms on which it purchases and confers benefits. Government is always
an ineffective purchaser, especially in something as complex and subtle as medical
care. Experience with Medicare has shown government cannot deal with issues of
volume, quality or appropriateness of services. People in the health services indus-
try who are not yet alarmed by this ought to be. This comes close to nationalizing
the industry.

In the Clinton bill, the federal government assumes the risk for premium in-
creases in excess of wage increases. So the government will be under pressure to
promulgate whatever regulations it must to slow cost growth. There are no provi-
• )ns for micro management by the federal government yet, but when global price
controls fail, regulators will resort to ever-more detailed regulations as to what are
allowable costs, investments and health practices. Everyone in the industry will, in
effect, become a federal functionary, constrained by thousands of pages of laws and
regulations. If the effort to shut off all review of these decisions is held constitu-
tional-a questionable matter-it would put the health care industry in a bizarre
and untenable situation. It would face not only the uncertainty and political risks
of any regulated industry, but would face them without the assurance that someone
outside the regulatory agency would eventually review the fairness of the rates.

If government were to take such control of the health care system, ours would be-
come like the health care systems of Britain, Canada, and Sweden, and the public
school and criminal justice systems in this country-all chronically underfunded and
underperforming, because they are rigid government monopolies with no incentives
to innovate to improve quality, effectiveness and efficiency.

Here are some likely consequences.
First, there would be deprivation of much of the most effective medical technology:

one CT or MRI scanner per region, often without enough money to operate it full-
time. Many people would be diagnosed and treated without the best technology. Peo-
ple whose lives can be extended by renal dialysis would find treatment unavailable,
etc.

Second, there would be long waiting lines, often two years or more, for bypass
graft surgery, hip replacement, and cataract removal. These delays are especially
hard on the elderly who need these procedures more frequently and urgently than
younger people. Restraining n _... al health expenditures is not at all the same as
reducing the cost of illness and its treatment. Long waiting lines amount to shifting
the costs of untreated illness back onto the untreated patients and their families.

Third, private investment in the industry would dry up. Few would invest their
capital and effort without constitutional protection of property rights. Capital is mo-
bile worldwide. People who might have invested in new medical information systems
in the U.S. can instead invest in factories in Thailand or Mexico. Government would
have to supply the capital, which implies the usual waste and excess of pork-barrel
politics.

Fourth, health professionals would become alienated and embittered by govern..
ment-forced roll backs in their incomes. Strikes and strife, such as Ontario's exten-
sive physician strikes, would be the order of the day. While it is uncertain whether
government will be able to take private property without due process and just com-

ensation, it is certain that the government cannot compel the provision of willing,
igh quality, patient-friendly medical care services.
The great irony in all this is that such controls are not necessary to restrain

health expenditures. Maximally effective market forces could do the job better in a
system that remains private enterprise and that relies on empowerment rather than
entitlement. Indeed, the only forces known to man that can motivate true cost re-
duction are competitive market forces, i.e., powerful incentives to innovate to make
treatments more effective and less costly.

Already, today's weak market forces are transforming the health services indus-
try, forcing cost-reducing consolidations, and accelerating ?he growth of HMOs.
Three relatively simple but powerful steps to strengthen market forces and acceler-
ate this process are:

First, formation of health plan purchasing cooperatives nationwide to allow all in-
dividuals and small employers to pool their purchasing power, spread risks, and
offer consumers a choice of plan.
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Second, a limit on tax-free employer premium contributions, coupled with a re-
quirement that employers offer employees a choice of plan and make defined dollar
contributions toward the plan of the employee's choice, so that employees who
choose more costly plans must pay the full premium difference with after-tax dol-
lars. This would maximize the incentive to seek value for money.

Third, use of the budget savings from the "tax cap" and existing state revenues
now used to pay for care for the uninsured to subsidize purchases of health plan
coverage by all low-income people, perhaps with incomes up to twice the federal pov-
erty line.

The Cooper-Grandy, Breaux-Durenberger Managed Competition Act of 1993 does
all this. The provisions of this bill should be blended with some combination of indi-
vidual and employer mandate to achieve universal coverage.

Alain Enthoven is Professor of Public and Private Management in the Graduate School of
Business at Stanford University and a member of the Jackson Hole Group, an organization of
health care executives and policy analysts. Sara Singer is his special assistant.

PREPARED S'TATMENT OF MICHAEL J. GRAETZ

Mr. Chairman and Members of the Committee: It is a great pleasure to appear
before you today to discuss the subject of health care reform. I offer this testimony
on behalf of myself and my colleague, James Tobin.

The Committee has asked that we focus today on the appropriateness of mandat-
ing health insurance coverage and, in particular, on the relative merits of employer
and individual mandates. We also offer here our specific approach to health care re-
form for the Committee's consideration.

First, we believe that all Americans should be entitled to receive adequate medi-
cal services without regard to their ability to pay or their health status. Universal
health insurance, like universal auto accident insurance, requires that coverage be
mandated. We believe that the legal requirement ought to be directed to individuals,
not employers.

It is individuals who get sick and need medical services. Individuals' and families'
ability to pay is the natural criterion of equity. It is individuals who must be guar-
anteed coverage. So it is individuals who must be required to have insurance.

In our view, the impetus for mandated employer health coverage is not grounded
in a vision of the best way to pay for or provide health insurance, but rather reflects
excessive solicitude for existing institutions and interests and an effort to avoid the
political difficulties of abandoning the status quo. If government is to accept the re-
sponsibility for assuring all Americans health insurance-as it assures their na-
tional defense, roads and sidewalks, parks and libraries, and elementary and sec-
ondary education-it is simply bizarre public policy to link health insurance to em-
ployment and then fill in the gaps for those who are temporarily or permanently
out of the job market for example, because they are children, unemployed or retired.

The only sensible reason for linking health coverage to employment is that much
health insurance coverage is now provided through employment. In other words,
employer mandated health insurance has far less to do with where we should be
taking health care reform than with where we are now. And this particular form
of incrementalism threatens to squander this historic opportunity to reform this na-
tion's system of financing and providing health coverage. Expanding, rather than
abandoning, employer-based medical insurance increases the risks that major health
care reforms enacted today will fail in the long run to provide the secure, portable,
adequate, reasonably priced, and universal medical care that we all want.

Employer-based medical insurance is an historical accident--one that no one
would choose now if we were beginning with a clean slate. During World War II,
employers and unions circumvented federal wage ceilings by offering medical fringe
benefits. The popularity and generosity of employer-provided health insurance
boomed after the war, because Congress sheltered them without limit from income
and Social Security taxes. To be sure, the first compulsory health insurance bill in-
troduced in the United States Congress in 1916 was employment-based, and a simi-
lar bill was considered by the New York state legislature in 1919. But whatever the
merit of employment-based insurance at the beginning of this century, it commands
little logic as we enter the twenty-first century. President Clinton has emphasized
the need for individuals to develop skills and become flexible in the face of the
changeable modern job market. He points out that workers now should expect, on
average, to change jobs eight times, but he fails to recognize the irony of attempting
not only to sustain, but indeed to expand, employer-based health insurance as
America moves into the twenty-first century.



120

The principal political advantage of requiring employers to pay for their employ-
ees' health insurance is that it hides who bears the actual costs of that insurance.
The fact that employers write the checks for medical care does not mean that they
bear the full costs. In the long run, costs are generally shifted to workers through
reduced take-home pay, and perhaps, to some extent, to customers in higher prices.
Many health reform proposals currently before the Congress place large administra-
tive burdens and impose substantial hassles on ordinary people by insisting on
deductibles and co-payments, even for the poor, on the ground that cost containment
demands that people clearly face economic costs each time they obtain medical care.
But these same proposals disguise the true economic costs of obtaining health insur-
ance coverage by imposing the legal requirements of payment on businesses rather
than people. This seems to us a serious mistake.

Finally, let us not be deceived that the choice is between an employer mandate
and an individual mandate. As the Clinton's health reform proposal (and all others
that mandate employers to buy health insurance for their employees) makes clear,
an employer mandate also requires an individual mandate. Under the Clinton bill,
all employees would have to contribute 20% of the cost of their own coverage, a re-
quirement which in most cases, would be enforced through wage withholding. But
low income individuals, unemployed and retired persons and others temporarily or
permanently out of the work force are also required to participate in the system,
and the government must track these individuals and their payments, and deter-
mine whether or not they are eligible for subsidies. Moreover, Native Americans,
veterans, and Medicaid and Medicare recipients all would enjoy different govern-
ment subsidies under the Clinton plan, based upon their status and, in some cases,
their incomes. Thus, the choice is whether to have a mandate only on individuals
or on both individuals and employers-not, as members of the Administration often
suggest, whether to put mandates on employers instead of individuals.

Let us now discuss separately the two aspects of the employer mandate: adminis-
tration and financing.

Administration. There appear to be two administrative advantages in the desire
to link health insurance and employment. First, collection of health insurance pre-
miums can be facilitated through requiring employer withholding and requiring em-
ployers' either to use the funds to pay for the employees' insurance or to deposit
payments with the IRS or directly with a health insurance agency, such as a health
alliance or health insurance purchasing cooperative ("HIPC"). Second, a variety of
health insurance plans can be presented to individuals at their place of work and
they can select which coverage to buy there. Both of these administrative advan-
tages can be realized whether or not any burden of employer financing is imposed.
Indeed, legislation now before this Committee that mandates individual coverage
does achieve these advantages.

Iinancin. Proponents of employer-based financing seem to see two principal ad-
vantages: First, it locks into place existing payments made by employers who now
provide health insurance for their employees. Second, it hides the costs of financing
additional coverage, since wage earners and consumers fail to understand the eco-
nomic burdens of employer-financing on themselves and instead believe that these
burdens are borne by someone else. The first of these benefits-locking in existing
employer contributions-can be retained through a transitional requirement that
employers who iiow provide health insurance to their employees be required to con-
tinue to do so--a maintenance of effort requirement--or to demonstrate that they
have substituted an equivalent amount of cash wages. As we have suggested earlier,
the second alleged advantage is in fact a disadvantage. One of the major problems
with the existing system of financing health insurance in this country is that it
hides much of the costs. This invisibility has contributed to rising costs.

On the other hand, there are many disadvantages to employer-based financing.
First, for employers who want to circumvent such a mandate, there are incentives
to use part-time workers, temporary and seasonal help and overtime, to engage in
cash transactions off the books, to hire single persons rather than heads of families,
and to classify people as independent contractors rather than employees. Second,
coupling employer-financing mandates with employer-based subsidies inevitably pro-
duces inequitable and arbitrary results. Indeed, the very notion of equity across em-
ployers is itself something of a non sequitur. Subsidies inevitably will depend upon
the size of the business and will create a variety of disincentives for hiring addi-
tional employees. For example, at whatever breakpoints are selected-50 and 75
employees under the Clinton plan-the marginal costs of hiring an additional work-
er often will be prohibitive. Moreover, under the Clinton plan, as both the Congres-

Ssional Budget Office and the Joint Committee on Taxation have pointed out, eco-
nomic segregation of employees will be promoted. High income workers will be ad-
vantaged by working for businesses whose cost caps are the cost of insurance, rather
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than percentages of payroll. Low income workers will face exactly the opposite in-
centives; they will be driven toward plans where the employer's contribution is
capped as a percentage of payroll. Individuals will be treated differently based upon
the type of employer or whom they work and on that employer's circumstances. The
adverse consequences of employer mandates will be greatest for marginal businesses
and marginal employees. Finally, families will be treated differently, depending on
the number of employed members, whether they work full or part-time, and how
often they change jobs, work locations or places of residence. A flat rate payroll tax
on employers would have major substantive advantages over the complex system of
mandated payments and wage caps of the Clinton plan.

We agree with those who believe that the aggregate effects on employment of em-
ployer mandated health coverage would not be large, if coupled with controlling

health insurance costs. But the ineq cities and economic inefficiencies at the individ-
ual and firm level will be serious. They could easily be avoided.

Individual Mandates. The advantages and disadvantages of individual mandates
are, to a large extent, a mirror image of those of employer mandates. With regard
to financing, equity demands that public subsidies, whether direct or through em-
ployers, be a larger share of premiums and income for poorer families. Equity also
requires that if families' incomes and circumstances are the same, their subsidies
should be the same. But any employer-based system of financing and subsidizing
health insurance will necessarily violate these principles of equity. With an individ-
ual mandate, government contributions to the cost of health insurance can be tar-
geted based on income and need, And an individual-based system can--and
should-treat self-employed people exactly the same as employees.

The major concern with individual mandates seems to be about administering the
system. However, in understanding that matter, it is important to remember that
tracking individuals, their payments and subsidies, and their health insurance cov-
erage cannot be avoided by mandating employer financing. The problems of enforc-
ing an individual mandate do not simply disappear by coupling an individual man-
date with an employer mandate as under the Clintons' plan. Enforcing a require-
ment that individuals have health insurance is an essential element of any reform
that attempts to achieve universal coverage.

There are a variety of ways to approach the administrative issues. First, the
major expansion of the earned income tax credit in the 1993 Budget Act means that
the Internal Revenue Service will now have contacts with many poorer Americans
who previously were outside the income tax system. This creates a new ability to
use the IRS both to deliver subsidies and enforce mandates without great expansion
of that organization's size or capacity. In addition, hospitals and other medical care
providers can also help to enforce an individual mandate by making sure that indi-
viduals are enrolled whenever they obtain medical care. Finally, to the extent that
the states are to be involved in the administration of the health reform effort, a
number of additional enforcement possibilities are presented. For example, state un-
employment offices and welfare offices could play an important secondary role in
both enforcing individual mandates and delivering individual subsidies. Indeed,
states might even require evidence of health insurance as they now do for auto in-
surance when people obtain drivers' licenses.

It is important to be realistic about the limits of law enforcement in this context
and to recognize that neither an employer mandate nor an individual mandate (nor
a combination of both) will be perfectly enforced. Enrolling people who are the most
difficult to reach, such as children, unemployed individuals, domestic workers, and
the self-employed will be difficult under any system.

An important additional advantage of an individual mandate is that de-linking
health insurance from employment creates opportunities to produce a truly portable
system of health insurance geared to workers in a twenty-first century economy
without regard to whether they work at home or in a traditional office, how often
they change jobs or move their places of residence. Finally, an individually babed
system enhances personal privacy and improves the ability of people to choose
where they buy their health insurance and where and how they obtain their medical
care.

We have suggested elsewhere that one health insurance option available to all
Americans should be like Medicare for those under age 65. We have called it
Fedmed. Fedmed would offer the basic universal medical insurance package at pre-
miums that in total would cover the costs. The federal government might also ex-
tend to any American the choices now available to its employees under the federal
employees health insurance system ("FEHB"). Then anyone could purchase health
insurance through a system that offers a great range of health insurance plans in
virtually every locality. Private health plans could also offer the same basic package
of health care benefits, but no one would be allowed to pick and choose members
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or to charge greater premiums for more risky individuals or families. As in the Clin-
ton plan, it would no doubt be necessary-not to say easy--to collect money from
plans that turn out to have low-risk clienteles and redistribute some o? these
amounts to plans with high risk members.

Federal subsidies to individuals would take the form of refundable tax credits or
vouchersr" payable to Fedmed or other insurers. If something new and
unstigmatized were desired, these subsidies could even be in the form of health in-
surance credit cards that could be used to obtain tax refunds which then would be
transferred directly to health insurance providers or used to purchase health insur-
ance.

For low-income families, the subsidies would cover the whole premium of the
basic package. Most other families would receive vouchers at least as valuable to
them as the current tax exemption for employer-provided insurance. A family of four
in the 28 percent tax bracket with a $4,300 insurance package would receive tax
credits or vouchers of at least $1,204-28 percent of the premium. No family would
face an out-of-pocket cost of more than 10 percent of their income for the basic pack-
age,

This plan would not require new broad-based taxes or new burdens on employers.
One source of financing would be redirecting the Clintons' proposed subsidies to em-
ployers and low-income people, estimated at $100 billion in 1999 (somewhat more

y the Congressional Budget Office). Eliminating the tax shelter for employer-paid
premiums would contribute $125 billion, and our plan would replace Medicaid acute
care for those under 65 ($75 billion more).

Let employers help pay the premiums if they wish, but count those payments as
taxable income. Finally, employers who now offer coverage to their employees could
be required to continue to offer such coverage during a period of transition. During
that period, only if employers are able to show that they have substituted cash
wages for health insurance would they be allowed to drop health insurance cov-
erage.

But people's health insurance, like their auto insurance, their life insurance, and
their fire and other casualty insurance would be owned by themselves, not by their
employers.

An individual mandate offers great flexibility about the institutional arrange-
ments through which people might obtain insurance. If Congress so desired, health
alliances along the lines that President Clinton has suggested could be created. Or,
voluntary health insurance purchasing cooperatives along the lines proposed by Sen-
ator Chafee, Senator Breaux and others could form.

By requiring the federal government to offer Medicare-like coverage to all Ameri-
cans as well as health insurance now available only to federal employees and by
explicitly limiting the growth rate in the per capita costs of these federal programs
in the legislation, the need for caps on private insurance premiums along the lines
of the Clinton Plan could be avoided. People could change health insurance plans
annually. If private costs rise faster than the government options, people will select
from the government's menu. On the other hand, vhen the private sector is more
successful at keeping costs down and quality up than the government, people will
shift to private plans. Moreover, the budgetary scorekeeping role now being played
by premium caps should become unnecessary. The government will have to keep its
own house in order--a large enough chore--but price controls would become unnec-
essary surplus.

Our proposal is not a radical reconstruction. It builds on the best of existing insti-
tutions and would create a stable and equitable system for the future. It borrows
features from plans offered within the Congress across the political spectrum, but
unlike some of them, it makes certain the achievement of universal coverage. A vic-
tory for it would be a victory for the American people and a demonstration of effec-
tive bipartisan governance.

PREPARED STATEMENT OF SENATOR ORRIN HATCH

[March 16, 19941

Thank you Mr. Chairman. It is certainly a pleasure to have before us today this
panel of noted experts in the field of health care and I look forward to their testi-
mony.

One of the fundamental aspects of this debate is the task to reduce health care
costs while expanding coverage to those Americans currently without health care in-
surance. I welcome the comments of our witnesses who will provide us with some
very specific recommendations on financing expanded health coverage.



123

Indeed, one of the central and more controversial aspects of the Clinton proposal
is the employer mandate which requires employers to Provide health insurance cov-
erage to their employees and to pay 80 percent of the costs. I look forward to your
analysis and recommendations on this component of the President's plan.

I for one have strong misgivings about an employer mandate as a means of secur-
ing universal coverage.

What other mechanisms can be implemented that secure the needed funding with-
out imposing additional costs on employers?

Health care security for all Americans is central to the national debate on health
care reform. But we must also keep in mind that fundamental restructuring of the
current system may lead to the imposition of-new costs which may prove as damag-
ingto those whom we want to help.

These costs could very well translate into wage reductions and job loses. And, I
do not think this committee wants to revisit the issue several years from now, after
the damage has been done, to correct what was done in this Congress.

That is why I arn particularly pleased to have this distinguished panel of wit-
nesses before us because they represent some of the preeminent 'thinkers" on
health care.

Once again, Mr. Chairman, thank you for assembling this panel.

PREPARED STATEMENT OF SENATOR ORRIN HATCH

(March 17, 1994]

Thank you, Mr. Chairman. Briefly, I just want to welcome our panel of witnesses
here today, and let them know how much I appreciate the considerable time and
effort they, and their organizations, have obviously devoted to developing their re-
spective statements. I was very impressed by the level of specificity and substance
with which each of you have presented your arguments.

You have made some very compelling points which underscore the difficulty, and
complexity, of financing universal health care for all Americans. It also underscores
the difficulty the Committee is going to have in finding a consensus on this issue.
I was particularly impressed by a statement in the prepared testimony of Mr.
O'Flinn from the MobilrCorporation. I would like to quote from page two of his pre-
pared testimony because it so clearly and succinctly summarizes what I see as a
growing concern among people who talk to me about health care reform.

He states: "With 15 percent of the economy at stake, we cannot afford to make
major mistakes in evaluating, designing and implementing health care reform. We
cannot afford grand experiments that risk spectacular failure. We need to take what
we already know works, create strong incentives for its expansion, and grow into
a reformed health care system, to accomplish the President's laudable goals, on a
defined timetable."

Mr. Chairman, I make this point because it also serves to underscore the fair and
equitable manner in which you have conducted these hearings, and the fact that you
have presented a balanced and credible list of witnesses in the course of our Com-
mittees hearings.

I thank you or that, and once again, wish to welcome our panel of witnesses.

PREPARED STATEMENT OF JOHN HOLAHAN I

I appreciate the opportunity to appear before this Committee to discuss the issue
of employer vs. individual mandates. The major health reform proposals (except sin-
gle payer) that would eventually provide universal coverage rely on one or the other
approach or both. The Clinton Administration's health reform plan is structured
around a combination of employer and individual mandates. Employers are required
to pay 80 percent of a composite premium, with a cap at 7.9 percent of payroll. Caps
at lower percentages of payroll are proposed for smaller low-wage firms. There are
also caps on individuals' responsibilities that limit their contributions as a percent-
age of income. The major alternative for eventually providing universal coverage is
to rely exclusively on an individual mandate, as proposed in the Thomaa/Chafee bill.
This approach makes all individuals responsible for their own insurance coverage,
with subsidies eventually available to all below 240% ot poverty.

IThe views expressed in this statement are those of the author and do not necessarily rep-
resent those of The Urban Institute or its sponsors.
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In this testimony, I discuss the advantages and disadvantages of both approaches.
I believe neither in their pure form will work in the United States and suggest a
way to blend the two to develop a workable solution.

WHY A MANDATE?

Mandates are required to obtain universal coverage because the incentives to
avoid purchasing insurance policies for many Americans are simply too great.
Health insurance is expensive and, for many, simply unaffordable. For others, espe-
cially the young and healthy, the benefits do not seem to be worth the cast. And
a system of free catastrophic coverage is available through care provided by many
of the nation's hospitals. But the rest of Americans pay for the costs of the unin-
sured through higher health care premiums that finance this free care.

All Americans, depending on ability to pay,' should be required to contribute to
financing the health care system; there should be no "free riders."

Moreover, the present system of free care is being eroded. As private managed
care plans, Medicare, and Medicaid all become more aggressive in their efforts to
contain costs, the ability of hospitals and other providers to pass these costs along
to other third-party payers is quickly being eliminated. Without universal coverage,
the ability of the system to provide care to all Americans through its hidden cata-
strophic care system will not be there in the future the way it has been in the recent
past.

AN EMPLOYER MANDATE

The primary argument for an employer mandate has been that it builds upon the
current system of financing and administration. It is, therefore, less disruptive be-
cause it largely uses the same source of revenues as well as much of the same ad-
ministrative capacity that are used today.

It extends the financial responsibilities of emplloyers to businesses that are not
now providing health insurance. In so doing, it "levels" the playing field, giving all
employers similar if not identical responsibilities.

The second advantage is that, compared to an alternative such as a single payer
system, there is less cost to the government. Because some of this cost is borne by
business, at least initially, there are fewer explicit new taxes. Comparisons of gov-
ernment costs under employer and individual mandates are difficult because the re-
sults depend on how each is structured. The Clinton plan's version of an employer
mandate, with an 80% contribution, has relatively high government costs because
of the subsidies required to protect small low-wage firms. But individual mandates
that have very generous subsidies to the poor and near poor could mean even higher
government costs.

A final advantage of an employer mandate is that it is easier to enforce than a
mandate imposed on individuals. This is especially true in a system that would rely
on relatively large mandatory alliances. Employers could be required to make peri-
odic contributions and to withhold the employees' share along with income and pay-
roll taxes. A substantial amount of money is already collected in this way for other
purposes. Contributions by non-workers would require a different mechanism, but
it would only apply to a small share of the population.

There are several disadvantages to an employer mandate. Perhaps the greatest
concern is the potential adverse impact on small business and on employment of
low-wage workers. The long-run effects of mandates on employers are generally ex-
aggerated, but the short-run problems are real and merit attention. A large share
(about 40%) of working Americans without health insurance are employed by small
business (those with under 100 employees). These firms will face higher costs be-
cause of the mandate. But most research evidence suggests that these employers
will not really bear the costs in the long run. 2 Rather, employers will shift the costs
to workers through lower wages and reductions in other fringe benefits. Some busi-
nesses may increase prices rather than reduce labor compensation. Because employ-
ers will shift these costs to others, an employer mandate is unlikely to have much
of an effect on jobs in the long run. The more likely effect of an employer mandate
is to reduce (or slow the growth in) wages of those workers who would newly receive
health insurance.

2 Congressional Budget Office, An Analysis of the Administration's Health Proposal (Washing-
ton: U.S. Congress, 1994); Jonathan Gruber and Alan B. Krueger, 'The Incidence of Mandated
Employer-Provided Insurance: Lessons from Workers' Compensation Insurance," Tax Policy and
the Economy (1990); and Jonathan Gruber, "The Incidence of Mandated Maternity Benefits,"
American Economic Review (forthcoming).
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Because it takes time for business to adjust wages and/or prices in response to
a mandate, it could threaten the jobs of low wage workers and perhaps the survival
of some small businesses in the short run. These possible effects require either a
slower phase-in of the mandate for small employers, subsidies for small low-wage
businesses, or a lower employer contribution.

While these wage and job effects are indeed likely to occur, it is incomplete to ig-
nore other changes that will also occur. First, for many employers, labor costs will
fall because they will no longer have to provide coverage for many dependents who
will now receive coverage through other employers, and because their premium pay-
ment will no longer contain a hidden "tax" to pay for uncompensated care. Second,
labor costs will fall to the extent the system is successful in controlling the growth
in health care costs. In both cases, the result will be an increase in the demand for
labor by some firms and a resulting increase in either wages or employment or both
in other sectors of the economy. In addition, an immediate impact of health care re-
form in the near term will be to expand health insurance coverage and the use of
health care services. Thus, there should also be an increase in wages and employ-
ment in the health sector and related industries. Several studies as well as recent
reports of the Council of Economic Advisors and the Congressional Budget Office
suggest that the overall effects on employment are likely to be small.3

The wage losses that will occur indicate one of the real problems with employer
mandates. Because employers pass the cost of insurance on to workers in the form
of lower wages, an employer mandate is largely a tax on workers. Because the "tax"
does not vary with income, it a. also a very regressive tax. That is, it represents
a higher percentage of income for low-income workers than for high-income workers.

One way to address the potential adverse effects of employer mandates is to pro-
vide subsidies to small low-wage firms, as the Administration has done. In firms
with more than 75 workers, employer contributions are capped so that premiums
cannot exceed 7.9 percent of payroll. Premiums for smaller low-wage firms are
capped at smaller percentages of payroll.

In reality, these subsidies are poorly targeted and likely to generate economic in-
efficiencies and administrative complexity. As they are structured, the subsidies will
go to all workers in firms whose premium costs exceed the payroll cap. That is, they
will offset the wage reduction that would otherwise occur for all workers, not simply
low-wage individuals. In contrast, low-wage workers in firms that are not eligible
for subsidies will experience wage reductions without any offsetting subsidies.

In addition, these subsidies will add to the administrative complexity of the sys-
tem. Alliances will have the difficult task of determining the appropriate subsidy
available to each small business. Moreover, businesses have strong incentives to re-
structure and form new smaller low-wage firms that will be eligible for subsidies
or to "outsource" all work that can be done by smaller low-wage businesses. If it
were more efficient to contract out for these services, firms would have done so in
the first place. The incentives to restructure firms in order to maximize subsidies
will reduce economic efficiency and add to administrative complexity.

Perhaps the greatest problem with an employer mandate is that many individuals
truly believe the employer is paying for these benefits. As a result, the individual
does not feel responsible for the effectiveness of the system. The individual is not
likely to believe he has a financial incentive to support his employer or the govern-
ment, as the case maybe, in their efforts to manage the system, e.g., adding or re-
ducing benefits and cost sharing and controlling costs.

The final weakness of the employer mandate as structured in the Administration's
plan is Lhat the incentive for employers to play a major role in containing health
care costs is also substantially weakened. This occurs because of the cap on em-
ployer contributions. As premiums grow faster than wages, more and more firms
will exceed the cap. They will simply pay 7.9 percent of payroll and be free of any
additional obligation. The result is that neither individuals nor employers will have
a financial stake in the government's success in containing costs.

sSee, for example, Congressional Budget Office, An Analysis of the Administration's Health
Proposal (Washington: U.S. Congress, 1994); Council of Economic Advisers, The Economic Re-
port of the President (Washington: U.S. Government Printing Office, 1994); J. Kiernan and D.
Goldman, "Job Losses Due to Health Care Reform" (Santa Monica: RAND Corporation 1993);
A. Krueger "Observations on Employment-Based Government Mandates, with Particufar Ref-
erence to health Insurance" (Mimeo, Princeton University, 1993); Employee Benefit Research
Institute, "An Employer Mandate: What's known and What Isn't (Washington, EBRI, November
1993); and Economic Policy Institute, "The Impact of the Clinton Health Care Plan on Jobs, In-
vestment, Wages, Productivity, and Exports" (Washington: Economic Policy Institute, November
1993).
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AN INDIVIDUAL MANDATE

Because of these problems with an employer mandate, many have come to believe
that an individual mandate may be superior. First, the financial responsibility for
obtaining insurance rests upon the individual. This gives the individual a much
stronger personal stake in monitoring the health care system. The individual would
no longer believe that health care benefits are something provided to him or her by
the employer or by the government. Rather, individuals themselves are both bene-
ficiaries and payers.

It is also possible with an individual mandate to target subsidies more directly
on low-income individuals, resulting in a more progressive system of financing. And
the inefficiencies of employer subsidies a,-, elirinated.

Finally, an individual mandate has no adverse financial impacts on business
(though this depends on how the subsidies are financed). Assuming there are no
other financial responsibilities placed on business, employers will not attempt to
shift the costs onto workers in the form of lower wages or to increase prices. There
are no possible adverse effects on employment even in the short term.

The disadvantages of an individual mandate are that there are potentially high
costs to low-income individuals because health insurance premiums are expensive
relative to income. To reduce the costs to individuals, substantial new subsidies
would be required to limit the financial contributions of individuals and families.
The government cost of an individual mandate depends on the subsidy schedule and
how many employees drop coverage. An individual mandate that provides generous
subsidies to individuals and families below 250 percent of poverty could require
more new government revenues than the Clinton plan. 4

One reason government costs would be higher is that many employers who now
provide health insurance would cease doing so. For example, if employers stopped
providing health insurance and gave workers higher wages instead, workers could
buy their own health insurance and low-income individuals would gain government
subsidies. The employers continued to provide health insurance, workers would not
be eligible for subsidies.

In addition, under an individual mandate, there are higher marginal tax rates on
earnings than under an employer mandate, providing serious disincentives to great-
er work effort. This occurs because individuals lose part of the subsidy as their in-
come increases. For example, the Thomas/Chafee bill would structure the individual
mandate so that individuals with income below 100 percent of poverty would pay
nothing, while individuals at 240 percent of poverty would pay the full premium.
The result is that increased earnings mean rather sharp losses of subsidies. In addi-
tion, these individuals would pay payroll taxes, begin to pay federal income taxes
and lose earned income tax credits, and pay higher state income taxes. It is esti-
mated that the marginal tax rate would exceed 60 percent in this income range if
subsidies were to be phased out at 240 percent of poverty.

The only way to avoid this effect is to reduce the overall value of the subsidy for
those below poverty or to phase it out more slowly, giving some assistance to those
with incomes above 240 percent of poverty. In the former, the costs to the poor in-
crease while in the latter the cost to the government is higher.

The final problem with an individual mandate is the difficulty in enforcement.
The government would have to assure compliance by 225 million nonelderly Ameri-
cans on a case-by-case basis. While in principle, employers could be required to pro-
vide evidence of their employees' compliance, this would be more difficult than
under an employer mandate (particularly if alliances are small o, voluntary or non-
existent) because individuals would be choosing many different plans with varying

remiums and would be required to pay different amounts depending on their eligi-
ility for subsidies. The alternative would be to place the responsibility solely on the

government to identify and penalize those who fail to enroll, either through the in-
come tax system or when these individuals try to use health care services.

COMBINING EMPLOYER AND INDIVIDUAL MANDATES

A compromise lies in using both an employer and individual mandate as with the
Clinton plan, but with some important changes. First, the required employer con-
tribution should be reduced to 50 percent of the weighted average premium of plans
offered in an area, using the composite premium structure of the Clinton Adminis-

4 This is based on preliminary simulations conducted at The Urban Institute of subsidy sched-
ules that would provide full subsidies for those below poverty, with subsidies declining with in-
come up to 250 percent of poverty. It assumes that most employers of low wage workers would
drop coverage. It is clearly possible to design a subsidy schedule that would keep the govern-
ment costa lower.
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tration proposal. Employers could continue to contribute more if they chose to do
so. Furthermore, there would be no percentage of payroll cap on the employer con-
tribution.

Because the employer contribution would be limited to 50 percent, the financial
burden on employers would be substantially reduced and there would be little or
no need for caps on employer contributions. Some small low-wage firms may con-
tinue to need some assistance. But most of the funds that would be used to sub-
sidize employers under the Clinton plan could be used to improve the generosity' of
individual and family subsidies. For example, all individuals could be subsidized
perhaps up to 200 percent of poverty or higher.

The advantages of this hybrid approach are several. First, government costs
would be less than under the Clinton plan and under most versions of an individual
mandate. The increased subsidies provided individuals and families would be offset
by the substantial reduction in the need for employer subsidies.

Second, most of the subsidy dollars could be targeted directly on low-income indi-
viduals and families. We have shown elsewhere that the employer subsidies in the
Clinton Administration proposal benefit individuals throughout the income distribu-
tion including very high-income individuals.

Third, because the employer contribution would be lower, there would be less of
a wage loss to workers. Individuals and families would of course be responsible for
a higher share of the premium. But the financing system would be less regressive
than under the Clinton plan because less of the financing would come through em-
ployer contributions, and low-income families would be subsidized directly.

Fourth, by retaining a significant employer contribution, there would still be a low
marginal tax rate on additional earnings. The marginal tax rate on additional earn-
ings would be higher than under the Clinton Administration plan, but it would be
substantially lower than under a pure individual mandate with subsidies.

Fifth, all firms would be treated the same, with no subsidies that vary by wage
levels and firm size.

Sixth, the advantages that an employer mandate has in terms of enforcement
would remain. The government would not have to monitor the compliance of 225
million individual Americans on a case-by-case basis.

Probably the most important advantage of this system is that both individuals
and employers would have major financial roles in the health financing system.
Each individual would have a much greater degree of responsibility for financing
his or her family's share of the costs of the system compared with a mandate that
has a greater employer share. There would be greater financial incentives to more
carefully weigh the benefits of more expensive plans against their costs. Individuals
would see more clearly both the benefits and costs of government efforts to limit
premium growth. This approach would also keep employers aware of health system
costs and, therefore, likely to support cost containment efforts. In this respect it is
similar to the German system which requires equal payroll contributions between
employers and workers. This equal sharing of costs is often credited by Germans
for the strong support given to the government in its effort to contain the growth
in health care expenditures.

PREPARED STATEMENT OF CHRISTOPHER W. O'FLINN

The ERISA Industry Committee (ERIC) submits to the Committee on Finance,
U.S. Senate, the following testimony regarding the financing of health care system
reform and the impact of selected health care reform proposals on employer-spon-
sored health benefit plans.

BACKGROUND

ERIC is a non-profit employer association committed to the advancement of the
employee retirement, health, and welfare benefit plans of America's major employ-
ers. ERIC represents the employee benefits interests of more than 125 of the na-
tion's largest employers. As sponsors of health disability, pension, savings, life in-
surance, and other welfare benefit plans directly covering approximately 25 million
plan participants and beneficiaries, ERIC's members have a strong interest in the
success and expansion of the employee benefit plan system in the private sector. All
of ERIC's members provide comprehensive health care coverage to their employees.
Together, they provide coverage to about 10 percent of the U.S. population.

ERIC consistently has articulated the broad consensus among major employers
that the keys to making health care affordable for all Americans are, first, a com-
mitment to improve the way health care is organized and delivered with respect to
both quality and cost, and second, a commitment to eliminate the cost-shifting that



128

plagues current health care financing. ERIC's March 1993 Policy Statement on Com-
prehensive Health Care System Reform I describes principles and strategies for re-
form that are consistent with this consensus view. The following ERIC statement
is based on this consensus policy document and subsequent discussions within
ERIC's membership.

ERIC'S PERSPECTIVE ON REFORM

ERIC recognizes the leadership of President Clinton and the First Lady in bring-
ing health care system reform to the forefront among national concerns and shares
their determination for reform. The scope and breadth of the proposal they trans-
mitted to Congress has ensured that no important aspect of health care reform will
be overlooked. ERIC also acknowledges the key role of the Members of this Commit-
tee, who have consistently pushed the debate forward and have given us and so
many others a forum to express our views.

ERIC believes that the current health care system has serious flaws with respect
to cost, quality and access to care. Federal governance, not 50 disparate state-by-
state approaches, is required if we are to address these concerns in a consistent and
compatible manner throughout the entire system. Neither consumers, payers, insur-
ers, nor providers are constricted by state boundaries in the business of health care;
thus, it is essential that Congress recognize the interstate character of the health
care industry, preserve the principle of federal uniformity and preempt state laws
affecting all health benefit plans.

Improving the quality, cost-effectiveness, and accessibility of the current health
care system in our country demands focused structural and financial reforms to ad-
dress its deficiencies. Health care providers must be accountable to third-party pay-
ers and consumers for both the quality of their performance and the cost-effective-
ness of the services provided. Reform must produce greater value for private and
public health care expenditures by improving the consistency and quality of care
while managing cost. Failure to do so jeopardizes the affordability of health care
coverage, reduces the number of people covered, and undermines the productivity
of American businesses.

The success or failure of reform proposals cannot be measured solely in terms of
federal budget savings. Any measure of success or failure must take into account
the impact of reform on the quality, as well as the cost-effectiveness, of health care
delivery in both the private and public sectors. Those who pay for health care cov-
erage must have assurance that they are only liable tor coverage that is necessary,
and that they have appropriate control over their liabilities. Consumers must have
assurance that they will receive adequate coverage for necessary services in a time-
ly, efficient and effective manner. Providers must be assured that they will be able
to operate in a professional and business climate that assures them that they can
deliver proper care and receive appropriate financial return for their services.

With 15 percent of the economy at stake, we cannot afford to make major mis-
takes in evaluating, designing and implementing health care reform. We cannot af-
ford grand experiments that risk spectacular failure. We need to take what we al-
ready know works, create strong incentives for its expansion, and grow into a re-
formed health care system to accomplish the President's laudable goals on a defined
timetable.

A BASIS FOR FORGING CONSENSUS

As the health care system reform debate has unfolded, it has become increasingly
clear that two dominant political realities set the limits for any possible consensus
that can be reached. First, many Americans (both individual and corporate) do not
want reform to result in more government bureaucracy or regulation--at either the
state or federal level. Second, many Americans (both individual and corporate) are
willing to pay their fair share to provide coverage to those who can't afford it-but
only after they are convinced that appropriate cost containment mechanisms are in
place and have been proven by experience to be effective, and that arbitrary or un-
fair cost shifting is eliminated. One may or may not like or agree with these two
points, but they cannot be ignored.

Therefore, the only realistic model for needed changes in our health care system
are the voluntary private employer-driven purchasing groups 2 that have sprung up

I Copies of ERIC's Policy Statement can be obtained by Writing to The ERISA Industry Com-
mittee, 1400 L Street N.W., Suite 350, Washington DC 20005 or calling 202-789-1400.2 The term "voluntary private employer-driven" is used to describe purchasing groups that his-
torically sprung from and continue to be energized by cooperative ventures within the business
community, in contrast to purchasing groups that are organized and operated by government



129

around the country. ERIC's Policy Statement laid out the following framework for
a consensus approach to reform based on this model:

First, significantly increase the role of private purchasing groups in the health
care system by creating a federal tax preference or incentive for health care cov-
erage obtained from such purchasing groups or from employers that act as their own
purchasing group.3 Purchasing groups (or employers acting as purchasing groups)
should be expected to assume a number of the specific responsibilities, such as nego-
tiating contracts and performance standards with providers, and collecting and dis-
seminating data on quality and cost.

Second, impose basic "rules of fair conduct" governing the organization and oper-
ation ofpurchasing groups. As just one example, purchasing groups could not turn
away individuals or employers that wish to participate on the basis of health risk.
Because major medical markets are not limited by state boundaries, these "rules of
fair conduct" would of necessity have to be exclusively federal and purchasing
groups would have to be permitted to operate across state lines.

Third, we believe there must be effective cost containment throughout the private
sector. There are two primary alternatives for cost containment in the private pur-
chasing group model. One alternative consists of purchasing groups contracting on
a capitated bahis with competing integrated health care delivery systems (HMOs,
managed care plans, etc.). The other alternative consists of private purchasing
groups negotiating with providers a prospective budget, including fee schedules and
volume limits. Depending on circumstances, one approach may be more effective
than the other.

It is reasonable for federal tax policy to encourage or even require the use of these
cost containment alternatives; it is not reasonable for the federal government to dic-
tate to purchasers and providers in any given major medical market which approach
is most appropriate for them. Because major medical markets. are not limited by
state boundaries, these rules must be exclusively federal.

Fourth, government cost containment strategies have not contained aggregate
health care costs because they have consistently created both an incentive for health
care providers to increase the volume of services performed and an incentive for pro-
viders to shift costs to the private sector. The private cost containment strategy al-
ready described requires health care providers to assume financial risk for the fail-
ure to contain costs. Before reform can be considered complete, government pro-
grams such as Medicare and Medicaid must adequately compensate providers for
the services they provide and require providers to assume financial risk for failure
to contain costs.

It makes no sense for part of the market to work one way and another part to
offer providers completely different incentives. We are confident that the private
cost containment strategy described above will be effective. Moreover, we believe its
effectiveness in containing aggregate health care system costs Would be greatly en-
hanced if Medicare, Medicaid and other government programs made the transition
to the same cost containment techniques.

Fifth, if the quality and cost-effectiveness of health care is to improve over time,
provider performance must be measured in a systematic manner. While absolutely
essential to the long-term success of reform, techniques for measuring provider per-
formance are still not yet fully developed, however. We should strongly encourage
the use of such measurement systems; but for the time being, the governent's role
should be limited to providing guidance, fostering information exchange and mon-
itoring development. Because the markets in which these measurement techniques
will be applied are not limited by state boundaries, any rules relating to measuring
provider performance would of necessity have to be exclusively federal.

MANDATES AND FINANCING

Up to this point in our statement, we have not addressed two topics of intense
interest to the Committee-mandates and financing. We refrained from doing so to
make a point. It is not possible to forge a broad consensus on mandates or financing
in the abstract. Consensus must first be reached on how the rest of the system will
look and operate before any kind of requirement to obtain or provide coverage and
financing for those who cannot afford coverage should even be considered.

entities. The term is not meant to suggest that individual consumers could not also participate
in them.3 This could be accomplished, for example, by limiting the exclusion from personal income of
the value of health benefits individuals receive from employers or government programs to cov-
erage that is obtained through a purchasing group. Existing tax treatment of employer-provided
coverage, including the full deductibility of employer-paid health benefit expenses, should be
preserved.
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Mandates:
ERIC has considered both individual and employer mandates at length. We have

concluded that to achieve universal coverage some form of phased-in individual re-
quirement is necessary to bring everyone into the health care system so that the
system can operate efficiently and effectively. Thus, part of ERIC's proposed frame-
work for reform, as articulated in our 1993 Policy Statement, is a modified individ-
ual mandate, to be accompanied by income-based subsidies. We have also concluded
that any effort to achieve universal coverage should not institutionalize the dis-
proportionate share 'of health care costs currently borne by employers that volun-
tarily provide coverage to employees and dependents. Thus, our framework for re-form also suggests that all employers make a meaningful contribution toward the
costs of coverage.
Financing:

With respect to financing subsidies for persons unable to afford basic catastrophic
coverage, ERIC believes that such financing should comply with the following cri-
teria:

First, sources of revenue used to finance subsidies should be exclusively federal.
Second, sources of revenue used to finance subsidies should be explicit, not hidden

or built into health care premiums or "sick taxes." There should be public account-
ability for subsidies and the amount of any revenues raised to pay for them.

Third, sources of revenue should be spread broadly. ERIC members are willing
to share financing this social cost with their employees and the general public, so
long as employers are not singled out to bear a disproportionate financial burden.

Fourth, as much as possible, sources of revenue should not add directly to employ-
ment costs.

Fifth, as much as possible, sources of revenue should be linked to incentives for
improved quality and cost-effectiveness or other health policy goals.

ANALYSIS OF CURRENT REFORM PROPOSALS

In order assist the Committee in its discussions of specific health care reform pro-
posals, we also have included in this statement an analysis of major bills introduced
during the 103rd Congress.
1. Bills Reviewed:

ERIC's Board of Directors has reviewed the following proposals, which are ana-
lyzed in this statement:

" the Michel-Gingrich/Lott bills (H.R.3080/S.1533);
" the Cooper-Grandy and Breaux-Durenberger bills (H.R.3222 and S.1579, re-

spectively);
" the Administration bill (H.R.3600/S.1757);
" the Nickles and Stearns bills (S.1743 and H.R.3698, respectively); and
* the Chafee and Thomas bills (S.1770 and H.R.3704, respectively).
ERIC continues to oppose single-payer health care reform proposals, whether they

would establish a unified national single-payer system or individual state-by-state
sin le-payer systems. ERIC believes that employers must retain control over any
health benefits they help finance in order to manage their financial liabilities. In
addition, ERIC believes that single-payer systems, in practice, are too inflexible and
bureaucratic to fulfill the commitment to improve the quality and cost-effectiveness
of health care delivery that is embodied in the health plans sponsored by major em-
ployers. Therefore, ERIC's analysis did not include the McDermott bill (H.R.1200)
or other similar bills that have been introduced during the 103rd Congress.
2. General Assessment:

Each of the bills reviewed recognizes, either explicitly or implicitly, one or more
of the principles and strategies for reform articulated in ERIC's Policy Statement.
For example:

The Michel-Gingrich/Lott bills recognize the need to address a number of spe-
cific factors contributing to the high cost of health care. The bills preempt state
mandated benefits, anti-managed care and anti-utilization review laws, and in-
clude small-group insurance market reforms and medical malpractice reforms.

* The Cooper-Grandy/Breaux-Durenberger bills recognize the need to improve the
quality and cost-effectiveness of health care delivery. They seek to create a mar-
ketplace where health care providers can be held accountable for their perform-
ance with respect to both quality and cost. Under the current health care 4 sys-
tem, where health care is often financed on a piece-work, fee-for-service basis,
there is insufficient accountability.
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* The Administration bill recognizes that employers that currently provide vol-
untary coverage to employees, dependents and early retirees, or that voluntarily
provide prescrip tion drug coverage to Medicare-eligible retirees, bear a dis-
proportionate share of national health care costs. It seeks to distribute the bur-
den of financing health care more broadly across the economy and to achieve
universal coverage.

The Nickles/Stearns bills recognize that the health care system can never operate
at optimal efficiency unless all individuals participate in the system. They impose
a significant tax penalty on taxpayers who do not obtain health insurance.

The Chafee/Thomas bills recognize the need for employers to maintain control
over the health care they purchase on behalf of employees and dependents. They
provide for voluntary private group purchasing arrangements, building on the im-
portant. contributions already being made by employer-led coalitions that have
emerged in more than 90 locations around the country.

We believe the introduction of each bill has been an important contribution to the
health care system reform debate Taken together, these five bills contain among
them many of the necessary elements of successful health care system reform.

Each of the bills also has deficits however, either in the manner in which certain,
key issues are addressed or in the failure to address certain key issues at all. When
each bill was measured individually against the criteria set out in ERIC's Policy
Statement, none of the alternative bills examined was deemed to adequately address
the interests and concerns of major employers.

In general, each of the bills (in its present form) raises one or more of the follow-
ing concerns:

• All of the bills lacked, in one or more areas, uniform federal rules governing
the organization and operation of a reformed health care marketplace that are
essential for major employers to offer and maintain their health benefit plans.

* All of the bills institutionalize, rather than reduce, cost shifting in one or more
areas, including cost shifting from the public sector to the private sector. In ad-
dition, some of the bills fail to address cost shifting that results from the failure
to achieve universal coverage.

* Employers would not be able to exert a sufficient degree of control (direct or
indirect) over their financial liabilities, or the value (e.g., quality and cost-effec-
tiveness) of the care they purchase, under several of the proposals.

" ERIC is not confident that adequate data and technology are currently available
to implemmt the system of broad community rating, open enrollment and pro-
spective ri3k adjustment called for under some of the bills without potentially
causing unacceptable instability in the marketplace.

" Financing provisions under several of the bills fail to address adequately or re-
alistically the costs created by the bills.

3. Bill-by-bill Assessment:
The following bill-by-bill assessments delineate the strengths and weaknesses of

each bill in five areas that are essential to successful reform.
a. Nationally uniform rules and standards.
For major employers, which generally have employees geographically dispersed in

multiple states, uniformity in the rules governing health reform is a very high prior-
ity. Moreover, health care is among the nation's biggest industries in interstate com-
merce. Major employers believe that to the degree the health care system is regu-
lated at all, it must be subject to nationally uniform rules and standards to assure
the quality and consistency of care throughout our health care system, and the com-
mon treatment of employees of the same employer.

ERIC's assessment of the bills under consideration with respect to this issue is
as follows:

" Michel-Gingrich /Lott: The bills increase uniformity in some areas relative to
current law by preempting counterproductive state laws that interfere with the
development of cost-effective health plans.

" Cooper-Grandy/Breaux-Durenberger: The bills increase uniformity in some
areas relative to current law by preempting counterproductive state laws that
interfere with the development of cost-effective health plans, but potentially
erode uniformity in other respects. For example, granting states discretion in
organizing health plan purchasing cooperatives and certifying accountable
health plans would likely result in an undesirable degree of inconsistency from
state to state.

* Administration: The bill erodes uniformity by providing excessive discretion to
states in implementing regional alliance structures and in exercising the option
to form single-payer systems. Financial incentives and administrative complex-
ities are so heavily weighted against forming a corporate alliance that the ad-
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vantage of limited federal preemption of state law afforded to corporate alliance
sponsors is not enough to make forming a corporate alliance a viable option for
most major employers. Thus, such employers effectively would be forced into
state-run regional alliances-bureaucratic state government agencies with all
their attendant problems and deficiencies.

" Nickles/Stearns: The bills erode uniformity by making all employer health
plans, including self-insured plans, subject to state insurance laws. Model insur-
ance reforms contemplated by the bills do not appear to guarantee state-to-state
consistency.

" Chafee/Thomas: The bills erode uniformity for insured health plans by subject-
ing them to state regulation, but largely preserve uniformity for self-insured
plans by subjecting them to federal regulation.

Recommendation: ERIC urges that any bill favorably reported by the Committee
provide that federal law preempts any and all relevant state laws to preclude state
discretion and ensure there will be national uniformity in all rules and standards
that apply to how the health care system in general, and employer-sponsored health
plans andpurchasing groups in particular, will be organized and operated.

b. Eliminating cost shifting.
In the current health care system, ERIC member companies bear a disproportion-

ate share of health care costs compared with other payers, particularly with respect
to coverage of employed spouses who are not offered or who decline coverage from
their own employers, coverage for pre-Medicare eligible retirees, and cost shifting
resulting from uncompensated care (i.e., the uninsured) and undercompensated care
(i.e., from Medicare and Medicaid). Cost shifting distorts the health care market-
place and undermines its efficient operation. Thus, the reduction, if not elimination,
of such cost shifting is a high priority for ERIC member companies.

ERIC's insistence on the elimination of cost shifting does not mean major employ-
ers are unwilling to contribute their fair share toward the cost of providing appro-
priate income-related public subsidies for the purchase of health care. To ensure
that there is public accountability for the amount and financing of such subsidies,
however, at a minimum: (1) any such subsidies must be explicit (i.e., not merely
built into the structure of health care premiums)', and (2) any taxes or other sur-
cha-ges imposed on employers to help finance the cost of such income-related sub-
sidies must be explicit (i.e., not merely built into the structure of health care pre-
miums) and must be imposed on all payers.

ERTC's assessment of the bills under consideration with respect to this issue is
as follows:

* Michel-Gingrich/Lott: The bills do not address cost shifting.
# Cooper-Grandy/Breaux-Durenberger: The bills do not directly address cost shift-

ing attributable to employed spouses or the expense of voluntary coverage for
early retirees. In some cases, the bills appear to make cost shifting a permanent
part of the structure of health care premiums. For example, by including cur-
rent Medicaid beneficiaries in the same purchasing cooperative premium pool
as private payers, the bills effectively shift part of the cost of financing coverage
for such persons from general revenues to a per capita percent-of-premium tax
on employment. The Medicare at-risk contract adjustment payment mechanism
institutionalizes a cost shift from the federal government to "closed" as well as
certain "open" accountable health plans. To the degree general Medicare cuts
are used to finance the bills, cost shifting to private payers will worsen.

* Administration: The employer mandate reduces cost shifting currently resulting
from employers that do not offer employees coverage to employers that offer
family/dependent coverage, and partially reduces the cost to employers of pro-
viding pre-Medicare eligible retiree health coverage. On the other hand, by in-
cluding current Medicaid beneficiaries in the same regional alliance premium
pool as private payers, the bill effectively shifts part of the financing of such
persons from general revenues to a per capita percent-of-premium tax on em-
ployment. By providing subsidies only to employers participating in regional al-iances and by imposing percent-of-payroll taxes on employers forming corporate
alliances, the bill institutionalizes cost shifts to corporate alliance sponsors par-
ticularly those that have cost-effective plans. To the degree general Medicare
cuts are used to finance the bill, cost shifting from that source will worsen.

9 Nickles/Stearns: Tax incentives for individuals to purchase coverage may re-
duce cost shifting to some extent, but many forms of cost shifting remain.

* Chafee/Thomas: The individual mandate reduces cost shifting to some extent,
but other forms of cost shifting remain. To the degree Medicare cuts are used
to finance the bill, cost shifting will worsen.

Recommendation: ERIC urges that any bill reported favorably by the Committee
ensure that every individual who does not receive health care coverage from either
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(1) a government program, or (2) an employer by virtue of being an employee or a
non-employed spouse or dependent, obtain such coverage from a federally sanctioned
privately operated purchasing group. Any taxes or surcharges necessary to finance
subsidies should be explicit (i.e., not built into the premium structure) and apply
to all payers. In addition, all government health care programs should be required
to purchase health care coverage using the same market competition mechanisms
that private purchasers use and fund the full cost of such care.

c. Employers' control over their financial liabilities.
Because major employers have a long history of purchasing health care for large

groups of employees, they have the greatest expertise and have achieved the great-
est success in maximizing the value of the health care coverage purchased. Anyone
who pays a substantial portion of the cost of health care coverage is entitled to and
needs control over what and how it is purchased in order to control the payer's fi-
nancial liabilities. Therefore, maintaining a strong employer influence over health
care coverage purchasing decisions is a high priority for major employers.

ERIC's assessment of the bills under consideration with respect to this issue is
as follows:

* Michel-GingrichILott: The bills do no apparent significant harm to the degree
of employer control; they improve employer control to the extent the bills pre-
empt state laws that interfere with employers' plan design decisions (i.e., pre-
empts state mandated benefit laws, anti-managed care or anti-utilization review
laws, etc.).

e CooperGrandy/Breaux-Durenberger: Although the bills limit all employers' con-
trol over plan design by specifying a uniform set of effective benefits, they other-
wise largely preserve employer control over health coverage purchasing deci-
sions (such as which health plans to contract with) for those employers that re-
main outside health plan purchasing cooperatives. Employers that are required
to purchase care through such cooperatives retain some influence over the oper-
ation of the cooperative itself-by virtue of the fact that they are organized as
nonprofit entities, rather than state agencies or quasi-private entities run by a
board of political appointees as under the Administration bill-but they do not
retain direct control over purchasing decisions.

* Administration: The bill erodes employer control over plan design and purchas-
ing decisions. In addition to dictating a plan's scope of coverage, its cost-sharing
features, and the mandatory fee-for-service option, the bill-subjects all employ-
ers to state discretion as to whether to establish a state-based single-payer sys-
tem, and subjects employers participating in regional alliances (the vast major-
ity of businesses) to state discretion as to whether to operate such alliances as
state agencies or as quasi-private entities dominated by political appointees.
Even employers forming corporate alliances are subjected to significant con-
straints, including requirements to offer three types of coverage even if an em-
ployer's experience has demonstrated that one or more types of coverage provide
inferior value.

* Nickles/Stearns: Although employers are not directly constrained by federal law
under these bills, employer control of both plan design and purchasing decisions
would still be eroded by virtue of the fact that all employer plans would be sub-
ject to state insurance law. States historically have sought to undermine em-
ployer discretion through a variety of means: mandated benefit laws interfering
with plan design and protecting health care provider special interests; anti-utili-
zation re, iew and anti-managed care laws; and taxing benefit plans. Although
some of these avenues are foreclosed to states uder the bills, others are not;
states will continue to undermine employer discretion by every means made
available to them under these bills.

* Chafee/Thomas: The bills' benefit package requirements place constraints on
plan design, but employers generally retain full discretion with respect to pur-
chasing decisions due to the voluntary nature of purchasing groups and the em-
ployer's role.

Recommendation: ERIC urges that any bill favorably reported by the Committee
ensure that no employer is required to participate in a purchasing group that is op-
erated as a government agency or that is run by political appointees. Further, to
the degree that plan design is constrained at all-for example, by requiring that em-
ployers offer (but not necessarily contribute to the cost of) health care coverage, em-
ployers must still retain the flexibility to set the specific employer and employee cost
sharing features of such coverage and to retain the option to offer actuarially equiv-
alent benefits.

d. Financial stability of the reformed marketplace.
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ERIC believes that health care reform must have as a primary goal changing the
way health care is organized and delivered. A prerequisite for improved health care
delivery is a more coherent and efficient health care marketplace.

Changes in the marketplace are dependent on available data and information
technology, however. Forcing the marketplace to operate in a fundamentally dif-
ferent way than it does today and on the basis of inadequate data or immature in-
formation technologies, could result in market volatility great enough to cause seri-
ous financial harm (including insolvencies) to health plans or purchasing groups.
Market-based reforms must not be abandoned because they are essential to success-
ful reform generally; but they should be implemented cautiously, in stages where
necessary, to minimize disruption.

ERIC's assessment of the bills under consideration with respect to this issue is
as follows:

" Michel-Gingrich/Lott: The bills do little to destabilize the marketplace, but also
do little to directly improve the quality and cost-effectiveness of health care de-
livery.

" Cooper.Grandy/Breaux-Durenberger: Arguably, no one currently knows how to
set age-banded, community-rated premiums in the context of both (1) unstable
enrollment due to the elimination of barriers to free movement between health
plans, and (2) prospective adjustments to payments made to accountable health
plans based on the health risk posed by individual enrollees. Even if adequate
data were currently available, which it is not, it is debatable that a single gen-
eralized risk adjustment formula can be developed that will work in health mar-
kets with disparate utilization patterns, demographic composition and other rel-
evant differences. Moreover, if the financial pressure of an aggressive tax cap
is added, as under these bills, the marketplace volatility that could result from
near-to-immediate transition to the regulated market contemplated by these
bills may produce an unmanageable number of accountable health plan and
health plan purchasing cooperative insolvencies.

* Administration: The same concerns exist regarding the Administration bill as
those expressed regarding the Cooper-Grandy/Breaux-Durenberger bills because
at its core this bill is based on very similar community rating, open enrollment
and risk adjustment requirements. The transition to the new principles is a lit-
tle slower relative to Cooper-Grandy/Breaux-Durenberger, but the principles
would be applied to a far greater proportion of employers and individuals. Mar-
ket instability (i.e., health plan and regional alliance insolvencies) may be in-
creased by the financial pressure added by the bill's requirement that a sur-
charge be imposed on health plans that exceed budget limits, which is another
completely new risk that must be taken into account when determining what
premium to bid.
N Nickles/ Sfearazs: Though they would remove barriers to movement between
competing health plons, there is little reason to expect that this alone would
destabilize the marketplace as a whole. The bills are likely to do little to change
l'ealth care delivery or improve its co,st-effectiveness, however, because the bills
encourage individual choice hased on product differentiation (i.e., the scope of
,overage and cost-sharing features) :ather than the cost-effectiveness of health
care delivery.

* Chafee/Thomas: The voluntary nature of purchasing groups and the voluntary
adoption of prospective risk adjustment mechanisms, coupled with reliance on
community rating within age bands rather than pure community rating, appear
to mitigate the potential for instability in the operation of health care market's.
The long-term effectiveness of this approach in improving the quality and cost-
effectiveness of health care delivery depends on the emergence of specific effec-
tive strategies from the marketplace itself, a grass-roots approach that is likely
to be more responsive to the needs of purchasers and providers, as well as less
disruptive, than more rigid proposals.

Recommendation: ERIC urges that any bill that is favorably reported by the Com-
mittee strongly enccurage group purchasing on a capitated basis, implement consen-
sus insurance market reforms and provide for the voluntary adoption by employer-
led private purchasing groups of specific strategies to improve market competition
(such as prospective risk adjustment and related techniques) at an appropriate point
in time, rather than prematurely imposing such strategies on the marketplace be-
fore they are fully developed.

e. Credibility of financing provisions.
Since health reform legislation inevitably has an impact on federal expenditures

and the federal deficit, major employers view any financing provisions with well-
founded skepticism. To be blunt, in the current budgetary environment, the benefits
of various bills are often overstated and the costs are oIen understated or hidden.
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Health reform is no exception. ERIC members are particularly concerned that
underfinanced health reforms that are based on overly optimistic revenue estimates
will ultimately impose far greater than expected liabilities on employers.

ERIC's assessment of the bills under consideration with respect to this issue is
as follows:

" Michel.Gingrich /Lott: The bills do not require a significant of amount of financ-
ing relative to other bills.

* Cooper-Grandy/Breaux-Durenberger: Revenues to be raised from a cap on de-
ductible employer health benefit expenses may be overstated since employer be-
havior will be hard to predict. For example, employers are likely to respond by
seeking to 3hiftlrecharacterize their expenditures into other deductible expenses
(e.g., wages). In addition, the cap will increase the cost of providing coverage
for employers that voluntarily provide comprehensive benefits. Medicare savings
may be partially offset to the degree such Medicare cuts cause cost shifting to
the private sector, which in turn may result in increased deductible private em-
ployer expenditures.

• Administration: Financing is so complex that there is little likelihood that need-
ed dollars can flow smoothly and efficiently from multiple sources to multiple
destinations without shortfalls and windfalls along the way. The high prob-
ability that very few large employers will find forming a corporate alliance fi-
nancially viable could substantially alter the expected mix of revenues to be
generated by the percent-of-payroll tax on corporate alliance sponsors as com-
pared to other revenue sources (including community-rate premiums). Medicare
savings may be partially offset to the degree such Medicare cuts cause cost
shifting to the private sector, which in turn may result in increased deductible
private employer expenditures.

" Nickles/Stearns: The difficulty in predicting individual behavior in light of radi-
cal transformation of the tax treatment of health coverage (from income exclu-
sion to tax credit) makes financing uncertain. Capping federal Medicaid pay-
ments could result in cost shifting, further distorting revenue estimates.

" Chafee/Thomas: Revenues to be raised from tax caps may be overstated due to
the difficulty of predicting changes in employer and individual behavior caused
by restructured tax incentives. Medicare and Medicaid savings may be partially
offset by increased deductible private expenditures to the degree such cuts
cause cost shifting to the private sector.

Recommendation: ERIC urges that any bill that is reported favorable by the Com-
mittee ensure that neither tax caps on the deductibility of employer health benefit
expenses nor Medicare/Medicaid cuts are relied on as financing mechanisms. Fur-
ther, any financing burden imposed on employers should not materially differ solely
on the basis of an employer's decision to join or not join a purchasing group.

CONCLUSION

ERIC believes that successful health care system reform must respond to the fol-
lowing:

" Exclusive federal authority over a national health care policy;
" Improved accountability for the quality of health care and the outcome of treat-

ment;
" Improved efficiency of health care markets by encouraging cost-effective group

purchasing (through employer-led private purchasing coalitions) under uniform
federal rules and standards;

" Equitable allocation of resources and financing burdens throughout the entire
economy, including the elimination of cost shifting; and

" A transition strategy that minimizes disruption.
By this standard, none of the bills currently under consideration is likely to suc-

cee without substantial revision.
ERIC supports market-based strategies for health care system reform that pre-

serve the autonomy of employers and employer-sponsored health benefit plans, and
have as their primary goal increased accountability for both the quality and cost-
effectiveness of care. The members of ERIC represent a tremendous reservoir of ex-
perience and expertise regarding these issues. We look forward to the opportunity
to work toward these goals with the Congress and the Administration generally, the
Committee, and each of the individual bill sponsors.

PREPARED STATEMENT OF RON POLLACK

Mr. Chairman and Members of the Committee:
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Thank you for inviting me to testify this morning on the question of universal ac-
cess to health insurance. Families USA is a non-profit advocacy organization that
has been consistently advocating for universal coverage on behalf of consumers.

I will not reiterate the reasons we so strongly support universal coverage. I am
sure you all know the statistics and arguments. Rather, today, I would like to dis-
cuss the question of how universal coverage can be achieved.

There are really only three alternatives to achieving universal coverage. The first
alternative uses a single-payer, government-financed methodology, similar to the
Canadian system. The second and third alternatives, embodied in proposals co-spon-
sored by different members of this Committee, will be the subject of my testimony
this morning.

One such approach-incorporated in President Clinton's Health Security Act-
builds on our employer-based private health insurance system by requiring employ-
ers and workers to share the responsibility of paying for insurance premiums for
workers and their families. The other approach is an individual-based insurance
system similar to the way people obtain automobile insurance-an approach that is
utilized in the bills offered by Representative Cooper and Senators Breaux and
Durenberger (the Managed Competition Act) as well as Senator Chafee (the HEART
Act), with the difference that the former does not mandate individual purchase of
coverage while the latter bill does.

In theory, both employer-based and individual-based approaches to universal cov-
erage can work. In practicality, however, we believe that the approach involving
shared contributions by employers and employees offers the most realistic chance
of achieving universal coverage. As my analysis this morning will demonstrate, this
employer-based approach is likely to be much more affordable for the people and
families needing health insurance coverage and is likely to be less costly to the gov-
ernment.

AFFORDABILITY FOR LOW-WAGE INDIVIDUALS AND FAMILIES

We evaluated the affordability of coverage for low-wage individuals and families
with and without an employer contribution. Our results are in the following four
charts. In evaluating the affordability with an employer contribution, we assumed
that the maximum individual and family financial obligation would mirror the lim-
its established in the Health Security Act. We also assumed that, like the Health
Security Act, the employer contributions would be 80 percent and the employee con-
tributions would be 20 percent. In evaluating the affordability without shared em-
ployer responsibility, we used two different subsidy shedules: a sliding scale sub-
sidy for people whose incomes are between 100 percent and 200p ercent of poverty
(like the subsidy system established in the Cooper/Breaux-Durenberger bill) and a
sliding scale subsidy for people whose incomes are from 100 percent to 240 percent
of poverty (like the subsidy system established in the Chafee bill).

In chart 1, the overall premium for an individual remained constant at $2,100.
This figure is the premium estimated by CBO for its analysis of the Health Security
Act. The chart shows that, without an employer contribution, individuals whose in-
comes are between 150 and 250 percent of poverty (between $11,040 and $18,400
in annual incomes) would have to pay between 6.8 and 14.3 percent of their incomes
for health insurance under a Cooper/Breaux-Durenberger subsidy system-up to
more than seven weeks worth of pre-tax wages for premiums alone. This compares
very unfavorably and unaffordably to a range of 2.3 to 3.8 percent of income for pre-
miums if the employer makes contributions as proposed in the Health Security Act.

Also in chart 1 are the individual contributions that would be required under a
Chafee subsidy system. For the same groups of individuals with incomes between
$11,040 and $18,400, that subsidy system would result in individuals paying pre-
miums between 6.8 and 11.4 percent of income-up to six weeks of pre-tax wages.

In chart 2 we applied the same sliding scale subsidies to a premium which rep-
resents the lowest cost plan (the method used in the Cooper/Breaux-Durenberger
Managed Competition Act) and to a premium which represents the average of the
lowest priced one-half of plans (the method used in Senator Chafee's HEART Act).
Even with these adjustments, employees whose incomes are between 150 and 250
percent of poverty would have to pay amounts between 6.3 to 12.1 percent of their
incomes for insurance premiums.

In chart 3 we examined the premium burden on families. We presumed a benefit
package with a total premium of $5,565 for a family of four-the amount CBO esti-
mated for the Health Security Act. We looked at the premium burden for families
with incomes between 150 and 250 percent of poverty (annual incomes between
$22,200 and $37,000).
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Under the employer-based system established under President Clinton's Health
Security Act, families earning between $22,200 and $37,000 would pay no more
than 3.9 percent of their incomes on premiums. By contrast, under a Cooper/Breaux-
Durenberger subsidy approach, such families would pay between 12.5 and 18.8 per-
cent of their incomes-up to almost ten weeks in pre-tax wages for premiums alone.
Under Senator Chafee's subsidy approach, such families would pay between 9.0 and
15.0 percent of their incomes-up to almost eight weeks in pre-tax wages.

In chart 4 we also examined the premium burden on families. In chart 4, how-
ever, we applied the Cooper/Breaux-Durenberger subsidy system to a premium rep-
resenting the lowest cost plan (the method used in the Cooper/Breaux-Durenberger
Managed Competition Act) and to a premium representing the average of the lowest
price one-half of plans (the method used in Senator Chafee's HEART Act). Even
with these adjustments, employees whose incomes are between 150 and 250 percent
of poverty would have to pay amounts between 10.7 and 16.0 percent of their in-
comes for insurance premiums.

The premiums required of individuals and families under the individual-based fi-
nancing systems established under the Cooper/Breaux-Durenberger and Chafee bills
constitute unrealistic and unaffordable burdens. They simply won't achieve univer-
sal coverage for these lower-wage workers because the premiums are far too high
to be affordable. President Clinton's Health Security Act, based on an approach of
shared responsibility among employers and workers, does enable workers to afford
their premium responsibilities. This is why we strongly support an employer-based
financing approach.

We know that this Committee may consider a compromise that incorporates an
individual-based financing approach for some portion of the working population. In
such a compromise the government cost will go up because subsidies must be much
more generous for lower-income people and families so that the premiums are real-
istically affordable.

It is noteworthy to point out that these unaffordable premium burdens in the Coo-
per/Breaux-Durenberger and Chafee plans are not the only financing burdens that
need to be shouldered by families. Additionally, these families will be required to

pay out-of-pocket costs for deductibles and co-payments as well as the entire costs
for uncovered services. Clearly, these individual-based financing proposals are unre-
alistic plans for achieving anything approximating universal coverage.

In one respect, however, the Clinton plan also needs improvement. Unader the
Health Security Act, individuals and families with earnings below the poverty line
would be required to pay 3.0 percent of their incomes as a premium. Other bills,
like Cooper/Breaux-Durenberger and Chafee, would require no premiums for those
below the poverty line. We believe that people with incomes below the meager pov-
erty line ($7,360 for individuals and $14,800 for a family of four) do not have the
capability to pay out-of-pocket for premiums, deductibles or co-insurance, and no
health reform plan should require them to do so.

GOVERNMENT COST OF EMPIOYER-I1ASEI) VS. INDIVIDUAL-BASED FINANCING

We evaluated the comparative financial burden to government of an employer-
based finance system versus an individual- and family-based finance system. Since
there appears to be little sentiment in Congress to raise significant new revenues,
this analysis helps to gain a perspective about the political difficulties of achieving
similar cost protections for lower-wage workers and their families under the two fi-
nancing systems.

We did not attempt to calculate the total federal costs of an employer-based fi-
nance system versus an individual-based system. We do not have the capability of
producing such data, and this is precisely the type of data that C130 should provide
for the Committee. But the analysis we did perform suggests that-if the same type
of out-of-pocket protections are to be provided for individuals and families under the
two systems-the individual-based financing system is likely to be much more cost-
ly. As such, it is far more likely that Congress will be tempted to provide less in-
come protection for families, thereby risking the unaffordability of coverage-and,
hence, may fail to meet the crucial goal of universal coverage.

In the examples arrayed in tables 5 and 6, we analyzed the government's costs
of providing similar premium caps for individuals and families under the two financ-
ing systems. For illustrative purposes, we used the premium cap protections estab-
lished under President Clinton's Health Security Act. That legislation limits the pre-
mium burden for individuals and families at 3.9 percent of income. For the em-
ployer-based finance system, we assumed an employer premium contribution of 80
percent. We also factored in a limitation in the premiums to be paid by employers,
such that employers would never pay premiums in excess of 7.9 percent of payroll-
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also as envisioned by the Health Security Act. We believe this analysis would yield
comparable results even if different limits on premiums were used.

In table 5, we offer two examples: (1) an individual with $10,000 in income who
is a half-time worker, and (2) an individual with $15,000 in income who is a full-
time worker. (In both sets of examples, we presumed that the total premium costs
are $2,100-CBO's estimate of the premium costs under the Health Security Act.)
For the former, the government's subsidy burden under an employer-based finance
system would be $1,315-a $445 subsidy for the employer and an $870 subsidy for
the worker. The government's subsidy burden under an individual-based finance
system would be $1,710, or $395 more. In the latter example, the government's sub-
sidy burden under an employer-based finance system would be $495 compared to
a subsidy burden of $1,515 under an individual-based finance system-a difference
of $1,020.

Similarly, in table 6, we examined two examples of four-person families that have
a full-time worker: (1) where the breadwinner earns $20,000, and (2) where the
breadwinner earns $30,000. Again, under both examples, the government's subsidy
burden is considerably greater under the individual-based finance system.

In the first family example, the government's subsidy burden under the employer-
based finance system would be $3,205-a $2,872 subsidy for the employer and a
$333 subsidy for the family. under the individual-based finance system, the govern-
ment's subsidy burden would be $4,785, or $1,580' more. In the second example, the
government's subsidy burden under an employer-based system would be $2,082 com-
pared to a subsidy burden of $4,395--or $2,313 larger-under an individual-based
finance system.

As these examples illustrate, the subsidy burden for government is considerably
greater under an individual-based system. For individuals and families, therefore,
there is a greater risk under an individual-based finance system that the subsidies
Congress would establish would be inadequate to ensure affordable insurance cov-
erage. Under the individual-based finance system, Congress must either come up
with greater revenues or pare back premium subsidies-thereby, as in the Cooper/
Breaux-Durenberger and Chafee bills, providing insufficient subsidies to make pre-
miums affordable for lower-wage working families.

CONCLUSION

Universal health insurance cove, age is a goal we can and must reach. In attempt-
ing to do so, it is crucial that Congress gives careful scrutiny to the premium burden
being placed on all parties involved-not least of all the premium burdens of work-
ers and their families. The cap on premium and other out-of-pocket costs must be
realistically established so that insurance is truly affordable. We believe that, given
the political difficulties of raising government revenues to provide adequate sub-
sidization of families' premium burdens, an employer-based finance system is the
most realistic method of achieving universal coverage.
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TABLE 1

Affordability of Health Insurance for Low-Wage Individuals

jf Individual's Premium' Percent of Income

Annual Income of $7,360 (100% of poverty)

Health Security Act $223 3.0%

Individual Subsidies
Like Cooper-Breauxb $0 0%

Individual Subsidies
Like Chafees $0 0%

Annual Income of $11,040 (150% of poverty)

Health Security Act $420 3.8%

Individual Subsidies
Like Cooper-Breaux b  $1,050 9.5%

Individual Subsidies

Like Chafee. $750 6.8%

Annual Income of $14,720 (200% of poverty)

Health Security Act $420 2.9%

Individual Subsidies
Like Cooper-Breauxb $2,100 14.3%

Individual Subsidies
Like Chafee' $1,500 10.2%

Annual Income of $18,400 (250% of poverty)

Health Security Act $420 2.3%

Individual Subsidies
Like Cooper-Breauxb $2,100 11.4%

Individual Subsidies
Like Chafeec $2,100 11.4%

This analysis uses premium estimates calculated by the Congressional Budget Office (CBO) for its
analysis of the Health Security Act. CBO estimated that the average annual premium for an individual
would be $2,100 in 1994.
b This Act would provide full subsidies up to 100 percent of poverty and sliding scale subsidies up to
200 percent of poverty.
c This Act would provide full subsidies up to 100 percent of poverty and sliding scale subsidies up to
240 percent of poverty.
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TABLE 2

Affordability of Health Insurance for Low-Wage Individuals

Individual's Premium Percent of Income

Annual Income of $7,360 (100% of poverty)

Health Security Acto $223 3.0%

Individual Subsidies
Like Cooper-Breauxb $0 0%

_ ._,,,__ _,_,,,,,,.,,__ .. . . ..... ....$...0 %Individual Subsidies
Like Chafeec $0 0%

Annual Income of $11,040 (150% of poverty)

Health Security Act* $450 3.8%

Individual Subsidies
Like Cooper-Breaux b  $893 8.1%

Individual Subsidies
Like Chafeec $694 6.3%

Annual Income of $14,720 (200% of poverty)

Health Security Act' $420 2.9%

Individual Subsidies
Like Cooper-Breauxb $1,785 12.1%

Individual Subsidies
Like Chafeec $1,3818 9.4%

Annual Income of $18,400 (250% of poverty)

Health Security Act w $420 2.3%

Individual SubsidiesLike Cooper-Breaux b  $1,785 9.7%

Individual Subsidies
Like Chafeec $1,943 10.6%

SThe Health Security Act would provide premium assistance for average-priced plans. The
Congressional Budget Office (CBO) estimated that the average annual premium for an individual would

be $2,100 in 1994.
b The Managed Competition Act would provide premium assistance for the lowest-priced plan. CBO
has estimated that the lowest-priced plan would have a premium 15% below the average. Based upon
CBO premium estimates, this premium would be $1,785. This Act would provide full subsidies up to
100 percent of poverty and sliding scale subsidies up to 200 percent of poverty.
c The HEART Act would provide premium assistance for the average of the lowest-priced one-half of
plans. Based upon CBO premium estimates, this premium would be about $1,943 (the average of
$2,100 and $1,785). This Act would provide full subsidies up to 100 percent of poverty and sliding
scale subsidies up to 240 percent of poverty.
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TABLE 3

Affordability of Health Insurance for Low-Wage Familieso

Family's Premium fPercent oflncone

Annual Income of $14,800 (100% of poverty)

Health Security Act $442 3.0%

Families Subsidies
Like Coope -Breaux' $0 0%

Families Subsidies
Like Chafe, ,d $0 0%

Annual Incomne of $22,200 (150% of poverty)

Health Securily Act $866 3.9%

Familiut Subsidieb
Like Cooper-Breauxc $2,78a 12.5%

Families Subiidies
Like Chafeed $1,988 9.0%

Annual Income of $29,600 (200% of pove rty,_

Health Security Act $1,113 3.8%

Families Subsidies
Like Cooper-Breauxc $5,565 18.8%

Families Subsidies
Like Chafeed $3,975 13.4%

Annual Income of $37,000 (250% of poverty)

Health Security Act $1,113 3.0%

Families Subsidies
Like Cooper-Breauxc $5,565 15.0%

Families Subsidies
Like Chafeed $5,565 15.0%

* This analysis is a based on a family of four-two parents with two children.
b This analysis uses premium Pstimates calculated by the Congressional Budget Office (CBO) in its

analysis of the Health Security Act. CBO estimated that the average annual premium for a two-parent
family would be $5,565.
" This Act would provide full subsidies up to 100 percent of poverty and sliding scale subsidies up to

200 percent of poverty.
d This Act would provide full subsidies up to 100 percent of poverty and sliding scale subsidies up to
240 percent of poverty.
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TABLE 4

Affordability of Health Insurance for Low-Wage Familiesa

77 Family's Premium - Percent of Income

Annual Income of $14,800 (100% of poverty)

Health Security Actb $442 3.0%

Families Subsidies
Like Cooper-Breauxc $0 0%

Families Subsidies I
Like Chafeed _$0 0%

Annual Income of $22,200 (150% of poverty)

Health Security Actb $866 3.9%

Families Subsidies
Like Cooper-Breaux" $2,365 10.7%

Families Subsidies
Like Chafeed $1,839 8.3%

Annual Income of $29,600 (200% of poverty)

Health Security Actb $1,113 3.8%

Families Sobsidies
Like Cooper-Breaux" $4,730 16.0%

Families Subsidies

Like Chafeed $3,677 12.4%

Annual Income of $37,000 (250% of poverty)

Health Security Actb $1,113 3.0%

Families Subsidies
Like Cooper-Breaux' $4,730 12.8%

Families Subsidies
Like Chafeed $5,148 13.9%

' This analysis is a based on a family of four-two parents with two children.
b The Health Security Act would provide premium assistance for average-priced plans. The

Congressional Budget Office (CBO) estimated that the average annual premium for a two-parent family
would be $5,565 in 1994.
" The Managed Competition Act would provide premium assistance for the lowest-priced plan. CBO

has estimated that the lowest-priced plan would have a premium 15% below the average. Based upon
CBO premium estimates, this premium would be $4,730. This Act would provide full subsidies up to
100 percent of poverty and sliding scale subsidies up to 200 percent of poverty.
d The HEART Act would provide premium assistance for the average of the lowest-priced one-half of
plans. Based upon CBO premium estimates, this premium would be about $5,148 (the average of
$5,565 and $4,730). This Act would provide full subsidies up to 100 percent of poverty and sliding
scale subsidies up to 240 percent of poverty.
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TABLE 5

GOVERNMENT COST OF EMPLOYER- VS. INDIVIDUAL-BASED SUBSIDIES

Individual with $10,000 Income, Half-time Worker

Total Premium* Maximum Premium Government Subsidy
Contributionb

Employer-Based Subsidiese

Employer Portion $840 $395 $445

Individual Portion $1,260 $390 $870

Total $2,100 $1,315

Individual-Based Subsidiesd

Individual Portion I $2,100 $390 $1,710

Individual with $15,000 Income, Full-time Worker

Total Premium' Maximum Premium Government Subsidy
I I Contributionb

Employer-Based Subsidiesc

Employer Portion $1,680 $1,185 $495

Individual Portion $420 $585

Total $2,100 I$495

Individual-Based Subsidiesd

Individual Portion $2,100J $585 $1,515

'Based on the premiums estimated by the Congressional Budget Office for the Health Security Act,
$2,100 annually for individually coverage.
b Assumes individuals pay no more than 3.9% of their income for premiums and businesses pay no
more than 7.9% of the worker's salary.
c With an employer mandate, employers pay 80% of the premium for a worker up to 7.9% of the
worker's salary and individuals pay 20% of the premium up to 3.9% of income.
d With an individual mandate, individuals pay 3.9% of their income for their premium.
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TABLE 6

GOVERNMENT COST OF EMPLOYER- VS. INDIVIDUAL-BASED SUBSIDIES

Family with $20,000 Income, Full-time Worker

Total Premium' Maximum Premium Government Subsidy

I 
I Contribution

b

Employer-Based SubsidiesC

Employer Portion $4,452 $1,580 $2,872

Family Portion $1,113 $780 $333

Total $5,565 I1I1$3,205

Individual-Based Subsidiesd

Family Portion $5,565 $780 $4,785

Family with $30,000 Income, Full-time Worker

Total Premium' Maximum Premium Government Subsidy
I.. Contributionb

Employer-Based Subsidiesc

Employer Portion $4,452 $2,370 $2,082

Family Portion $1,113 $1,170

Total $5,565 $2,082

Individual-Based Subsidiesd

Family Portion $5,565 $1,170 $4,395

'Based on the premiums estimated by the Congressional Budget Office for the Health Security Act,

$5,565 annually for family coverage.
b Assumes families pay no more than 3.9 % of their income for premiums and businesses pay no

more that 7.9% of the worker's salary.
c With a employer mandate, employers pay 80% of the premium for a worker and their family up to

7.9% of the worker's salary and families pay 20% of the premium up to 3.9% of income.
d With an individual mandate, families pay 3.9% of their income for their premium.
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PREPARED STATEMENT OF JOHN J, SWEENEY

Mr. Chairman, members of the committee, I am John J. Sweeney, International
President of the Service Employees International Union, Vice President of the AFL-
CIO and Chairman of the Health Care Committee of the Executive Council of the
AFL-CIO. Thank you for this opportunity to testify on behalf of the AFL-CIO on
one of the most critical issues facing our nation today. After 50 years of struggle,
we are on the verge of bringing much needed reform to our nation's health care sys-
tem. We applaud the President and the Congress for tackling this isnue, and I am
pleased to be invited to present our views to the committee.

Affiliated unions of the AFL-CIO represent over 16 million working men and
women across the United States. They work in thousands of different jobs in dozens
of industries. They build our homes, make our cars, bake our bread, tend our sick,
and deliver our public services.

Our members don't need charts and graphs or expert pronouncements to under-
stand that there is a crisis in our health care system. They have fought hard to hold
on to their health insurance, often foregoing wage increases and improvements in
other benefits to maintain coverage for themselves and their families. They have
faced greater out-of-pocket costs and declining choices as employers have tried to
restrict where and when they can see their family doctors.

While disagreements over health care issues have made collective bargaining
more contentious than it otherwise would have been, labor and management have
also worked together to pioneer new cost containment strategies such as utilization
review and managed care. While these measures showed some short-term success,
they were unable to blunt the long-term rise in costs. Only system-wide reform can
provide the relief that workers and their employers need.

I am here today to present the views of the AFL-CIO on employer responsibilities
in regard to health care coverage. We believe that, short of a tax-financed social in-
surance system, an employer mandate is the only feasible way to secure health cov-
erage for all Americans.

There are three issues I want to address this morning. I want to restate why we
believe that universal coverage must be at the center of any healthcare reform ef-
fort. I then want to discuss the advantages of using an employer mandate to achieve
universal coverage. Finally, I want to point out some of the real benefits that the
Health Security Act provides to employers, especially the majority who are already
providing health insurance for their workers.

UNIVERSAL COVERAGE

It should be a source of shame to us that in the richest nation on earth there are
39 million people without any form of health insurance whatsoever. As many as 50
million more are underinsured and often do not discover the crucial gaps in their
health insurance until it is too late. In addition to the high cost of health insurance,
many individuals and families are denied coverage because their employer does not
provide it or because of pre-existing conditions that the insurance company refuses
to cover.

Over the past ten years, we have witnessed the reversal of the long-term trend
of increasing amounts of health insurance coverage for working Americans. Over the
past few years, the erosion of coverage has accelerated.

Not only are we failing to expand coverage. We are now steadily losing coverage
among previously insured workers. And even those who have been traditionally
well-insured are anxious about what will happen to their coverage. One out of every
four Americans will lose their insurance at some point in the next two years and
a New York Times poll published earlier this week showed that 45 percent of Amer-
icans fear they will lose their coverage sometime in the next five years.

Union members across the country report that employers have been trying to
scale back their health insurance coverage and/or imposing greater restrictions on
its use.

The AFL-CIO has long been on record in support of universal health insurance
coverage. We stand squarely behind the principle that health care is the right of
all people-a social good of such far-reaching importance that it should be assured
by society. No one should be denied coverage because of their income, health or em-
ployment status.

The first argument for universal coverage is a moral one, a perspective that is
often forgotten during the national debate. I think that the Catholic Bishops of the
United States put it well when they wrote last summer that "health care i, more
than a commodity; it is a basic human right, an essential safeguard of human life
and dignity." Access to care when we are sick should not depend on whether we are
young or old, employed or unemployed, rich or poor.
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There are also, however, overwhelming economic arguments in favor of universal
coverage. The existence of a large pool of uninsured individuals drives up health
care costs for the rest of the population. It is well known that uninsured individuals
are-more likely to postpone needed primary and preventive care and wait until their
condition becomes serious enough to warrant a trip to the emergency room. This is
the most costly form of care imaginable.

The growing number of uninsured is also a particular burden to our nation's pub-
lic health system, particularly public hospitals. Members of my own union, the Serv-
ice Employees International Union, work in hospital emergency rooms across the
country where the vast majority of patients they see are not there for emergencies.
They are there because they are uninsured and this is the only way they can get
to see a doctor. The financial burden of uncompensated care is leading to friction
at the bargaining table, as public hospital administrators seek layoffs, wage cuts,
and the substitution of lower skilled workers for more highly skilled ones. Our mem-
bers would much rather be discussing ways to improve the quality of care that their
patients receive.

WHY ALL EMPLOYERS SHOULD CONTRIBUTE

If we can agree that universal coverage is the objective, the question becomes how
to provide it. The system that we have right now can be characterized as a vol-
untary, employer-based system, That system is under tremendous stress because of
rapidly rising health care costs. With every passing day, the incentives grow for
companies to drop their health benefits. Small employers are being driven out of the
system most rapidly-in 1992 alone the percentage of small Fran (25 employees and
under) employees without health insurance grew by two percentage points-from 29
to 31 percent.

When workers lose their coverage, they don't stop consuming health care services,
but they do consume them differently. Because they lack coverage, the uninsured
tend to postpone needed primary and preventive care. When their conditions become
serious enough, they go to the emergency room because they know that, in most
cases, they will not be turned away.

Who pays for this care? Employers and workers do. Right now, every bill we pay
and every premium payment we make contains a hidden surcharge that goes to
cover the more than $25 billion a year in care that hospitals provide to the unin-
sured.

Many employers who are currently providing insurance are paying more than
their fair share because they are providing coverage for the working spouses of their
employees. In essence, they are subsidizing their competition. A 1991 National Asso-
ciation of Manufacturers study found that the cost of providing coverage to working
dependents increases costs for firms providing insurance by 20 percent.

The growing disparity in labor costs between firms that do provide health insur-
ance and those that don't is generating serious distortions in the labor market. The
dramatic increase in the number of part-time and contingent employees, which con-
stitute half of all new jobs created during the past year, is being driven in large
part by the desire of employers to avoid the cost of health care.

A number of our employers are finding it harder to compete with firms that do
not provide health insurance. SEIU Local 750, for example, which represents build-
ing service workers in Orlando, Florida reports that a union contractors lost a clean-
ing contract with Delta Airlines that it had held for over eight years to a non-union
contractor. The non-union contractor did not provide health insurance for its work-
ers, and thus was able to underbid the unionized contractor.

The loss of the contract added insult to injury, because the members of Local 750
have worked hard to keep costs under control. For over a decade, workers have been
offered a choice of 3 HMOs and 1 PPO. In order to keep costs down, however, they
have been forced to change vendors every two years. These changes often result in
a disruption of established relationships with physicians and other providers.

In the public sector, proponents of privatization have argued that public services
can be delivered more cheaply by private sector contractors. In most cases, however,
we have found that the only reason that these contractors are able to provide the
seine services at lower cost is that they do not provide health insurance for their
workers.

The experience of displaced workers demonstrates that high employer costs for
health benefits are contributing to the destruction of jobs with health insurance on
a massive scale. According to the Bureau of Labor Statistics of 4.2 million workers
who had been displaced from jobs with insurance during the previous five years,
only 2.2 million had been re-employed with health insurance as of January 1992.
The rest were working without insurance, were unemployed or had left the labor
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force. While many of these had coverage, the source was no longer their own em-
ployer.

For these reasons, the AFL-CIO strongly supports requiring all employers to con-
tribute to the cost of their workers' health insurance. The strength of this approach
is that it builds on the existing system. Nearly two-thirds of the non-elderly have
employment-based coverage. Among the 39 million Americans who lack insurance,
85 percent belong to families that include an employed adult. A system that re-
quires all employers to contribute will reach the vast majority of the uninsured.

Some who support requiring all employers to contribute believe that employers
should only be required to provide a minimal, catastrophic benefit package or to
only contribute 50 percent or less of the premium. The AFL-CIO takes issue with
both of these positions.

With respect to the benefit package, everything we've learned about the health
care system over the past decade suggests that providing people with only cata-
strophic benefits leads to underutilization of primary care. This leads to higher costs
in the long run. Denying coverage for prescription drugs drives up costs in the same
way because it encourages patients to favor more invasive (and expensive) treat-
ments simply because they are covered. Do we really think that denyingpeople cov-
erage for substance abuse treatment saves the health care system money?. Once you
start to think about it and work it through you are led to the inevitable conclusion
that a comprehensive benefits package is the only kind that makes sense.

The AFL-CIO is also critical of the idea that employers should pay less than 80
percent of the premium. When we talk about employers paying less, what we're
really talking about is making workers pay more. Some of our members are already
paying 30 percent, and even 40 percent of their premiums and it's killing them. If
you assume an average family premium of around $5,000, you're talking about hit-
ting some middle-income families with a bill of $2,500.

WHY AN INDIVIDUAL MANDATE WON'T WORK

Some critics of the Health Security Act have argued that an individual mandate
would be fairer and more efficient than an employer mandate. We have to disagree.
Our concerns about an individual mandate focus on its fairness and its feasibility.

An individual mandate would have a significantly negative impact on low and
moderate income individuals. The uninsured tend to have low incomes--88 percent
were in families with adjusted gross incomes below $20,000. They simply cannot af-
ford the cost of insurance plans costing several thousand dollars a year. The only
way to make it possible for such individuals to afford insurance would be to provide
substantial government subsidies, financed through significant new taxes.

An individual mandate also would be extremely difficult to enforce. A large num-
ber of low-income individuals do not file federal income tax returns or come in con-
tact with federal regulatory agencies. The federal government would have to spend
additional millions of dollars tracking down and prosecuting those who failed to pur-
chase insurance.

It is also likely that many employers, especially employers of low-wage workers.
would drop their coverage entire& in response to an individual mandate. According
to the Employee Benefits Research Institute, the number of non-elderly Americans
receiving health insurance through their employer fell by 2.2 million between 1988
and 1992. The pressure on firms to drop insurance will only increase in the future
as more and more firms seek a competitive advantage by eliminating these impor-
tant benefits. For this reason, an individual mandate would merely perpetuate the
problem of employers who are not providing insurance shifting costs to those who
do.

It is important to realize that none of the individual mandate proposals contain
any form of serious cost control. Over the last decade families have faced rapidly
rising premiums and increased levels of cost-sharing. To impose a health insurance
mandate on middle-class families without any assurance that costs will not continue
to spiral out of control is simply unfair.

WHY INSURANCE MARKET REFORM ISN'T SUFFICIENT

Another alternative favored by those who oppose requiring all employers to con-
tribute is insurance market reforms. Some of the reforms that have been suggested
include regulating the insurance market to make it easier for those without insur-
ance to obtain it. These provisions, which are common to most health care reform
bills, include prohibiting pre-existing condition exclusions and requiring insurers to
community-rate instead of experience-rate.

Without a requirement that all employers contribute to the cost of their employ-
ees' health insurance, these reforms would significantly increase the risk profile of
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most insurance pools. Insurance companies would have to raise their rates to cover
the additional cost. This could lead businesses who are currently providing insur-
ance to drop coverage, potentially creating a vicious circle that would ultimately un-
dermine the entire health insurance market.

Requiring all employers to contribute, by contrast, would bring millions of young-
er. relatively healthier workers into the health insurance system, which would
greatly reduce the overall level of risk in a community-rated system. This brings
down costs for insurance companies, businesses and consumers.

While insurance reforms are clearly necessary to eliminate discrimination in the
health insurance market, they must be implemented in tandem with cost control
provisions that ease the burden on those businesses and consumers whose costs will
go up under reform. To do otherwise creates the potential for a political backlash
that could undermine the entire health care reform effort.

Another proposal of those who favor reform of the small group market are small.
voluntary purchasing cooperatives that would offer group purchasing power to small
employers. No matter how the purchasing cooperatives are structured, they are un-
likely to work without an employer mandate. A purely voluntary approach almost
certainly will lead to adverse selection among workers in the cooperative. Those em-
ployees who are more likely to be sick will purchase coverage, while those are rel-
atively healthy may go without coverage. This, in turn, will raise costs for those who
do choose to purchase coverage. The result could be a vicious cycle that could well
destroy the purchasing cooperative as a meaningful entity. If small employers are
unable to realize lower premiums as a result of their membership, they are no more
likely to purchase coverage for their workers than they are now.

With the help of the Robert Wood Johnson foundation, a number of states have
experimented with purchasing cooperatives for small business that operate on a vol-
untary basis. While some small employers did obtain coverage through these ar-
rangements, even the most successful project only enrolled 17 percent of employers
who previously had not offered insurance. The Arizona Health Care Group, one of
the longest running projects, only succeeded in enrolling 939 small firms, for a total
of 3,093 covered lives, during the First three and half years of its existence. Similar
experiments in other states proved similarly disappointing.

A pilot project in New York where the state offered to pay 50 percent of the pre-
mium to specific HMOs for Firms with 20 or fewer employees without insurance
was similarly unsuccessful. A study of the project's effect after one year determined
that the subsidized insurance accounted for an increase of only 0.6 to 3.5 percentage
points in the proportion of small firms providing insurance. More than one-quarter
of the small Firm owners surveyed stated that they had little or no interest in pur-
chasing insurance at any price either because their employees already had coverage
through a spouse's employer or because the available plans did not interest them.

The results of the American Hospital Association's 1991 survey of chief executives
of voluntary purchasing cooperatives were also discouraging. Less than half of those
surveyed agreed that the cooperative had made a difference in controlling health
care costs in their community.

BENEFITS FOR EMPLOYEES UNDER THE HEALTH SECURITY ACT

Some employer associations have complained bitterly about the cost of an em-
ployer mandate, while ignoring the significant benefits that many businesses will
receive as a result of the President's plan. Aside from cost control measures which
will benefit both employers and workers, the plan calls for a cap on employer pre-
mium contributions of 7.9 percent of payroll. Many businesses who provide health
insurance to their employees currently pay more and stand to gain significantly
under the plan.

The President's proposal also calls for a lifting of the heavy burden on businesses
competing in the global marketplace by subsidizing the crippling costs of early re-
tiree health care coverage. Most of our major international competitors spread the
cost of retiree coverage across their entire population. We must follow the same path
if our products are to be competitively priced and our domestic productivity is to
be enhanced.

Some members of Congress are suggesting that the Clinton plan is financing re-
form on the backs of small businesses. The truth is that the majority of small busi-
nesses already provide health care coverage to their workers and are among the big-
gest winners under the Clinton plan. The Health Security Act takes three strong
steps to address the cost burdens of small businesses.

First, the Health Security Act gives small businesses the power of numbers. If we
pool small businesses and the self-employed together and allow them to buy private
coverage through purchasing groups, they'll have the market Power big businesses
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have to get better prices and guarantee employees a choice of good plans. Second,
insurers will have to charge a small business employee the same price as their other
customers. Finally, under the Health Security Act, small businesses would have
their premium contributions capped according to their ability to pay. The smallest
businesses employing predominantly low-wage workers wouldpay no more than 3.5
percent of payroll. Valid questions have been raised about the cost and equity issues
involved in such a significant subsidy for small business, but we have heard no con-
vincing argument against small business subsidies per se.

It should be remembered, however, that this is not solely a big company/small
company issue. Many of the workers who are now uncovered Aork for the largest
companies. EBRI estimates that one-quarter of all uncovered workers (4.4 million)
are in firms with 1,000 or more employees. This is roughly equal to the number of
uninsured (4.6 million) who work in the smallest firms (under 10 employees).

In fact, a large proportion of small businesses have as much at stake in universal
coverage as large employers. More than three-quarters of small firms (except those
with fewer than 10 employees) now provide health benefits to their workers. These
firms pay for their own workers, plus the uninsured, and would benefit significantly
from having their competition paying their fair share.

TRUTH AND FICTION ABOUT JOB LOSS

No issue has been more distorted by opponents of the Health Security Act than
the plan's impact on jobs. Two commonly cited studies, by the Employment Policies
Institute and the CONSAD Research Corporation, make several fundamental errors
in characterizing the Health Security Act. They completely exclude from their analy-
sis the discounts to small and low-wage businesses that the plan provides; they use
a benefit package that is far more expensive than that included in the Act; and their
assumptions about how firms change their employment in response to cost changes
is at least three to six times higher thlm most conventional estimates.

Real world evidence suggests that mandates do not have a major impact on the
number of jobs available. Hawaii imposed an employer health insurance mandate
in 1974. Since then, private non-farm employment in Hawaii increased by 90 per-
cent, compared to 54 percent in the United States as a whole. Employment in retail
and wholesale trade, which in theory would have been especially vulnerable to the
mandate because of the large number of minimum wage workers, actually grew fast-
er in Hawaii than in the United States as a whole.

The effect of any mandatory health insurance contribution will be greatest among
workers who are paid the minimum wage. This is because the statutory wage mini-
mum precludes any offsetting wage reductions in response to the mandate. Hence,
most observers agree that, with respect to low-wage workers, mandatory employer
health insurance is tantamount to an increase in the minimum wage.

Fortunately, there have been a number of recent studies about the impact of in-
creasing the minimum wage. Professor David Card of Princeton University exam-
ined what happened when California increased its minimum wage in July 1988 by
27 percent. At the time, 11 percent of the state's workers earned less than the new
minimum of $4.25, including 50 percent of teenagers. Professor Card compared Cali-
fornia's employment experience with states where no increase occurred. The analy-
sis showed that while the earnings of low-wage workers did increase, there was no
employment effect, even among teenagers. Furthermore, Professor Card found no
relative shrinkage of employment in retail trade, the sector most dependent on mini-
mum-wage labor. 1

In another study, Professor Card compared the experiences of low and high wage
states which have different proportions of workers affected by changes in the federal
minimum. Again, no negative impact on teenage employment could be discerned. 2

Lawrence Katz of Harvard University and Alan Krueger of Princeton University
collaborated on a study of fast-food outlets in Texas. They, too, found no negative
employment effects as the federal minimum wage rose by 27 percent between 1990
and 1991.3

As the graph makes clear, for the smallest firms (less than 25 employees) employ-
ing minimum wage workers, the cost imposed by the Health Security Act will be
no more than 15 cents per hour, significantly lower than the 90 cent per hour in-

1David Card "Do Minimum Wages Reduce Employment? A Case Study of California, 1987-
89," Industrial and Labor relations Review, October 1992, v.46, nl, pp.38-54.)

2 David Card, "Using Regional Variations in Wages to Measure the Effects of the Federal Min-
imum Wage," Industrial and Labor Relations Review, October 1992, v.46, n.I, pp.22-37.)

a Larry Katz and Alan Krueger, 'The Effect of the Minimum Wage on the Fast-Food Indus-
try, Indlstrial and Labor relations Review, October 1992, v.46, n.i. pp.6-21.)
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crease in the minimum wage signed into law by President Bush in 1989. For larger
firms with such workers, the cost would be no more than 35 cents per hour.

Given the overwhelming evidence that an employer mandate will have a minimal
impact on employment, one can only conclude that the mandate's opponents must
be motivated by partisanship and ideology. Their arguments have no basis in fact.

Measuring the Cost of Reform
(1989 Minknu We 1naX msv. Cost of Enpkicyu Mwuxdt)

............ *.. . .
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It is also untrue that the Health Security Act will eliminate part-time jobs. It's
true that employers would no longer have an incentive to hire part-time, temporary,
or contract workers simply to avoid paying for health care coverage. But the plan
isn't biased against part-time work either since premiums are pro-rated for part-
time workers.

While some previously uninsured workers may see smaller wage increases as the
mandate is phased in, all workers will benefit from controlled health care costs. In
a study SEIU published with Lewth-VHI, we reported that the failure to control
health care costs since 1980 meant that the average worker took the equivalent of
a five percent cut in take-home pay in 1992.

Few studies of the Health Security Act have attempted to quantify the job gains
from businesses whose costs will fall under health care reform. From a broad eco-
nomic perspective, however, a mandate could create jobs by reducing distortions in
the market caused by the inequitable distribution of health care costs. A recent
study from the Economic Policy Institute, for example, found that firms in the man-
ufacturing sector will save $18 billion compared to their expenditures under the cur-
rent system. These savings will increase manufacturing-related employment by
112,800 jobs during the first five years after the plan is implemented.

Nor has much attention been paid to the potential for job losses if we continue
on our present course. A 1992 study by the University of North Carolina School of
Public Health found that our failure to control health care costs over the last decade
resulted in one million fewer jobs being created. The study also found that rising
health care costs will lead to the elimination of 1.5 million jobs over the next five
years.

To conclude, let me say that the Health Security Act, and the President's political
commitment to health care reform, offers the best hope for achieving our long
sought goal of universal health coverage.

m.T ,'!:i~iiii~i~ .........!!
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he problem of rapidly rising
healthcare costs in our
country is wU.knwn and
widely discussed. Healthcare
costs increasing at twice the
rate of inflation have pushed
35 million Americans, two-

thirds of them workers and their families, into
the ranks of the uninsured. bUs consistency
show that Americans %iew high costs as the main
problem with health care. A recent national
suv'ev by Greenberg-Iake, commissioned by the
Service Emplovees International Union, shows
that healthcare costs are the biggest reason 84
percent ofAmerican voters favr major reform of
our healthcare .ystem.

The problems unions are having with
healthcare costs are also well-documented.
Health insurance benefits have become the
toughest issue at the bargaining table, with rising
costs crowding out other components of the
compensaton package, cutting into worker
wages and other benefits. Faced with escalating
costs. employers have increasingly demanded that
Workers accept premium co-payments, higher
deductibles and lower wage increases. The result
is that hedthcare costs are the number one cause
of labor disputes.

But what cacdv has been the impact of
rDing healthcare costs on the real wages of
workers? How much more woud workers have
earned over the past 12 years if helthcare costs
had grown only as ast as GNP (8.3 percent
inuaflv) instead of at 12.5 percent annually.
How much more would working families have
had in their pocketbooks? How much could they
have saved? How much would companies have
saved and how would it have affected U.S.
competiiveness? d how would state and local

government budget deficits have been affected?
To help answer these questions, the Service

Employees International Union, with more than.
one million members in a variety of service

occupations, commissioned Lewin-ICF to
examine the impact of out-ofcontroi healthcare
costs on the wages and living standards of
American workers. Lewin-ICF also compiled
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data on the impact of health costs on the
competitiveness of American businesses and the
budget deficits staggering 34 states and countless
cities and counties in our country

Levin-ICF, a leading consulting firm in the
area of health economics, conducts data analysis
for the U.S. Department of Health and Human
Sen;ces, the Heritage Foundation, the U.S.
Bipartisan Commission on Comprehensive
Health Care (the Pepper Commission), the 1991
Advisory Council o1 Social Security, the
Brookings Institution and numerous state
governments.

Is it realistic to assume that cost increases can
be limited to the rate of growth of the economy?

Other countries do. Their experience indicates
there are a variety of ways to control costs,
whether a healthcare system is publidy or
privately financed. In fact, the U.S. is unique
among industrialized nations because it is the
only country that relies almost exclusively on the
private marketplace to control costs. And the
U.S. is virtually alone in not holding healthcare
costs constant as a share of GNP

Some major healthcare reform plans now
being debated propose to control costs by
limiting costs to a share of GNP Others
continue to recommend reliance on market
forces. The Lzwin-ICF analysis is strong
historical evidence of the failure of the latter.

Out of Contrv Into btdcin
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n recent yeas, employer spending on
medical plans has jumped to 61 percent
of before-tax corporate profits, devour-
ing resources needed to improve wages,
productivity and capital investment.'

Today, one-third of business
healthcare costs - $1,015 of the

$3,054 spent per employee per year, on average
- is attributable to excess heahcare cost growth
in the last 12 years.

The smallest businesses (those with fewer
than 10 employees) currend), providing health
coverage have been hurt the most by out-of-

control health costs. If health spending had not
grown out of proportion to the economy, small
businesses would be paying $2,579 instead of
$3,862 per employee per year for health coverage
- a savings of $1,283 per employee per year.
And wages for employees of the smallest busi-
nesses would be helped the most by keeping
health costs in line.

The impact of raging healthcare costs on
business competitiveness is substantial. Other
industrialized ounuies spend much less on
health care than the U.S. and these differences
give countries like Germany and Japan a strong

* Excess Costs

Employe i Frsm.uc Sv

*86.2*

$3 rl 3
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WcpemC e* U.S. aull compnics estMif
ha health cam adds more than $1,000 to the

coa of ead Ameican ca Lo j isjust one
result.

Today, health cms co rne narly 14
pement of US. gross domestic product, up from
nine percent in 1980.

If exms health costs had been cut out by
living the growth of health spdg to the rate
of growth of GNP in the last decak, health
spending today would be 9.3% - putting U.S.
companies in an improved competdd position
compared to companies in Canada (with health
spending at 9 percent of GDP), France (8.9
percent), Germany (8.1) and J n (6.5). All
diese counties provide health care to virtually all

dtdr dm athis 1br le d of while
the US., depte its high Tending, has 35
mlion dtn without health insane.

The ned to cmpete in the f= of rising
hthcre coss in turn e= xepru on
bu m op sm on to empkoe in the

meits and 6a wu vs resulting in less puds-
ing pXm, a kerd sanrd of ing, 6 vr
s- ratm and doward pressure on the
economy.

And inated health ests also pnali
mare US. indusies that empoy der, rxe
experience wkers rdlatve to companies with
yue worked dwaLraging companies fom
invetin in a productive long-term work force.

12% 2 4

10%

4%

2%

USA USA C..M" Irane. Geuasany Juapan
.A a f r te"MeeftbO ,tws

cost$ hma e
tetmedI -wr ONC. .o.C,

Owt ~~of A Io Ddw



160

Projected State Budget Shortfalls. 1992
$39.7 Billion

Revenues Lost to Out-Of-Control
Healthcare Costs

$34.9 Billion

Source: Lawlr*CF, Bureau of Economic A6nalysis

f lheAlthcare costs had bYeen held to the
rate economic growth since 1980,
Lxvn-Cf( ,mtimates that the cumulative
national saVing in current dollars would
be S1.2 trillion - S269 billion for 1992
alone.

For iscally-strapped state and lcxal
governments, out-of-control health costs have
had a critical impact. Health care is the fastest
growing item in state and local government
budgets - with one-fifth of their budgets spent
on medical care.

If hcathcare costs had been held in check,
states Would have an extra 534.9 billion in 1992
- enough to close all but S4.8 billion of the
S39.7 billion projected total state budget
shortfalls.-

O''er the last 12 years, the falure to control
healthcare costs has cost state and local govern-

rents $159.1 billion (in 1992 dollars) -- money
sorely needed in other areas. If, for instance, the
excess state healthcare costs in each year since
1980 had instead been added to spending for
schools, the budget of every public elementary;
middle and high school would be 75 percent
higher todav.s

And the problem is worsening. The rising
state share of Medicaid costs - already at 14
percent of state expenditures and one of the most
devastating contributors to state budget deficits
- will double to 28 percent of state expenditures
by 1995 if costs continue to rise at current rates. 9

The impact of excessive health costs on the
federal budget is equally dramatic. In 1980, one
of every nine dollars spent by the federal govern-
ment went to health care. By 1996, that share
could vitally double to one out of every five
dollars, crowding out other budget needs. For

Can trolling Health Costs
Would Have Closed
States'F Budget. Gap



161

ium whk Ac4ui uaon du*has miedn
mnmapiMu fGNPc ovr I= t12

v=add=Tnigh encti*
hicazr spending hz irnamsed its sAe of
GNP by 5OPaCnL

Endnotes
1(2,111V inB wa a Sca Mo.

5 aa6n adon 88 p mt of mm on ici

PMWn UYUW iraze aM hfOM FsW AriPmW fdxPAS6KFdxuu1992.

'Hoaf= n m firU.heBumof teCam.

uimJ mumo U, pahTedinand mid w~w iuuz m k

'Empom hm1tcz z a ptpomo of xm pfim Ifrr'mzo

WFukraL id ummRmcue ai~1b~ mft, di ar WUi T

dtOffc of deAawrvf, HealdiCut Fmm* Adinimxu

'E&axm Tdq ndu mx re fimm &Dqmm of E~m
Prvpmw, ofd6crMamid bunm on smb64mar= flu. theNim

Awm of dSum B* tOffi
I' CAku~ ins tued on Co~rcsuoa Bud Offi~m elXKo
dfc of $290O61i6lm f ytr1992 wb adMS30,1992.

Vmndwa 1mi 92 xim n1992 m F of "a uu~i ~
0MUwniz t um d bcrm s EwnAFSQ4Es N &" a wA

10-YA7Am ofSwLma #Fw~r AciFY 1(982 - AY5199A

If heath comt had been acoof to the
of Vvthof dr =econcsn the feeral

goinmemwould ham sued $79 billon in
192 a~ i- aot hcu t his yearl
ddit by 27 Ptsc 10

And amd& LotI2 yadienieral
nwmtuld hveavd $39112 biin -

gt propzm to statra and localito at 1982
wv Oshaw n dtimW160blMon Idjfor

ri*e r dungenzonaldebt and Min1utini

-What's ahrad? The US. [)qarrrtmmof
Commerce arwtk ifatis t at u t trends are

undieckd, h1alrhcave czA mmil oniue to rue
b12 t~o 15pa= rvnwllyoverthe neafive
ym Adhahc4comwri more of
mdtsdeawings- doubIngasa2pieaV of

GN ydrendri of die oze
Wes a=health spending is cut out

thouh znw rcom of dr e haldicare system
with strong cst auolsAmnerima can aeca
to py ofr e haeaamd wach teir
stsndsrd of livig cotinrie to dlecine

Without heahh cost mrom American
bwm A be ronpeitvie,and die
=nfi urwbletogpm. Rwt
riecdd to rebuil our rnds, educate our diildrm
ard um produarnvty A haxbe l
b ~ an totoharsywm h i
mnfai~ tha nation alt~hcare refom isar the
coanof 27 eomrildingsrraatW

O omcil lo e~dwk



162

Table 1
HEALTH SPENDING REDU(T1ONS AND INCREASED EARNINGS IN 1992
ASSUMING THA' HEAIlH SPENDING HAD GROWN AT THE RAVE OF GROWTH OF
GNP STARTING IN 1981, BY STATE, FOR WORKING FAMILIES

'I DNT)NATELS $850 $818 $721 $1,539
\IABA:MA $655 $574 $720 $1,294

\ .ANKA $975 $982 $725 $1,707

,RI/ONA $869 $754 $578 $1,332

ARKANAb $,175 $424 $595 $1,019

(AIIIoRNI.\ $I,086 $998 $750 $1,748

COI OPIADO $950 $866 $661 $1,528

-AON TV({II $1,101 $1,154 $834 $1,988

DIl 1.\\.\R $598 $586 $658 $1,245

}I!PI RC 1( 0 IClo II\ $516 $410 $447 $857

FI [lRil\ 5(04 $522 $673 $1,195

('FOR(I \ (573 $558 $646 $1,204

HIA\W\II $1,0' S1,103 $745 $1,849

11 \11) $6(07 $619 $500 $1,119

II.11OI $1,058 $1,033 $854 $1.886

INlI \NA $835 $805 $719 $1,524
I{AA S82$851 $760 $1,612

KAN .V $1,016 $1,013 $857 $1,870

K EN I Ii(KY $485 $440 $532 $973

1LlISINA $593 $515 $640 $1,154

\ IAIN1- $824 $819 $667 $1,486

MARYIAND $631 $627 $669 $1,296

.IA s \(iJtl F'IN $1,189 $1,175 8497 $2,024

MICHIG;N $1,0415 $985 $819 $1,804

.\I IN NIEM) V\ $1.011 $1,018 $810 $1,829

MISSISSIPPI $438 5391 $521 $912

ISOILRI $1,010 $963 $831 $1,794

MON IAN $628 $622 $506 $1,128

\ BR\sKA $9"8 $978 $845 $1,823

NtL\)A $1017 $940 $695 $1,635

\Ew II,\IIHIRI $793 $829 $680 $1,509

NEW IlMY $903 $918 $699 $1,617

NEW \ILXJ((C $615 $566 $511 $1,078

\F FW YORK $1.01S $917 $746 $1,663

NORt 1 CMROIINA $511 $500 $589 $1,089

\OR Il lDAKO A $973 $986 $863 $1,849

(OIl) $969 $926 $796 $1,722

OKLAI!O.\IA $545 $498 $633 $1,131

OREGON $818 $756 $610 $1,366

PIENNS1 VANIA $975 $913 $779 $1,692

Best Available Copy
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T"bl I cmninued

RHIODE ISLALND $,3 101$0 $1,805
SOUTH CAROLINA $495 $491 $522 $1,013
SOUTH DAKOTA $885 $886 S790 $ 1,67 7
TENNESSEE $588 $552 S696 S1,248

T EXAS $623 $608 S"40 S1,348
U AH $826 $881 $635 SI,51S
VE R,\O0NT $736 $758 $631 $1,390
VI R(;I NIA $593 $605 $66 $1,268
WASHINGTON $7187 $756 S$573 $1,329
WEST \'I(;NIA $548 $445 $618 $1,063
\XISCONSIN $955 $952) S,85S137

\XTOMIN(; S656 $696 $523 S1,219
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Lewin-ICF Methodology
National AgregatesThe lir step in constructing the estimates was to

establish baseline values for the key variables I'r the period
from 1980 to 2000. The key variables are GNP, national
hcalh expenditures, employer health insurance premium
payments, household premium payments, direct household
health expenditures, wages, and compensation. Most data used
are [ICFA estimates, is reported in three published documents
plus two unpubhshed supporting cables.' The are supple-
mented vth hisoncal data from the Economic Report ofthe
Prnrdmt, I992 Projected values for some variables are
interpolated in some ears.

The second step was to construct estimates of national
health expenditures. employer health insurance premium
payments, household premium payments, direct household
health expenditures, arid wages under each of two scenarios:
(I) if national health expenditures grow at the sme rate as
GNP from 1994 to 2000, and (2) if national halth expendi-
tur. had grown at the same rate as GNP from 1981 to 1992.

Under both scenarios, we assume that both employer and
household health insurance premium payments, as well as
direct household health expenditures, will be reduced in
proportion to the reduction in national health expenditures.
For example. if national health expenditures under a scenario in
a particular year are live percent below baseline values,
premium payments and direct household expenditures are also
reduced bv five percent from their respective baseline values.
No doubt implementation of measures that would control
growth in national health expenditures would result in
reductions in growth ofvarious components chat are not
proportional, but at this stage it is not possible to predict which
Lomponents would be reduced Ilm than proportionately and
which would be reduced more. Should premium payments
and direct household expenditures fall proportionately more
than nationd health expenditures, the effects on wages and
heah expenditures would be greater than those we have
esti hated.

We also assume that GNP growth will not be affecd by
the iower growth rate, in national health expenditures.
Numerous effects could occur. some are positive and others
native, and it is not possible to predict the direction of the
nrt effect. Some might argue that slowing the growth rate of
national health expenditures would have a positive effect on
productivity growth since productivity growth has historically
been lower in the health care sector than in non-health sectors.
Others might argue that methods used to control growth of
national health expenditures will require market interventions

I RK. .H C tlxmb. LA Gma, and ki. W tuh. "Nattwou Hth

b'rdrurts. II't." ItraM tCat hkfea Rna,. Vol. 13.. No. I. Fall 1991. 29-52;
KR. [.,i and CA Coan. "'Busim, Houx-olds. and (kwirnment: Hc-ah Cue
Coss I9M.' Hltrh (Atrr linitm , RrlR w. Vol. . No. . Xintr 1991,83-93
ou'd t I rnsim o the iecri OId ,* rid Survon Iuranc and Disability

Insurance Irust funds /1991 Anni4 RPjl n

that will make the economy operate less ficienly, thereby
slowing the growth rate of GNP. To the extent that
government spending on health car is reduced, the federal
budget deficit wold be reduced, presumaly stimulating
growth in the long un, but the actual effect on the deft will
depend on unpredictable decisions about how to use
government savings; they could be returned to taxpayers
through a reduction in taxes or, altmutivdy, be spent on
something else, rather than used for deficit reduction. Still
others might argue that spending controls will cause dislocaton
of employees who work in the health care sector, at least in the
short run, thereby reducing GNP, at least temporarily. There
may be some such dislocanons, but we expect the number of
dislocations to be small since health expenditures would still
grow at the rate of GNP; i.e., there would be no reduction in
the size of the health care sector, just a slowing of its rapid
expansion. On net, we would be surprised if there were a
measurable effect of controlling growth in health expenditures
on GNP.

We also assume that total worker compensation - wages
plus all supplements - will not be affeed by lower
growth rate of national health expenditures. Historically,
compensation has been extremdy stable as a pencag of
GNP, at 60 percent plus or minus less than one percentage
point, and has been invariant both to substantial increases in
the share of employer premium payments in toral compensa-
tion, and to tax and other policy changes that have direct effects
on components of compensation (e.g., changes in the rate for
employer contributions to Social Security).

Some would argue that some industries may be able to
pass on higher insurance premium payments to customers orto
shareholders. If so, then it would be unlikey that slowing the
growth rate of employer insurance costs would rmult in more
rapid wage growth. This argument is l falcious in a
wodd where the customers of most industries can buy
competitive products from abroad or from non-unionized
producers, and the owners (shareholders) can invest their
money elsewhere.

Given no change in aggregate compensation, reductions
in employer health premium payments must be exactly offset
by increases in wages and non-health wage supplements. We
assume that increases would be allocated to these two categories
in proportion to their baseline levels, which vary somewhat
from yearto year. In thebaselinedamafor1992, wages
constitute about 88 percent of wages plus non-health wage
supplements. Hence, a one dollar reduction in employer
premJiums in that year is assumed to increase w-ages by 88 cents.
We adopted this assumption because the most important items
that make up non-health supplements are, for most worked,
proportonal to their wages. Over half of these uMpplents are
employer contributions to Social Security and Mdiae, which
ar by law proportional to a worker's wages up to maximum
amounts that re not read by most workers. Employee



contributions to private pension plans are the next most
important component, and they, too, are often proportional to
wages. To the extent that some components of non-health
wage supplements are fixed, rather than proportional to wages,
our assumption understates the effect of a reduction in
employer premium payments on wages.

While the etects of reduced growth in national health
expenditures otl GNP and aggregate compensation are likely to
be negligible, there could be substantial effects on production
and compensarior in some industries and regions of the
country, and these will undoubtedly result in at least some
movement of workers between sectors and regions. Tle reason
is that the effects of reducing employer health premiums will
increase with the size of the firm's cunent premium payments,
and these are not uniformly distributed across industries and
regions. 'Xe would expect employment to increase in those
industries and regions where employers typically pay relatively
large premiums. and to decline in those where employers
typically pay relatively low premiums. Note that movement of
workers from low premium firms, which include those that do
not have health plans, to ligh premium firms would tend to
increase the proportion of workers who obtain coverage under
their employer's plan. V'e take no attempt at predicting the
magnitude of such change. ,nd our estimates of effects bv firm
size, industry, and state, do ict take such changes into account.

Family come, FRm Size, and
Industry Distributions

Given our national aggregate estimates under each of the
two scenarios, the next step is to produce estimates by family
income, firm size, and industry - in 2000 under the first
scenario and in 1992 under the .econd. We began this process
bv using L.win-ICF's Health Benefits Simulation Model
(HBS. to generate baseline distributions of employer
premiums for covered workers by firm size and industry, and
for employer premiums, household pem'umns, and direct
household health expenditures by working family, in both 1992
and 2000..

The health Benefit Simulations Moclel (HBSM) is a
microsimulation model that provides first order estimates of the
impact of heath reform proposals, both at th- individual
household level and at greater levels 2t aggreption. HBSM is
used to generate estimates of the cost of a specified health care
finance and access proposal shared by households, employers,
state governments. and federal government.

The household data used by HBSM contains records
detailing individuals' use of health care services in a given year,
and a vanety, of demographic infonnation. Induding the age,
gender, minority status, and number of members ofa given

SFo ne purposes or thi report. "orkng family s include all fimilies wl an
cmpioed head.-,t-household his excludes a fe ms in which she head-of-
household is not employed. but someone else in the household is. We estimate, that
%oriin tamnies. as %ce hait detained them. account for over 95 percent of all
cmpiosnient base health msurance
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household. The modei also uses survey information on the

0 level and sources of household income. This is needed both to
determine eligibility fcr various proposed programs and to
determine the paymerts required of members of the household,

The data base t sed by HBSM is synthesized from several
data sources including, the 1980 National Medical Care
Utilization and Expeiditure Survey (NMCUES), the March
1991 Current Popul,.tion Survey (CPS), the National Health
Interview Survey (NAIS) for the %ears 1980-1986, the Lewin-
ICF Survey of Ernployer Health Plans, and the 1991 National
Health Accounts. I he primary data source in the analysis is the
1980 NMCU IS, a national survey of about 6,400 civilian,
non-institutional families.

Although N (CUES represents the most recent and
complete set of mi, ro-data on household health care utilization
currently available, the survey data is outdated and must be
"aged" to represent the demographic and economic characteris-
tics of the population in the simulation year.

The 1992 and 2000 baseline distributions produced by
the model were controlled to the national aggregate estimates of
premiums and direct household health expenditures. Since
working families, as we have defined them, do not account for
all premium payments and direct household health expendi-
tures, we used the HBSM to estimate the proportion of each
accounted for by such families and then applied these to the
aggregate estimates before controlling the HBSM distributions
for these variables to the aggregate estimates:5

We assumed that employer premium payments per
insured worker within each firm size and industry category
would decline in proportion to the national reduction in
employer premium payments and that the savings from lower
premium payments would be converted to higher wages at the
same rate as in the aggregate estimates.

We also assumed that average household premium
payments and direct household health expenditures for working
families would be reduced in each income category in
proportion to the aggregate reduction in these eenditures.

State Distibutions
The final step in the estimation process was to produce

the state tables. To complete this step, we first used the HBSM
along with tabubti , from a Lwin-lCF extract of Current
Population, Survey (CPS) data, Bureau of the Census estimates
and prejctions of the population by five year age group, and
HCFA estimates of health expenditures by state from 1982, the
mos, recent year for which such estimates are available.

To generate health spending estimates by state, HBSM
estimates of employer premium payments, household premium
payments, direct household health expenditures, Medicare,
Medicaid, and other public expenditures within family income,

3 For 1992, working families accounted for 95.6 percent of employer premium
payTnents. '0.7 percent of household premium payments, and 74 0 percent of dirett
household heath spending. For 2000, the corresponding percentages = proet~ed to
be 95.6, 73.7 and 74.t percent, respectively.
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Table 2
BASELINE ESlIMATE AND PROJECTIONS ([N BIIIJONS)

I ISO S220 S250.1 $57.3 $161 $59.5 $1376.6 $1 k44
141 S2.9886 S290.2 $68.4 $18.6 $67.2 $1.515.6 $1,815.5

0~si2W SK536. $79.7 $20.8 574.2 $1593.3 $1,916.0
155 $01~8 S3586 $90.3 S21.1 $81.4 i 51,684.2 $2.0294

0154 s1 8 4 53896 $97.3 526.4 $87.7 $1,850.0 $2,226.9
4 01i 0 S4226 S105.7 $28.4 $94.4 $1,986.3 $238.8
1~'5 0 545. 8 S114.2 $28.9 $100.9 $2105.4 $2,523.8

S4160 S494 1 $119.5 S35.3 $108.8 $2,261.4 $2038.
1988 S4 84 0 5546 $139.5 $34.9 $119.3 $2443.0 $Z,921.3
Pis,) N, 'U 0 56028 $157 2 $39.2 $126.1 524585.8 $3,101.3
: '" $S.405 0 S6662 $174.2 $42.6 $136.1 $24738.9 $3.290.3

si 00( O0 S'5 12SIM S 47.3 $151.5 $24807.7 $3387.7
% 2 sZ0i 0 58090 $210.8 $50.1 $166.9 $3004.9 $3627.0

Isi('44t, 21 58969 $233.1 $54.6 $175.7 $3,197.0 53967.7
)b bi2. 5984 8 5255.9 $59.0 $190.5 $3391.3 $4,111.4

5 S 0 S.0'2 S 279.8 $65.5 $213.2 $3,598.1 $4370.4
000 "1 s 0 S51.61 i.9 $419.4 $88.2 $290.3 $4,837.4 $5,919.0
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Table 3
NATIONAL HEALTH EXPENDIURES
WITH AND WITHOUT COST CONTROLS, 1980-1992 (In Billions)

1980
1981
1982
1983

1984
1985
1986
1987

1988
1989
1 0

1991
1992

$250.1
290.2
326.1
358.6
389.6
422.6
45.8

494.1
546.0
602.8
666.2
738.2
809.0

$250.1
273.6
297.1
320.6
344.1

367.6
387.4
413.4
446.2
476.1
500.3
517.2
540.4

Cu ua iveRd cin A.1.

a Hc]hCarc Fiwwign Admnistration esruaes. TIle 1991 and 1992 vaJucs are H1CFA's laresi pro~sions, nude in 1991.

b Asumaes that hesith eLprndiiures grow at the same rate as GNP GNP for 9801991 is tram the lonomic Reporn ofy Prrrknt, 1992.
of the Deporment ot Ca'mmerce, ,hichi about 2.4 percent lowcr than the i(TA proKtcion that Ls used in the body ot the report.

Soue: LA-in-l(F estimate

le 992 ,aiu u he mid-sar prolcolon

Out of Conrroh Into Decline

$ 0,0
16.6

29.0
38.0

45.5

55.0
67.4
80.7
99.8
126.7
165.9
221.0
268.6

I clhIyedlmeI''t111e
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Table 4
EMPLOYER HEALTH INSURANCE PREI\ HUM PiMAMENTS PER INSURED WORKER
WITH AND WITHOUT COST CONTROLS, 1980-1992

19)2

s 881
1Ji I2
.202
1.3

1.

02

3.051

971)

1,09S

1,206
1,26"
1,346
1,385

1,802
1926

2.009
2,039

so0
59
107
143
167
201

2741

367
479)

638
858

1,015

Cu ultie edcin S456

k it ' , : i' Jeii ft (i t rn n.:misrjiiiin cvir'ts o01crplumi er imiumrn aints dmsdcd 1w Fnploor Ee cftRetarkh Institue ic mate of insured
1 " . ~cr-rcvui 'i ~ium ir e H( ut I ks uirpreitwos. muik in 1991 Ihc19)2 insured Aorker emimatc is fromns [winJC 's Health Benehrs

ii i90 on,11 JcS 1,

kiw . ~ ,,'r'~'i' cii t-;, ' r ,\(r:.i f0iiir,r~,tW !, 0Cj ;n iciiii h hCsjxnd iUrtn

n i m j nil

041 o/Conrml Into Deln
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Table 5
HOUSEHOLD HEALTH INSURANCE PREMIUM PAYMENTS PER FAMILY
WITH AND WITHOUT COST CON1ROIS, 1980-1992

1980 $201 $201 $ 0

19)81 227 2 14 13

1982 253 230 22

198 1 253 226 26

198,1 311 274 36

198S 328 285 42

198 0 330 281 48

198- 3% 331 64

1988 384 314,10

1989 429 339 90

1990 461 346 115

I91 50S 354 151
1992 532 354 178

a for 180 to I'M0. thew are Health (ire h si-ancmg Administration estumAcs of household premium paments diided bY Bureau of , (entsu Covres of the number of
households. he 1I')1 And 11M2 houshold premium icsnmte ure 1tFA'L tets pftoleios, made in . [he 1991 and 1992 ertmuiten of households are tror It[n 1(1s
HeaJth Benefits imuation dhid Bureau of the {ru estimates of houschods "crc aducd do,,nward h 22 percent ro )orret to a difieren,.e teen their household
definition and fur used bv lew mn I"

b Asutrtn that reductions in ou,chold premium pams nis are propxrtional tO rdu orrn r',rjl hcatrh e ,[inrturcs

swx t: l ,r n t eStimarcs

Out of Controw Into Dtcbne
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Table 6
DIRECT HEALTH CARE EXPENDITURES PER FAMILY WITH AND WITHOUT COST
CONTROLS, 1980-19921

1980 S038 S9738120

108),IO 948 142
08o 982 170

.)2 1,021 199
19)88 1N ,073 1210
981) 1,381 1,091 290

190 .- S1108 367
19) 1)16) 134 484

1711,182 589

j o ,~ ,it)PWi ' v c'~e lirai, (C'c hflnnflC dminmraion mirn~i rt dirw c xvndaure% dividdbi Rureju of the -Ccrow mscstiitsofthe nu,,ibcr ofhouacholds. 11
I m P' .rcm i vn wt Li rc I))( I k jc rroicktions a t i P)9 IhRe 1991 and 0)).1 csurivjes (ithouiwholds atc from Ltwin-ICI-s 1kalh [knets

RL. ,,1 fr cj , :-e( C,,-V 01 h~oi,Ntdt Ar"C 1Iirid dotAnt&rd bk 2 2 irkct it) iorrixtrfor a difcrer ~nce hc ir &Ithmd itiion and (hit used bv

Ior t im kI ,Tj ,

()Ill of Contro,(Into Dern,



171Table 7
TOIAL FAMILY HEALTM EXPENDITURES WITH ANI) THOUT COST CONTROLS,
1980-1992 1"po"tuc 1 rYai

1980
1981
1982
1983
1984

198S
1986
198"

1988
1989
1990
1991
1992

$ 939
1,050
1,157
1,228
1,,44
1,418
1,483
1,617
1,698
1,810
1,937
2,125
2,303

$ 939
990

1,054
1,098
1,187

1,233
1,263
1,353
1,388
1,430
1,45i
1,489
1,536

$0
60

103
130
157
184

219
264
310
380
482
636
767

a Household h.lthi nsuranc premium pamenct plus dr.u heahh care expendurm dmd d by the number of households.

b Assumes (hit redurtio in fmrlv health expendiures are prportmonal to reduLtrons in oerall health expenditures,

Souwe. lx~in I(f f ntimaics

Owa of Contm Into Decine
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Table 8
ESTIMA9FhD REDUC11ON IN FAMILY I 1LLIT-1 F.XIEN1ITUME
PLUS WAGE INCREASES FOR WORKING FAMILIES 1980-1992

car amI I 4) hI W 'o

1)2 01 93 196
NO 19)24 2 54

144 301
108) IS11356

I 9S62) 209 429
20.1! 238 502

i )ISS 3 10304 615
1989 ()393 773

2 S12 994
191 0rq)689 1,326
()-6- 1818 1,586

j -ir i It , :micr rrrorns :n icrc cUfn o o or nr cch . r emirc um pimcras and dicc rhowahold health expenditures pci farik

1OA MJWa' c ,r111 c riu % im c or ki "I~ :ccC

1,,,m1110 c1 N! CU ,: 1 cccI pfcc racc c niC1cfx y , ,'Nc jC ljC a'a crfc'Aarc ht c iJ it flcc cc si icr the acrig i: a , including non workingg fcm lcs I his
.c r ,Pj,qr ,cci ,lc,n it j c cci .11 ''!"f ' Cfc' u a ,i~'th cqwrcrs lotr iiAocrkng tvidcs \rAcirieesimared ro be S6 CMcrhan for all Larircbca

SOUfCeC it j \1 ,' "cir

Out of Control bIto Decline
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Table 9
REDUCTION IN AVERAGE FAEY XAII 1-NDIIliRL AND) INCRFASEiD
EARNINGS PER FAMILY IN 1992 ASMN 1AVIIAIhSPENDING HAD GROWN
AT THE RATE OF GNP SINCE 1981, FOR INSURED WORKING FAMILIES ONLY,

Under S10,000 S 503 S 595 $1.098

S 10,00 NO 1.9) 15 54, 981

S150VW - S I9,99i) 501 '00201

S20,(0)) - S2 ) ,To iS94 -6) 1,353

$s0.000 - S 399)) -07 894 1,601
S10000 - 49)) '03 ],.0k6 1'49

Si0.0() -99 '$s.~) 8) 1.2-9 2,008

$5A}00 of more I .082 1,909 2,991

aInsured ssrkine amniies arc doincd to inodidc ifi famnilis heree the lamdls head is empsrscd And hsis insurance

h !nrud-s rcdwion in premiums and r(cuu~ed dirw pasmen: !or ~Arc
, srrrnare assume in i~serace enPiowe heirh spending in 1Ii)? Aoild hase Ixen rcducd bi ;16 pr~ent for cirsred %sorker) Wc a'sum~ that 8.1 [v'runr it thm~ sjiniare

,onmerrd toi inureased A.,cs And Q.AIAc,

Source 1iil5'1 norine uin the liralh Berrenris rmularurn Mcdel (R1I h

Out of.onterol hito [),dine
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MjEMBERS OPTHE NATIONAL L16EAD SHIP 61-11 OhJ RO
HEALTH- CLAE RE ORM

Acme Steel Company
Amalpmasted Clothing & Textile Workers Union, AFL-CIO

American Academy of Family Physicians
American Academy of Pediatrics

American Association of Retired Persona
American Automobile Manufacturers' Association

American College of Physicians
American Federation of Teachers, AFL.CIO

American Iron & Steel Institute
American Nurtes Association, Inc.

American Physical Therapy Association
American Psychological Association

Association of Academic Health Centers
Association of Minority Health Professional Schools

B. C. Bnterprises
Bank South Corporation

Bannon Research
Bethlehem Seel Corporation

Blue Diamond Growers
Brown & Cole Stores

Burlington Cost factory
Cavwpliar Inc.

Cridlan Corporation
Christian Children's Fund

Chrysler Corporation
Cold Finished St.l Bar Institute

CoreStates Financial Corp.
Del Monte Foods

Drummond Company Inc.
Families USA Foundation

Filter Materials
First Interstate Bancorp
Ford Motor Company

General Motors Corporation
Georgia- Pacific Corporation

Giant Food Inc.
The Great Atlantic & Pacific Tea Company, Inc,

Oros Electric Inc.
The Heights Oroup

H. j. Heivira.
Hunt-Woomfe Inc.

Inland Steel Comp..iy
IISIGHT Treatment Services, Inc.

International Brotherhood of Electrical Workers
International Multifoods

International Union of Bricklayers and Allied Craftsmen
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James River Corporation

Johnstown Corporation
Keebler Company

Xeller Olun Company
Lincoln Telephone & Telegraph Co.

Lockheed Corporation
LTV Steel Company

Lukesa inc.
Maternity Center Association

Maytag Corporation
National Association of Childbearing Centers

National Association of State Boards of Education
National Raster Seal Society

National Education Association
National Steel Corporation

Navlstar International Transportation Corporation, Inc.
Norwest Corporation

Olympia West Plaza, Inc.
Pacific Gas & Electric

PAR Associates
Pella Corporation
Preferred Benefits

R. R. Donnelley & Sons Co.
Ralph& Grocery Company

Regis Corporation
Rohm & Has Company

Safeway Inc.
Sara Lee Corporation

Scott Paper Cc,
Service Employees International Union, AFL-CIO

Sokolov Strategic Alliance
Southern California Edison Company
Strategic Marketing Information, Inc.

Texas Heart Institute
Time Warner Inc.

United Air Lines, Inc#
United Food/and ommereial Workers International Union, AFL-CIO

United Paperworkers International Union, AFL-CIO
United States Carbolic Conference

United Steelworkers of America, AFL-CIO
U.S. Bancorp. O

The Vons Companies, Inc.
Westighousse Electric Corporation

Wheat, First Securities, Inc.
eWbeling.Pittsburgh Steel Corp.

The Whitman Group
Wisconsin Public Service Corporation

Xerox Corporation
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STATEMENT OF THE AMERICAN HOTEL & MOTEL ASSOCIATION

The American Hotel & Motel Association is a federation of associations represent-
ing lodging interests in the 50 states, the District of Columbia, Puerto Rico and the
Virgin Islands. The Association federation has a membership in excess of 10,000 in-
dividual lodging properties which represents approximately 1.3 million rooms. Inclu-
sive in our membership are all of the major hotel and motel chains and a large per-
centage of independent properties.

The entire industry is made up of approximately 45,000 hotels employing over 1.5
million people to serve over 3 million guest rooms. Unfortunately, the image one
tends to get about the hotel/motel industry is distorted by the large convention ho-
tels in our major cities and the mega destinations suci as Las Vegas and Orlando.
One is left with the impression that ours is an industry dominated by large hotels.
Nothing could be further from the truth. Just over two-thirds of our country's hotels
have under 75 rooms with likely employment between 25 and 50 employees. Typi-
cally a company will operate more than one hotel property and thus will have total
employment of over 75 individuals, the subsidy cut-off point under the Clinton
health plan. Despite exceeding this small number of employees, many of our hotel
companies suffer from all the financial disadvantages endemic in small businesses
including an inability to negotiate lower insurance premiums.

We take pride in our industry's job creation and career starting history, but must
point out that being a source of entry-level jobs bears extra costs. Frequently we
give an individual his or her first job and just as frequently we are one of only a
few service industry employers who will do so. In addition to teaching our new em-
ployees the skills necessary for the particular job, we must train them about general
job skills such as punctuality, attendance, task completion and the like. Conducting
this informal training requires extra management supervision as well as accepting
lower productivity from the new employee. When our industry's high turnover rate
for hourly employees is factored in, it becomes clear that there is permanent lower
productivity for many, if not most, of our hourly positions. This results in lower
wages and initial compensation at or near the minimum wage in many parts of the
country. It also results in a more restrictive benefits package, including restrictions
in the provision of healthcare ,benefits. This is particularly true for part-time em-
ployees.

Because of its position in the service sector and as an engine of job creation, the
membership of AH&MA has concerns about healthcare. These concerns operate on
two levels. On the first, broader level, we agree that there are problems with our
nation's healthcare system that need to be addressed. We believe that issues that
need to be addressed by the Congress include:

* market-based methods to control excessive and growing cost of healthcare which
typically exceeds inflation;

* universal access to healthcare for citizens and legal residents without limitation
due to pre-existing conditions, change in employment or similar occurrence;

* allowing small businesses to join together for better buying power of insurance
coverage;

* administrative reforms to reduce the costly burden of excessive paperwork; and
* legal reforms to combat fraud and reduce the costs of defensive medicine.
There seems to be little disagreement that all of the above reforms need to be

done and, in fact, either as a freestanding bill or as part of more comprehensive at-
tempts to reform healthcare, virtually all healthcare bills in Congress address these
topics. However, there seems to be little else in any of these healthcare bills that
is supported by a majority or even close to a majority of the House of Representa-
tives or the Senate. While forces are fighting for agreement on approaches ranging
from single payer to various versions of managed competition, these basic areas of,
agreement lie waiting for enactment. With so much at risk and so many wise people
of good will from all parts of the political spectrum in' disagreement about the more
controversial and questionable areas of reform, we strongly urge this Committee to

(176)
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move forward on those areas of reform on which there is a broad consensus, while
continuing its work to reach agreement on other areas of healthcare reform.

On the second and narrower level of our concern, we view with distinct alarm the
goal of the Administratior'. healthcare reform package to force all employers to pro-
vide insurance to all employees and pay 80 percent of its cost. The American econ-
omy is as diverse as it is broad and this "one-size-fits-all" approach to healthcare
coverage will reward one segment of our economy while punishing another. This em-
ployer mandate simply can not be applied to the lodging industry without causing
substantial disruption in our operations and job creation ability. In fact, employer
mandates will force substantial job reductions in our industry.

As we said earlier in this testimony, we are one of the few industries that has
a strong record of job creation for first time employees. We have found it dishearten-
ing and frustrating to find our jobs disparaged by the Administration in favor of
high tech, high wage jobs in fast growing industries. All of us may wish that every
American could qualify for a high tech job, but the truth is all of us can't. The fact
that the economic value of jobs differ and the salary and benefits attributed to jobs
also differ should not be used to disparage our first time employees or those of any
other segment of the service industry. Honest labor in any industry should be re-
spected as should the people who hold these jobs, and Congress should avoid creat-
ing economic disincentives that will shrink employment opportunities.

Unfortunately this seems not to be the case. When we argue that our industry's
response to burdensome governmental action which increases the cost of labor far
beyond its economic value will be a forced reduction in jobs, or a limitation on our
job creating ability, this fact is typically ignored by many in the Congress and Ad-
ministration. Even worse, this result is'occasionally viewed somewhat favorably be-
cause the jobs we create are looked upon with disdain.

Recently a survey of our industry examining the nature and extent of healthcare
coverage was conducted. Over 4,000 properties participated in providing informa-
tion. The results were tabulated by Smith Travel Research, a respected information
source in the travel and tourism industry. The information showed that there is a
significant number of smaller properties unable to provide healthcare coverage in
our industry. As stated above, there are a number of constraints and financial pres-
sures on these properties which make the provision of health insurance impossible.
We should note, by comparison, that virtually every company in our industry large
enough to do so offers and shares the cost of healthcare benefits for its full-time em-
ployees, although the nature and extent of this coverage varies greatly in our indus-
try.

Of interest is the fact that when the opportunity is presented, many employees
do not choose to take health coverage. This occurs for a combination of reasons in-
cluding personal coverage from another job, spousal or dependent coverage, or the
need to maximize earnings. Whatever the reason, many employees with access to
health insurance in our industry have chosen not to have coverage. We have always
respected that choice and not forced an employee to tak(. healthcare coverage. In
that we believe our industry is not unique; we know of no industry which forces
healthcare coverage on its employees. However, well over one-third of our smaller
properties are unable to provide healthcare coverage and will be impacted most neg-
atively by an employer mandate.

As debate over healthcare has progressed, it has become an accepted fact that
where a company has a workforce which is near or at the minimum wage, that com-
pany will bear the full brunt of an employer mandate-there is no possible passing
on of costs to employees through wage restrictions over time. For those employers,
choices are limited. The obvious choice, to raise prices, does not exist for.many of
our smaller operators due to the competitive environment they find themselves in.
Of the choices left, some will go out of business, ceding their market share to large
hotel properties in the area; most will limit job growth or eliminate jobs. Accurate
predictions of job losses are difficult to make, but Smith Travel Research anticipates
that 50,000 to 100,000 jobs may be lost due to employer mandates. This will not
be spread uniformly across our industry but will be concentrated in the smaller
property segment. The result for these properties will be just the reverse of that ex-
pected by the Administration. These employers will not be providing insurance to
all their current employees. Instead they will be eliminating jobs.

What makes this outcome even more regrettable is that the Administration is now
addressing the welfare problem, and one of its expectations is that the private sector
can employ many of those currently on welfare. Our industry is undoubtedly one
of those that the Administration will look to to increase hiring. Unfortunately, they
will be somewhat late, since healthcare will have foreclosed a large part of our
short-run job creating ability. We can not ignore the current reality that jobs and
job opportunities will be foreclosed if an employer mandate is imposed.
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We call upon this Committee to continue its efforts to find workable solutions to
our nation's healthcare problems and to abandon, as a funding mechanism, the em-
ployer mandate.

STATEMENT OF TIlE JACKSON 11IE GROUP

The managed competition proposals presented by the Jackson Hole Group in Sep-
tember 1991 have contributed significantly to the current debate on American
health care reform. Critical elements of our earlier work-purchasing cooperatives,
accountable health plans, outcomes information--are instrumental to most current
state initiatives and many proposals for national legislation.

While these ideas have formed the basis of mainstream thinking about health
care delivery, Congress and the President have not yet been able to formulate a con-
sensus strategy for ensuring universal coverage and effective cost containment.
Each proposal for federal legislation seems stymied by its inability to predict the
economic consequences of its implementation.

Changes of the magnitude envisaged under leading reform proposals have never
been tried before, creating tremendous uncertainty that threatens to undermine re-
form. No one can confidently estimate the costs associated with various proposals,
bow effectively different mandates will achieve universal coverage, the results of
price controls or global budgets and whether they can be enforced, the lack of capac-
ity that may result from a continued shortage of primary care practitioners or
delays in accountable health plan (AIP) formation, how employers will use savings,
the effects of increased consumer involvement in the decisionmaking processes, or
the magnitude of savings that may be achieved by reducing the amount of ineffec-
tive care.

This level of uncertainty poses a serious risk to implementing effective reform.
That risk, along with other lessons learned in actually applying managed competi-
tion, has caused us to revise selected parts of the original managed competition pro-
posals. The underlying premise of Managed Competition II is that reform should
adapt to observations and experience. This is exemplified by a commonsense ap-
proach in which government health care financing is always in balance, and is cou-
pled to a step-by-step app roach to reaching universal coverage. The original man-
aged competition proposals continue to provide the basic framework for health care
reform, as summed in Table 1.

Managed Competition II presents three technical improvements to the managed
competition model, including refinements in the design of Health Plan Stores
(HelPS), increased protection for consumer choice of provider, and incentives for cost
consciousness and healthy behavior. It also adds two critical policy initiatives to the
original model: a balanced health security budget and a universal coverage program.
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ACCOUNTABLE HEALTH PLANS (AIPS) - "The Provide"

AHPs are the 'engines of reform and would shift the emphasis in health care from diseaseand
intervention to preventon and wellness. AMPs are organization that:

0 Both finance and driver the full range of a nationally defined package of health benefits.
0 Aie accountable to the public for saisfactiou of their members and the effect of their

services an mbers' heaL
0 Comply with eatabUshed solvency and undarwnting standards, Incuding communny

rating and guaranteed issue and renewal provisions.
0 Adhere to uniform data reporting rcqirem=s as established by a Health Security

Commission.

SPONSORS - "The Hal th lan Store"

Large employers, government, and Health Plan Store (HelPS - formerly known as HPPC3, Health
Alliances) would all act as sponsors that facilitate individual choice of health plan. In general the role of
the sponsor is to:

0 Provide information and iicentives for individuals to choose among competing AHPs.
0 Pool risk and achieve economies of scale in purchaing.
0 Set rules to assure equitable coverage of all members ofthe sponsored group.

STANDARD BENEFTrS- "The Meaure of Universal Coverage"

A standard benefit-pwkage would:

0 Provide a basis for defining services to be made universally available to all Americns,
and put private and government programs on the same footing.

0 Facilitate side-by-side comparison of AHIPs (increasing elasticity of demand), and
promote efficiency through standardized claim forms and issuing requirements.

0 Be continuously amended by the HSC and approved by Congress through a process
insulated from inordinate political interference.

Is Be based on scientific documentation of efficacy, including cost-effectiveness.

THE HEALTH SECURITY COMMISSION (HSC) - "The Referee"

The HSC would be an independent federal agency to guide, oversee, and facilitate a transition to a new
health system. HSC powers and responsibility would be explicitly limited in legislation to:

0 Recommending a standard benefits package to Ccngress.
0 Recommending measures to balance the health security budget (see below).
* Coordinating a stadardized data reporting system.
* Setting standards for and licensing AHPs and HelPS.
0 Disseminating information and making recommerdations on risk adjustment.
* Entering into agreements with state government, to administer appropriate regulations.

... .. .. ] lll l I J II .. .. I I I III B I I I J IIII1N1 11 III II- M'

Pmpe d C.oif, n - Mrwc 1t. 19

Table 1: Core Elemnruts or Managed Competition that Remain Unchanged
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REFINEMENTS OF TiHE MANAGE) COMPETITION MODEL,

MORE AND SMALLER HEALITtl STORiES (HELPS)

As introduced in the original managed competition proposals, HelPS in a reformed
sy stem would act as sponsors for individuals and small employers, giving them the
ability to pool risk, achieve economies of scale, and drive the competitive process
through informed individual choice. IePS should not be regulatory or price setting
agencies and should not negotiate, or limit choice of AH1Ps. Rather they would offer
an informed set of choices to help individuals to weigh personal priorities in health
plan selection. If HelPS were allowed to negotiate (i.e., refuse to offer plans whose
prices are too high), individual choice would be limited. In addition, an effectively
functioning and competitive market would be undermined by concentrating too
much purchasing power in a single entity.

While many private sector initiatives are proving effective in holding down health
costs, especially purchasing efforts of large employee s, the problems associated with
the small group and individual markets have not improved id the need for HeIPS
remains. We initially proposed creation of a single exclusive HelPS in each geo-
graphic area to address the needs of the small group market. Recently, however, we
have seen that concentration of purchasing powfr in monopoly HeIPS provides a
structural device that can be easily applied to co:istrain--rather than support--com-
petitive markets.

We now propose a system of competing Health Plan Stores. States would be re-
quired to create a state sponsored Health Plan Store for pooling consumer purchas-
ing power, but multiple stores could be created to compete, providing that each
meets the standards outlined below.

We appreciate the value of HelPS where participation would be voluntary, and
have considered greater reliance on such structures. Experience has shown, how-
ever, that the small group market is easily fragmented into small, expensive groups
that insurers avoid and small low cost groups that are easily insured. Such risk se-
lection, and the associated cost shifts, remains the central problem which purchas-
ing pools ame intended to overcome id which will not be addressed by voluntary
HelPS.

It therefore seems prudent to start with a system in which HelPS are the manda-
tory sponsors for the small group and individual markets, in that preferential tax
treatment of health expenditures would be conditional on purchase of coverage
through a licensed HelPS. This competing HelPS structure would still require spe-
cial measures to ensure that the market is not undermined by adverse risk selec-
tion. Private sector organizations or associations could become licensed as HelPS if
they agreed to open enroll, offer all AHiPs, cover entire HelPS regions, meet solvency
standards, id conform to other HelPS standards including a prohibition against con-
flict of interest. AHPs would offer the same base community rate to all HelPS serv-
ing designated regions. HelPS would compete only on their administrative overhead
(the cost of which would be added to premiums) id their customer service. Compet-
ing HelPS that negotiate premiums would undermine community rating in the
small group market. In a system of competing HelPS, states would have to take on
the additional responsibilities of dividing their territory into HelPS regions, and co-
ordinating risk adjustment and standardized data collection. With this design, com-
peting HelPS can still achieve the original HelPS goals, yet satisfy those that con-
tend a need for significant reform of the small group and individual markets exists.

REWARDS FOR COST C(ONS(IOUS CONSUMERS

Recent purchaser initiatives and state reforms have recognized the central role of
consumer behavior (demand) in shaping successful reform. Any successful reform
must include mechanisms for encouraging cost-sensitive utilization of health care
services and healthy life style. A limit on the tax deductibility of health benefits re-
mains the best way to instill cost-consciousness in health plan selection, control gov-
ernment expenditures, and raise revenue for - ow income subsidies without increas-
ing marginal tax rates. A revised tax code that addresses the concerns of the public
while preserving cost conscious incentives would include:

" Extending full preferential health tax treatment to all consumers that purchase
coverage through the appropriate sponsor (i.e., large employer or Health Plan
Store). A requirement to use the appropriate group sponsor would ensure that
the risk of costly illness is fairly spread.

" Capping tax deductions and exclusions at the average of competitive AHP prices
in the lowest quartile (25%) of AHP prices in an area (instead of at the level
of the low-cost AHP). Consumers would be free to spend additional after-tax dol-
lars on health care.
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* Allowing those who choose an AttP priced below the tax cap to keep the dif-
ference in a tax-flee health bonus account to be used to defray the costs of
copayments, deductibles, and benefits not included in the standard benefits
package or to supplement an individual retirement account.

" Allowing health plans to reward healthy lifestyles and behaviors with contribu-
tions to members' health bonus accounts.

ASSURING CHOICE PROVII)ERS

The original managed competition proposals did not limit the type of health care
delivery organizations that would compete in a reformed market. While we continue
to support a marketplace which offers a wide variety of insurance and delivery mod-
els, we acknowledge public concern that consumer choice should not be restricted.
For this reason, every sponsor should be required to offer at least one AHP with
an out-of-plan (e.g., point-of-service) option, which allows enrollees to use non-AHP
providers at increased cost. In the event that no AHP within a sponsor's region of-
fers an out-of-plan option, all AHPs in that region would be required to do so.

UNIVERSAL COVERAGE UNDER MANAGED COMPETITION

BAIANCEI) HEALTH SECURITY BUDGET

The original managed competition proposals focused on structural reforms and did
not propose any specific strategy for financing universal coverage. However, as var-
ious financing schemes have been proposed in legislation, it has become clear that
the financing of health reform has implications for how structural aspects will inter-
act. A managed competition approach to structural reform requires a managed com-
petition approach to financing.

The United States needs to achieve a predictable id acceptable level of health care
spending. In the current environment, spending can not be allowed to exceed avail-
able funding. A balanced health security budget would instill fiscal discipline into
the health care system by guaranteeing that federal health expenditures do not
grow faster than revenue and promoting an honest and explicit debate regarding
these expenditures.

The balanced health security budget can be regarded as a ledger that (1) continu-
ously matches federal revenues to expenses, (2) relates the benefits package to avail-
able financial resources, and (3) relates the benefits package to providers' dem-
onstrated ability to improve function and well-being. Federal health spending cov-
ered by the balanced health security budget would include low income subsidies re-
ferred to as Equip 1 and 2 (see below), Medicare, and the Federal Employee Health
Benefits Program (FEHBP). The increases in lost tax revenue (tax expenditures) to
the federal government, due to the preferential tax treatment of health expendi-
tures, would also be counted as part of the balanced health security budget, thus
helping to contain the growth in mandated private health security costs.

Under such a system, government- health expenditures would be disbursed on a
pay-as-you-go basis, and the health system would move toward universal coverage
in carefully monitored stages. Each year, Congress and the HSC would adjust three
elements of the health care Financing system in order to achieve an annual health
budget target. If projected expenditures exceed the rate of increase in the health
budget target, the ItSC would recommend to Congress either (1) an adjustment to
the benefits package (the benefits package would be voted on in a manner similar
to the military base closing procedure), or (2) a slowdown of the expansion in low-
income subsidies. If Congress opted to not accept these recommendations, it would
have to appropriate more money to achieve fiscal balance. While it might be pref-
erable to have an explicitly earmarked health tax as the funding source for the bal-
anced health security budget, it may be best to begin with existing sources of public
health care funding. Ultimately, Congress must know what it is spending, who is
covered for which services and the impact of benefits on the health of Americans.

UNIVERSAL ACCESS AS A FIRST STEP TO UNIVERSAL COVERAGE

The best way to achieve universal coverage is through a competitive, premium-
based system with adequate public subsidies for low income consumers, financed
through progressive taxes. Such a system will require several years to be fully im-
plemented id effective. Providers will need time to build high quality health plans,
the government will need time to measure and evaluate progress and accumulate
real savings to public programs from managed competition, and individuals will
need time to understand and avail themselves of the reformed system. If we wish
to build a national system that is sustainable, affordable, and integrated, then we
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must introduce significant policy elements carefully, in a way which permits us to
fully understand their effects.

We must first establish a system in which all individuals have access to affordable
coverage-universal access-as a first step towards universal coverage. Such a system
would help those who need it most (i.e., the poorest individuals through subsidies
and individuals and small employers through purchasing cooperatives and insur-
ance reform), allow establishment of a truly competitive system, and permit a
smooth transition to universal coverage by, say, 2002 if Congress passes comprehen-
sive health reform in 1994.

Achieving universal coverage in a fiscally realistic manner will require that public
programs are incorporated into a managed competition system and that a true uni-
versal access system is in place. A staging process follows:

STAGE 1-Equity Program, Part I (EquiP 1). A government subsidy program for the
current categorically needy (those receiving AFDC and SSI benefits) acute care
portion of the Medicaid program that "equips" them to obtain coverage.

Perhaps the greatest and most consistent challenge faced by state governments
in recent years has been the dramatic increase in and unpredictability of costs in
their Medicaid programs. While more states, like the private sector, now look to
managed care as a means of tackling cost and quality problems, like more than 10%
of Medicaid beneficiaries are in true managed care programs like HMOs. Reform
must accelerate this process to instill financial discipline and to realize predict-
ability of costs and accountability for quality where neither have existed for some
time. Furthermore, Equip beneficiaries should have access to the same AHPs and
standard benefits as the general population to eliminate inequities in the health
care system. States would be responsible for the administration of their respective
EquiP 1 programs, which would be fully funded as of the first year of reform and
designed as follows:

" Because together they are generally regarded as above average risk and should
be explicitly financed to ensure their costs are spread equally, the AFDC and
SSI population would be maintained, at least initially, as a separate risk pool
that is covered by AHPs.

" Each state, or contracted sponsor acting on behalf of the state, would base capi-
tation rates for the EquiP 1 population on actuarially sound estimates of the
average reasonable costs across ALIPs of delivering a standard benefit package
adjusted to the special needs of the AFDC and SSI population.

" The federal and state governments would jointly contribute 100% of the price
of benefits for Equip 1 beneficiaries. States would be required to maintain their
current level of financial commitment to acute Medicaid and uncompensated
care (current expenditures would be trended forward according to Equip 1 expe-
rience). rhus, they would be at a relatively greater risk for their AFDC and SSI
populations.

" Using a one-year voucher, the Equip 1 eligible population could choose from
among participating plans through their ow Equip 1 tIelPS during the annual
open enrollment period. For individuals who fail to select a health plan, the
EquiP 1 HelPS would choose one for them.

" Once the EquiP 1 population had experience in AHPs and its risk could be pre-
dicted and adjusted with relative accuracy, it would be served by the local com-
munity HeIPS, where the government wouid pay a competitive health status ad-
justed community rate on their behalf. Additional benefits that were not part
of the initial standard benefits package availabh to the general population
would be added as needed, funded jointly by states and the federal government
and provided by AIIPs.

" While personal costs for EquiP 1 beneficiaries should be mitigated so coverage
is within their reach, they, like everyone else, should pay some portion of the
cost of their care to instill a degree of cost-consciousness.

STAGE 2-Equity Program, Part 2 (EquiP 2): A government subsidy program for in-
dividuals below 200% of poverty, and those ineligible for EquiP I that "equips"
them to obtain coverage.

The below-poverty uninsured population consist of 10.8 million individuals (28.1%
of the unisured), while the 100%-200 % of poverty population represents an addi-
tional 12.5 million individuals (32.5% of the uninsured).* In addition to the subsidy
available to everyone through the tax treatment of benefits and the contribution to
health insurance by some employers, this population needs further subsidies to have
meaningful access to the health system. Equip 2 eligible individuals would receive

* EBRI Analysis of the March 1993 Current Population Survey.



183

subsidies in the form of vouchers, and would select their coverage through their
lo.-al HelPS or large employer, depending upon employment status, thus minimizing
the government's role in the program. EquiP 2 funding would be phased in as funds
accrue to the government. The initial subsidization targets would be full subsidiza-
tion into the low-cost plan for EquiP 2 eligible individuals below 100% of poverty,
and a sliding scale of subsidies for beneficiaries between 100% and 200% of poverty.

Congress should appropriate sufficient funds to subsidize everyone in EquiP 2 by
the year 2002. If these subsidies are effective, at least 95% of this population should
be covered by then. If 95% of this population is not covered, Congress would need
to expand the EquiP 2 subsidy program or proceed with some form of coverage man-
date.

The present Medicaid program creates substantial disincentives for returning to
work, since beneficiaries lose coverage after they cross the eligibility threshold.
Combined with the loss of other low-income benefits such as the earned income tax
credit, food stamps, and housing subsidies, this threshold represents a significant
disincentive to earn more. While any scaling of health care subsidies would be an
improvement over the current system, the pressing need to tackle welfare reform
in conjunction with, or soon after, health care reform, is apparent. To increase incen-
tives for work, the increase in cost of health insurance associated with moving to
a higher income bracket should be minimized. This can best be assured by phasing
out public assistance for EquiP 2, at a gradual rate as income increases, and may
require expansion of EquiP 2 beyond 200% of poverty.

STAGE 3-Guaranteeing Sustainable Universal Health Care Coverage
No system which provides for responsible financing can guarantee identical cov-

erage or every U.S. resident. Just as definitions of "full employment" accommodate
known structural deficiencies of the employment market, any working definition of
"universal coverage" should allow for known political constraints (e.g., resistance to
mandates) as well as unknown behavioral responses to reform (e.g., possible reluc-
tance of wealthy to purchase insurance). Universal coverage mi ghtbe defined as the
point at which it can be verified that, say, 95% of the population are covered. (We
are currently conducting some analysis that may allow us to be more precise in de-
fining universal coverage.) As reform proceeds, the target percentage could be ad-
justed to reflect the point at which the additional cost of bringing individuals into
the heaitn security system through government means, such as a mandate or in-
creased outreach, is too great for the public to accept. At some point it may make
sense to adopt a policy that uniquely targets care for the residual percentage of un-
insured, rather than devoting limited resources to the difficult and expensive task
offulling every individual into the general system of universal coverage."o ensure that universal coverage is achieved within a reasonable timeframe, legis-
lation should include a mandate (compulsory coverage) for the year 2002. If univer-
sal coverage, as defined by Congress, has not been achieved by 2002, this measure
would automatically force Congress to implement a mandate unless it took proactive
measures to attain universal coverage by other means, such as increasing the scope
of the Equity Program.

Congress should defer a decision on the nature of the mandate until 2002 to en-
sure that it is the appropriate measure. By then, much will have been gained from
experience with a reformed systern; broad low-income subsidies would be at or near
full phase-in; competing AIIPs would he functioning; group purchasing and health
insurance reforms would have been in place for some time; and the residual unin-
sured population would likely be less significant in number and different in char-
acter than the presently uninsured population. Only with accurate information re-
garding the number and percentage of uninsured by'employment status, income and
demographic groups, geographic location, and health status can an informed deci-
sion be made regarding what type of compulsion, if necessary, would best lead to
universal coverage. For example, if it is primarily low-income, unemployed individ-
uals that remain uninsured it is unlikely that any form of mandate would be effec-
tive; instead, changes to the EquiP program would be required. On the other hand,
if mostly wealthy, non-working individuals were uninsured, a free-rider tax would
probably be the most effective way to achieve universal coverage. Finally, if large
numbers of employed individuals were uninsured, an employer mandate might be
the most appropriate. (Mandates are discussed further in the Appendix.)

MEDICARE

Medicare recipients should have the opportunity to receive the same universal
standard benefits as the general population, with the same choice of providers and
health plans. Equally, beneficiaries should be motivated to save money and pursue
prevention and health maintenance measures. While reform of Medicare cannot be
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immediate since many beneficiaries value the present program, Medicare should ul-
timately resemble the rest of the health care system. The standard benefits package
will be more comprehensive than current Medicare benefits and potentially elimi-
nate the need for Medigap policies. While AtI)s should be paid on a capitated basis
for providing this enhanced benefits package to Medicare beneficiaries, cost-cutting
measures proposed by Congress and implemented by HCFA could continue to con-
trol traditional Medicare expenditures. Medicare would start to be integrated into
a managed competition environment as follows:

* The Medicare population would be maintained as a separate higher risk and
cost group. During an annual open enrollment period, regional Medicare HelPS
would allow current Medicare beneficiaries to choose between traditional
HCFA-administered Medicare with the present Medicare benefits, and compet-
ing AI's offering the more comprehensive standard package, including pre-
scription drugs. Beneficiaries would have a greater choice of AHPs than present
law permits, including AHPs that offer an out-cf-plan provider option.

* For beneficiaries who choose an AHP, the federal government would make a de-
fined contribution toward premiums. Under present law, Medicare risk-contract-
ing HMOs are paid 95% of what HCFA estimates it would have paid for Medi-
care covered services had beneficiaries remained in the fee-for-service sector.
This system is fraught with problems, including ties to fee-for-service medicine
and the geographic inequities in the distribution of Medicare reimbursement
that penalizes regions of the country where health care expenditures are lower
and better managed. Whatever future payment methodology is used, it shoulI
allow for a transition toward a system in which Medicare reimbursement is do-
termined by competitive bidding and consumer cost sensitivity (as in the private
sector), and low cost regions are rewarded for their effectiveness. One such sys-
tem would tie the government contribution to: the average of competitive AHP
bids in the lowest quartile of AHP prices in a Medicare HelPS region, or the
adjusted average per capita cost (AAPCC), whichever is lowest. Once the pene-
tration of AHPs into the Medicare market exceeded a certain percentage, say,
50%, the tie to the AAPCC would be removed.

* Beneficiaries who choose an AHP would be responsible for paying the difference
between the government contribution and the premium cost of their plan of
choice. Present employer-sponsored retiree health benefits that pay for wrap-
around coverage could be redirected to defray the difference between the gov-
ernment's defined contribution and an AHP's premium. Also, employers and re.
tirees might agree to reconfigure retiree health benefits into a defined contribu-
tion, added to the government contribution, so that those who join AIIPs receive
the savings derived from their purchasing decisions.

" Beneficiaries that age into the Medicare program would be encouraged to con-
tinue obtaining standard coverage from AltPs.

" Eligible low income Medicare beneficiaries would continue to receive premium
and cost-sharing assistance through Equip I or 2.

* The present policies that impede HMOs from participation in the Medicare risk
contracting program would be aggressively reduced with a significant shift to-
ward policies that develop Medicare-oriented AlIPs and encourage them to com-
pete to serve beneficiaries.

As AHPs find ways to improve efficiency, they should be able to offer rates that
are at or below the contribution set by government, even though they offer a richer
standard benefits package. The opportunity to obtain more benefits at no additional,
or only slightly higher cost, as well as continuity of care through primary care phy-
sicians, reduced paperwork, and the elimination of the need to purchase a Medigap
policy, should motivate Medicare beneficiaries to join AlPs. However, present Medi-
care beneficiaries who place more value on the fee-for-service alternative could re-
tain the opportunity to stay in the current system.

As AIIPs succeed in lowering their costs below fee-for-service Medicare program
costs, and more Medicare beneficiaries choose to enroll in AHPs the federal govern-
ment would achieve significant savings.

CONCLUSION

We can only achieve the required broad-based support for health care reform if
we avoid rash, complex, and untested strategies. Federal reform measures must be
sufficiently flexible to adapt to whatever new behaviors emerge in response to the
changed health care environment. They must not preempt our ability to adjust key
elements of the financing system as we learn -nore about what works. It would be
foolhardy to guarantee universal delivery of a rich package of benefits only to find
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ourselves bankrupt before the decade expires, thereby undermining every Ameri-
can's ability to receive needed health care.

Managed Competition 1H is offered as a pragmatic approach to achieving universal
coverage. If its concepts are ultimately selected as a template for reform, then sev-
eral key elements of MC II are necessary if the integrity and effectiveness of the
proposal are to be preserved:

(1) Staging of health care reform with the attainment of universal coverage by a
specific date that allows a sufficient time interval for the development of a lasting
health care system.

(2) Establishment of a health system based on consumers choosing between ac-
countable health plans which compete on both price and quality.

(3) Promotion of cost, quality and health-conscioUs decisions by consumers.
(4) Obligatory purchasing of health plans through group sponsors including

Health Plan Stores and large employers.
(5) A public program of equitable health care with the same incentives and benefit

choices as the private sector.
(6) A balanced health security budget with pay-as-you-go financing of public

health expenditures that prevents unfunded health care entitlements and instills
fiscal responsibility.

It is our desire that Managed Competition II will expose to public and political
Scrutiny the interplay between funding, benefit levels, and health care effectiveness.
It is designed to expedite access to affordable insurance coverage to every American,
and provide a mechanism for sustaining universal coverage far into the future, re-
gardless of shifts in the political mood, advances in technology, or changes in public
needs. National health care reform can not hope to fix on a perfect financing for-
mula in 1994; it must put in place, instead, prudent mechanisms for experimenting
with, learning from, and responsibly managing our health care economy for the long
term.

APPENIINx: DISCUSSION OF MANDATES

COMBINATION OF MANDATES

A combination of employer and individual mandates, as outlined in Table A-i,
best builds on the current employment-based system, ensuring that the 99% of com.-
panics above the 100-person threshold currently offering coverage to their employ-
ees would continue to do so.
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Employer Mamdate for Lwe Employmn

0 All employers with more t= 100 employees would have to offer a choice of AMPs
offai the standard health benefits package to employees who work more than 30
houri per week, and their depadem. Employers would be required to make a
defined contibution of a minimum of, say 30% of the price of the low cost plan to
the health care premiums of their employees. To minimize employment effects, the
mandated contribution requiem would be phased In over a period of time. A
pronued contribution would be required for pat-time workers who worked more than
1,000 hours per year and a payroll tax of X% would be paid for worker who work
1,000 brjw, or less.

0 To assuage effects on employers mar the HelPS threshold size, there would be a
gradation of their financial obligation in accordance with firm size. Thence employers
would not be relieved of their obligation to offer stadard health care ber.,efits.

Individual Mandate for Individuals and Small Employer

* Part-time workers (not otherwise covered) working 1,000 hours or less pet annum for
an employer with mor than 100 employees and all individuals (not otherwise
covered) not employed or those employed by firms with less than 100 employees
would be obliged to purcnasc coverage through their local HelPS.

* At the direction of their employees, small employers wouid be required to male a
monthly payroll deduction and send the amount to the appropriate HelPS.

Table A-I: Description of Combination or Mandates

To the extent that large businesses compete with small businesses in the same
industry, employee packages would differ, but since a mandate would exist in both
sectors, total compensation in any individual firm should not be different. However,
if employees do not recognize the trade-off between wages and benefits small ein-
ployers would have a hiring advantage. A combination of employer and individual
mandates would increase the incentives for firms to game the threshold by engaging
in such Pctions as hiring temporary personnel and splitting companies into separate
entities. However, this may be mitigated by phasing in the percentage requirement
with firm size.

Low income is the major determinant in access to health insurance, not size of
firm in which one is employed. Therefore, for a combination approach to be equi-
table and efficient, the subsidization formula used must be consistent across man-
date environments, and tied to income level (as in the Equip program), not employ-
ment status. Individuals eligible for Equip subsidization would use their vouchers
either through their large employer or the HelPS to defray the cost of coverage. If,
on the other hand, subsidies under the employer mandate were targeted at employ-
ers, as opposed to individuals, the employer mandate portion of the combined man-
date would represent an inequitable and inefficient financing mechanism, and would
result in the reallocation of labor on the basis of the subsidies available (so-called
sorting).

The most expedient, efficient, and politically viable way to enforce the individual
portion of the mandate would be through a free-rider tax. Individuals choosing not
to purchase coverage would be required to pay a tax. Advantages of a free-rider tax
are that it could be progressive and enforced by the IRS. The free-rider tax would
be equal to a fixed amount plus a penalty that would be directly proportional to in-
come. While such an enforcement strategy would not perfectly attain universal cov-
erage, it would go a long way towards ending the free-rider problem while minimiz-
ing societal and economic dislocation.

Some proposals have embraced employer mandates and subsidies targeted at
firms because they allow the government to shift some of the burden of public pro-
grams onto employers and create the perception that no one is paying the price.
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While fiscally attractive to the government, this type of mandate perpetuates cost-
shifting, and causes the most economic dislocation because it effectively raises the
minimum wage in many firms. To the extent that employers were unable to take
the additional costs of health premiums out of wages, an employer mandate would
cause some unemployment, especially in firms not currently offering coverage and
in firms with low wage workers.

INDIIDUAL, MANDATE

If individuals are targeted to receive low income subsidies to make those subsidies
more explicit, efficient, and equitable, a mandate targeted at individuals makes
sense as well (see Table A-2). An individual mandate could be easily and quickly
implemented without disrupting present purchasing arrangements. It would satisfy
those who believe the ultimate obligation to purchase health care should be on the
individual, not the employer, and that health care coverage should be divorced from
employment status.

0 All individuals would be required to purchase coverage as of the date of
implermtition, or pay a free-rider tax.

* Al employers, while not required to finance coverage, would be required to offer
coverage, either through the HelPS if they have fewer than 100 employees, or directly
for large employers.

* Voucher eligibility and preferential tax trrtrent would be contingent upon purchasing
coverage through the appropriate sponsor.

Table A-2: Description of Individual Mandate

The greatest potential disadvantage of an individual mandate is the risk that
companies that are currently active, value-based health purchasers will cease these
activities, and will perform the minimum duties necessary to fulfill the obligation
to offer coverage. It is not possible to predict the extent of this behavior. However,
business leaders suggest that competitive forces in the labor market may be suffi.
ciently strong to maintain an active employer role, especially if there is a stipulation
that predicates tax-preferred treatment of health expenditures on.' purchasing
through the appropriate sponsor (the large employer for its employees). In addition,
in a mandated environment, employees will value health purchasing that maximizes
the wage portion of their compensation and secures quality health care. Employees
of large firms without access to HelPS will look to their employers for purchasing
expertise, since most employers purchase coverage for employees today f large em-
ployers prove to be inefficient purchasers, it would be possible for employees to pres-
sure their employers to go to secondary purchasers such as purchasing coalitions,
to purchase coverage.

Another potential serious disadvantage of an individual mandate is that upon
passage, all individuals might demand access to HelPS. It is unlikely that Congress
would have the political will to deny this. If the public then demanded that HelPS
exercise greater control over the cost of health care, the result could be slow, but
steady progression toward covering a great majority of the population through the
HelPS-leading to regulation and possibly a single payer system. To some extent,
competing HelPS should mitigate this danger.
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