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'STRUCTURAL PROBLEMS IN/THE' iNCRE~ENTAL APrROACH 
DRAFT:,pr~paredby Walter Zelman withassis;tance 

from Rick Kronick ~nd Pam Short 

INTRODUCTION .•, 
, , 

As ,the nati~nal discussion of health Cqre "reform enters' i 1:8 
final stages ,the, focus remains on the issue of universal, 
coverage'. The 'President' soriginal proposai ,and thoseO!fered by 

. three Congressional cOmlnittees ,would achieve thaf goal largely by 
implementation ,of a. shared requirement On employers';.·f~miliesaIid 
government '(via subsidypaym'ents' to employers and· families)" 'to 

.. purchase insurance ,for allAIDericans. ", '" 

·.A number of otfler proposal:s'espousethegoal of uni~e:r:'sal 
'cove'rage but suggest an incremental., or: step': by, step approach. . 
The short term goal' of stich,approaches'is,t.6 gradually reduce the 

. numbers of the' uninsured froIll approximately 15% to between 5-10% ' 
of. the population., The means of a:chieving that short term goal 

",include insurance. reforms, and government ,subsidies ,to 10w';"iric6rlle ',' 
'~,ridividuals' who purchase ihsurance pcilicies~ ". " 

" " ,'r~ci~ded" for, the'purpose,of' this analysis in the incremental 

':cat~'g6;;,y ,are proposals offered by: 'Senator .Robert \ Dole, 


.' , ..¢OngfEissjDan,J:i.m Cooper' and ,Sen~t6r.JohnBrea:ux, 'and the .bill' 

',:,.,,:.:p~Od1.,l9~a:by·theSEmateF'ii}ance· Committee~:,:' .' ,i" " :, ' " .. , 


.',', . '.~ .: ~.~:~ ~': ~,:." ~ ~:.:.:': ~ ):~:l.:-:::: i~~:'i:"ll~ . . .. ~:-. " . . . ..' . ~ '. '. _ . ',' ~" . , " '. ". ~. i' l' ~ : • ~ • 


•·.,,~;F:~:~~~~;::/r::,.$u6,~':proposalsappear.' :to.. offer, a, les~ -expems'ive and ': less,"'; " ,,' ~, 

.~:;:~~~~~~~~!~~~~~~~~~~~~~~;~~, 

,.·,;.::;;;;.... ~·tpe"·ino~e. ,inodest ,goals. they ,appear ,to, .offer .... Tlley. wO'\lld ""dO:: i:;o~!ftor.:::;:: .'r" :'. '.' 

"",: '. ~:~:;,\;:~lC1~:::p.~*~.~iyJ:~~~~I1~.::',·~irs;t:r ,the'y:-:~~Ild ·!t9._;b~ l~iitll~r>::PbQ.~Jy.,:,'l~R~§ch:·:;'::i:{t~ !.,,~- '.. ,\ ' 


, .' ":;:;;6r.~:(iri.derfunded'!,· ( :i"e ..' the·y'.. offer:too' 1'ittle in' .subsidies' or dori't:,' '.';:::':' ':. 

,;';·;;':,)-t;!;\~.4.~fi~~~~~IY'*~#d··~l}~,s.i:i»,;;i4.l~'~ ,pi:;?pb~,~·ql~',{a,I;ld.~:~~";i?,9~~':~~·+~YT:f~i\4~#::.:.,'~ :·:S>~;:::J:,):::': 
.:.">\,'~,:::t;and'·;'sub'sidies·:the:~expansiori:\'bf>'coverage .' is: 'l"1kely, .. td, b'e.c,mihimar~· ;.' '~). .:,;:,;.:".;: c-/; 

';:'g~:!~tJI'~i;~g~~~~qS:\;~/':~~~~~¥?~k~"Tin~i,~t~~~:'it~;;s:..~~r~i4;~~;~~~~;;, ..•..."":',;:,iii,; 

. ,' .../ .:.:,:;::::.~~n!i~t;eiP:topo~als ..s1,lffe;c. fr:9m funda!"~nt~l', ,strtict\l~~lfJ.aws·:whl:-ch 

, .. ~' , '.·••. ~i!~~t5t~;~;f~~~~~;7~~?!I~ri;~~~~~f.~~~~~;~:~;~1ars· ~ere ••~~~.~. '.~~a,;lab,:e".; 
, ;,;':::~;:::;;:~;;·:':;L,,:{Specifica,]:ly.;:;.·~o~e:):~f;:.,these;I?Pprc)a.ches,. if fu.lly, ·.f.unded,,',.. .. '" 


; ·:~'nlight:· lea<;l .to·,anotlceabl,e· iriGrEiase~';·in ..the nuinbers:of '. ins.ured, . ' \ , 

, ': ":':ihdlviduals ibelo·"t) the"pov:ertY.ifn~ ~.:/' {rh!sis beca'\1se:iridivi:~~a~~.: 


.,':·urider:t:he· poverty ;tine .:r::eceive· the most 'gEmerdus s.ubsidies ..:_." '. 

usually 100% of premium~- and have first call on,those 


"·~:D.})~(idi.~~:r·"': ',' .: .... ' . ; ,:, ,'. ~ , . '. ...',>.. ',. 

:.,' ,r<t;::->:·~·::<:'-·\':· .. ,~ '::'~' ".: ~. ,':>',.':>-,:: . ".M,~··"~:' ',,' : .. '~,'\_.~ ." .' "'" , .,". ""'. 

,..~r:.,:',:·:·,But rione'~.of·"the incremental proposals' hold out mu'ch .hope of, ,:";' ; . 
"', ::':§·eI):e~at.ing' ·substa.~tlai::ln6~eas~s :in.'the· ',n0.rnbers··of>the :ins'ur';d .:. \. •. 

,; ... ":' ~q<?~~~~,;tl~.pove~tYV.l:ine•.' ',:. " ';'.'.' \. ;'; .,",'.;' 
~. . '/. , 
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"~,''- ,~,.,' '",\",''' .~.~.'1" .. )..:.... ~., .. ", "-.;',: 
• ,.! '" ". ',. ,"\""-. 

"Under some of these proposals, fui'ly iunded, a d~creaseiri , .' 
the numbers of the insured 'in 1999, froni 15'%' to 9;..11% of the 
populati,on is possible. A decrease of"gr'eater amolihtsiS. very 
unlikeiy, 'uhder any of 't~e' proposals.·' ,,'A decrease in' the 'nurriQers 
of~ the 'insured' to the, sometimes,-stated' ,goal of 5%, is virtually 

'incbnceivable • " " 
',,', 

, ,,':This, it' should emphasized,' may~' tie~ the case even, if, "the:, 
'subsidY, schemes in the in.crementalproppscds' ate ma,de "',, ,;<, ".' 
;, C6ns~dera:blymore,gehe,;rous. ,.f\s subsidi~sare~xpand~d '~~br,ea,sin:g r:':' 
; amounts 6'f,su~sididotlars,',flow 'to ,tnqs~,who"~re,,al~eiiciy'.:,,:ins)i~~d:>:~,~,:~"::· 

':,as.-moreeiiiploY.arsd,rop,cQverage,of" alreaCiY,in~tIred,','ihdfYiduarsi.:;~,:'~;',;;;· 
", As :' a'r~sult; in ,'the. abserideof~an elllplbyer;' requirei1ierit<tci:(:;"i<';:~/" ',. , 

, C purchase'•. insurance, \ " substantial, "increases, 'in""i;ubsidles', prbdtl6e' 
' .. ,brily~, very modest gains r'n the' numbers of insured,. and'at:,:'very'::

high costs ~ ',: " " ," ',.. ,', "',,' " . , 
.. 
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, MARKET "REFORMS ,AND, THE REDUCTION 'O~'. INSURANCE" COSTS . ," """~ 
, '",',' 

" ' 

'Advocates of s,uch measures', believe ,"fhat,:the. reforms' proposed 
can sigriifiqantly :r::educe the, costs ofi:nsurance; ,especially for" ,', 
small 'grOups.'As a result, they assert,; c:yen withollt signifioant 

"subsidies, reform :will' lead more employers, and :individua,ls,t6 <,
,'puicihase insurance. ' , ,"', , ,',,' ,.,' " 

, "" ? ' <' ~, , .. , , .'.1, ' ;: :. 

, :No doubt "this; is true' w,ith re,gard: ,t6 afle?~tion,e grdl.lP ,';..~ , 
,'those h:rgh' risk ·1.nd~viduals:who' have, t.h~,: ,fuQds,,.i,:t:9 ,:' purchas~ ': ,::,~ :,:;,!,' 
,;.li1~urance,'but, cannot ,find an, insurer, wi:ll~h.g ~:t:9:::,¢byer: 'them'~',But':~,:, 
',the numbers :of this,groupis,'small;;(mOstZi&riatYfrt~;:H~istimate,:,l. t:';::9' 

" ~be' less than I million, iij.dividuals)'. ',And:,the,r~~i'simpfy<isn,' 1:;" mucl1' 
reason ,to 'believe that 'market reforms.,. in 'tne' absence of ' " . 
urii:Versal ,coverage, ,will: ,do' much 'make:' in'su~~x{c~'more afforqab1e' 
and ,thus" to reduce the ranks' of" the uil:trisilr'ed.:':: "'~"", ,','," ,,' , ' , 

", " ,,"' " '\ " ., \ :\.:.', \ " ;'" :,"., I' .' , ." , " 
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.';~ ... , -" ~., . ~.:. f:-- _: .. ' 
• .! • • 	 ~ /" -',," - ;. :'.; ,. : 

in the employer orfarn.tlypurcha$e,of insurance. As a, 
" number ,of, studies have COI).ciuded i 'the"grefat 'rna]ority' ,of the , 

, unin'sured' have no insurance because'th~y, ~r ~their empioyers' 
:"cannotafford It orbeccluse they choose nOt ,to'bUY,i.t. 

Market reforms, which cannot"ipand, 6fthe.mselv,es,', ' 
substantially reduce insu,rancecosts" won't change ,tl).is ~ " 

, 'I 	 • 

POORLY OR UNDERF:UNDED SUBSIDIES ',: ,: ' , ,:' ' ; 

, 	 ," tf'market;:refo:r-~s alorie,~i~l "~ot:'~i~nifi6ii~ti~:'::~eclJ6'~>dg~ts:, ':,,' ,," 
dr, inct"ease, the;riumbersofi'the~irisured',.:' offering <S46s:ldies, to, ';: ":;,/' 


, low":' income' individt1als' may, helj;) to~abliieve;:' the' latte:r..; goa:i. -:, ' 

, , 	 _,' .' ", , ' .", " ".,":" ' .c·, ' . ", 

- '., 

, 'But, the ,nature 9fsubsi(]ysch~mes :io. 'inctertieht'ai,~ppr~aches: 
, raise, ,seri.ous.questions about :the,:Will,ingness :oftheir: back~rs'to\ 

,,', 	fund, the subsidies,;required,'t6:'produce,,'~ve.n.modest ga;ins, in ," , 

coverage. Proposals offeredhy Cooper,and Bre.aux' and by< the, 

'S~nate. 'Finance, CoIfunittee' appear, -.;6' qe' underfunded' - -,e. g.: the' " 


,"revenues ,ahd',savings ,gene:r;-a-tedmay"'riot";'prodilce ':the subsidies, ' 
, :" 'prom:i,.sed. ",The,'proposal"by'-8enator' DGle; 'w:t1:i1:e;perhaps' fu~ly, :,', 

, funded; ',o:ff~rs, fa't", 'too iittle,su'bsidy':to ~far'tbofewindI.'vidtials" 
'to.makeasi~ni.f~c.~nt impa~t 'dn"the nuinb,ers ~of,:the'. uni.nsU::t~d: ,:; , " 

• • • ;~ • '", • • " , ," , ' • .'. • ;." < • :. • • \ ~ " ;'. ' ...." , , • \ • '. .' .): 
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The .Cooper plan'would force health plaris,· including the 
self-in,suied to absorb these subsidy'shortfalls, or· to pass the 

.underpayment by subsidy-eligible individu<:ii,s.pn.to those' paying. 
full' cost.· 

. . 

.The. CBO' conclud,es tha.t. such 'a. process ,,'wouldbe' ex.tie~~iy.·.·
cQrnp;I,ica1:ed ; its.feasibility is dou~tful.;I ... F.ailu~e to rd., ':', ' 

adeq:uately fund the' subsidies, t:he ,C~O'a:tgti~s.,· :'cou'ld. result:,~n', ',' 
.ahup~ardspl.:tCll ::of healfh.·insuranCepremfums,.,declirie's "i'D., health 
,insu:tanc~' 6over~ige; and,pot~ntiaily,' the cbilapse:;,:6t the'::: HPp'C:< ....... . 
syst~n:t:4 :./::;~:" . - ,... '. ""./ ,.... '. .; . ',: '. :.i ,',:, 

, .Even if. :subsid;ies .a.reful'lY ·ftindeq.,:.CBO:..coricludes,:.. the 
'cqoper 'plem would do ·little' .to.incr~as€!:, thenlunbers 'of' insured. 

.•. who are abQve.poverty l~yels' .. ·,,, As:· ·:fnd'ic'ated' . in Chart !',V:irtually 
'. all the gains, in, te.:rtns,.ofincreased cq"'erage;,{il milliori more' 

.insured individuals)' would come. at the .li'nder' '100%' of 'poverty' '. 

level;.·· . Only ,2"tlliJ1ion.;·o·f t~e '18 ~ rn~J-'ii6n Arriericans ,above the. 


'. ".poverty, .1~n~'.~~~ld,;:.gai:n:lI)su:r:a,ru?,e~:/:<6J.:la;F~,:p;..::2.~ )~'" ",.: 


" ·':.T,h~Se~ate··ii~~:~b~';:Ptop~~a1· -'". :... :,:.' - ' ..., .' . ' 

.::·C:':.:' :.:;:,' ·.r,i~·',fti£i~~J:4~,~~d,'· 'S~ria~~"~inari6~':,~o~i4,'.'irtci;~ase ·.po~&,r·~~e/py:'.a;. ., 
~ ,;; ,:,: .·bi·t:-:·mbrEf·~·thaib'the:,;Cooeb.bilT 'iri·-:.thef. ear) 2000'\<iout..a>bi t;',""less ·'in···1:,";""~'-,1"" .'"",,'" ',:,.,q.""~ ·t,"'j. .p,.. ;' r' ,"", ~" ",y. ,,," .-. _. "<"',.,•• '.'~" ,\", """{""I",·,, • ,- '. " 

: ,·'::.-:';,i'th·e:,\ ea:b:l':' ·ears't· <The.' bi'l.16ffers a :. :full •. remiuiri':~ subs'id ":,1:;6: :those .: 

~ ~..~ 
.: ;., 

, ,.·i:;~?J_~:~i~~;';(;' .':~:ti~ :d~~:rtf5:j:;::Qf;{Pd"e:rty'/::::~'arid~~J~ha~e'~6tit~'of: t'h'is~ 'sped1a'i""" '.' .' 
..:":~{~;:~:.~~~;:'su",. , ati:I;1.i~1<t~~:~4,9l;:;pt poy~~:~~:/ ~~ii~,~J:~ ·";'~··;-·~~~~¥ti.J:i~(f:i:i:~qP:~l' ~}: ~:/ :':>'<' ' 

<~> .>:-';;2i~.:.'sl1Ds'idi;Eis,t\ nt"ight~;decreasEC':the ':. nuinbe- '"'sure&~£ridividualg;, by ;~'"'' . 
....<:.:: /:'~;:"app"fcriitilcFiEi:rit3Ptnii:if:fon ' (t'2{:'2i~ 'iriff' :~~id~t~t~:'.~~t·irri\~t;'ffs";·;f-6r·,: .". y: . 

'::·~·.;df~~>'~;li::9~,~t~;~~i¥~i~~tq:;~{qj:~~;.t~\·~::".~ "~: ,~~~r~i} ~f·{~~~}~::!X:~}::_"". ;.;~~:~?f;:r}~";~~;~·~:,;-:: ~;:~<:;: ':'.', .. iL~~ ~',' ~'::" .. 
'. >"~'~ \:.;~:t''':;.:·: ~";"i':!~Sucn -};a:h')estiimate:, 'of .. 'course;.,J::a:ss·umes'itnat.,.,:,subsidies ~ :are';"': ;: .,. 

. ';:/,':>~::> ·full"'··i<fu+Irde'd}~~~;(p.'i~§S'~ fE{' ofts~~('lldwe~i~r hat:~':'f3't:''"; e:,ste·d~:·:tfi~t·~·th~-.' , .
~ 4•• ,- __ , J:~. "', \ Y y. 1 .~, ....-J. .... 'f...... ~ ~. ~,~ r. -{j Cw" ,P .. '~:J " _, ~'" "",'1.<) 'I. ...." ~ ".,'.... ~~ ~~"gg... ~~"1' .... If" ~~".\", ',' 


. .. ,.:.;~;.'; !;:'" :Se~nate:;.,F,j[nan6e:~;.pib6p'osal' I:;is~::sig'rilf.fca:n j;lln-der'ftiilded ~'~i~ '~i~,~t~:,r:I'::'~ :;"\ ." " '.,

,<:.. c' .' , ',: ," l- oj:'" j~..t;~ ... j 'V 1; ~:. ~ # i!/ .; v r,.., ~ ."'; ~ .... ' ••• "'~",.~.";' d ..."t ~.n.'iJo/.#A""I'~-"'''!.::: ;',.' ~ 1 ..' " ~ :' ~" .. :::f "'I~",J' ,,)' 'r, " 

: ,~', ~'f.;:' ;"~'::Definit'i'Me,": ~', im'ates·,fromftne,tCBo':, "'ar'e}no1:",yet.: avai~lable/", "' 
:'.' ; -~~/:~R'~?r<::':.:}\':';T~,e~?r.·~J ,~:\<~~\;7{f?'? :-'::J:;,~'\>'::{ ;Jy;}:\:(~{{}~!;:': :~:f.!~ ~~~l;~:::.o~t:i.:';\·(;'''::~;.<·r,;~:, >L, '~";':)';:'::,,- ": ' 

".Tne·';Dol:e",ProposaL,·",,:··,<.JJ:.' '" "'>"?';;"'~-':"f'\'''. '':i''-c~:,i'''; ':":;: "::', . 


",~; ~:~.\::,J,~:~\:~~·J.1~~i.~;:1,~,~;~~:l:'.~:·~ .:.:. ". ,':.:~i~'!?:i·{~'~'.f~~/~'/~~}e~~:4 ;:;;\,_.';>':~); ;:'-. -~" '.;'.r.; . ' 

._. :;'.;:.seriat.OP"4~D01~,:p,r6pps~~~:(i.ilfbti.ai:rY'i::t~to:,subsid:iie::'?~~: of :'.' :-." 


,.::,; '.. _:,'.:::1~s~ra~~~'·<2g~;t~.~!;9f:f;~,~Pt~ l~:~~.( ~p.;:. t,9,;; ;~q%~;t9f~'P:9§e:r.ty ~'~;::,~ifpl:.l.y~i/(;:: ;'. :,-;:.... > 

.; .. 

. '. 

: .. _ ,: ,: ;·~.\,;:,subs·idi~ze'd~·.:~· '-:~-f,'SQrisY~w-i th:',';,r'ami',r: '1'>il'lb6me}<:b'e{low~¥~90%J ~~o\f,!!:~'" over:t; I~.~:wou·ld <' '.'~• 
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..", :(risured·~.". Iri~ubsequent·Years.;~·( unspecifIed by Dole.)'.this "full" 
s;:ubsidy would' be' available tq those :b~16w ·100% of p~verty·. The 

'..S~l?si?-ywoulCi phase. out (avc(ilab'le .fl1l1ds permitting) a.t .150% of 
· poverty.:' . , . 

'v. ',- , 

.. Such"anapproach is}ikelY. to have·almost. rio-.effect on· ... 
· increasing health insuranc~.c6verage~· A:family. of four· at 50%6t 
'. poverty ( $7.,500. per' y~ar') ·wou,ldberequired,topaY· $l; 250' tcf· ....... < .. 
$1,,500 for a healt·h insurance policy .Analysis.byb9thLewin,:~rid::- . 
ci3o, suggest that no more than.' 30% .6f fami,lies.milde~·sticll~n·'of.fer·;;" 

.. ·a::te;'lik~i.Yto :~accept· i t<~. '. Alloptimisticas·sessmen:t.:is·:that 'the '",'.: .' 
""Sub:S·idles. offer~d. by Seriator·Db.le'·s·p:r:6posa.l:·w6uld.:;inciease:;~<,_:\,:' . 
':'coveI;'age'by at mo~t. 8-9 miilion:, people'j.. and ..:1eave appr6xiiTIately.i-~·':· 
.:3.2' inilliohuninsured at any .pOin:t:·iritime,. :. ' . . 

.' ., : '. " ~I ;:. '," : 1...... • • . . 'i.. :;. ~ :-' 
!' ~.; • . "'" " '", :. ~•• 

. . .,: : ': ,. . ': ,,'. . , . 
~ ~~ .' . . . 

. ' .... STRUCTURAL 'FLAWS IN INCREMENTAL ,REFOR~fS: .. ' 
;" ,',.'," ..;. ". :.r',w,.:' 'I' • 

':;: ,.; . .'~~iek··:i·f:·'.they~ere·;to.·be··~uliY·:·~~~d~<l').rin 'an~lysis: bf~ such" . 
·.·'~:i!lC,:d~m~·nt~ai'·:r~:f6r~s~·sugg~sts·:,fhat(Clil,may:!:':·-~a,t.·lea:st.· in.:··te:r:ms. of: 

... abn.i.evirig:urii:y~rsaJ cQ'l.ierage-.~\be's·:t::qicttir.ally·.flawed~· ...... :. "'. . ... 
. . ''Adniittedly~:~Jtliey, can: (if'fully':f;:uhded) i-educe 'the .numpers'6f. ;the. ' 

· uninsured:;":at or:. b~lowthe·.p6v:e£tY,·;i:trie;>':but ::tl).ey .haye .iLt1he>" .... 
".:·c:apa(3lt'y t'6<redu6Ei ',the" numbeis?6f::::uninsu:bid:above:the:;poye':rity '.;'.' •. .' 
.':·:ij;:!i'e'>;~t.~f.~,th~y:::.a"t:temi;rted'::~6::i.dq;sP':.»:h~y.\\4!ou;td·>be6~~e'+{n¢te~,sip.gfYJ~;::·. ., 

...... ·:ii1¢f'£.:i<?~e~t;:~,.pr~ducingeve(·.hj,:g~e.:r.·c6s:ts: '~or···:ye·rY:.,f!lar.girlal '. ':.\~...., 

~.~P~~~'~~~ :,~ 


, . "'" !,:":.'~: ··..note . .'~ analy:ses',,::o"f,";·;the·\Coope:t-B:r:'eaux~lMan:aged. ~ , . 
'I"""·~i('" w,,",'!'\. __ ;; I"·\",:!,>," ..,.,~",J·,,::~·\ , 1:! L~""'l.~';:""t' ..,I,,(~~/·""'~~"'<1"'<:':Hw~~'\' ,.r, ..... ,';.i~h'(J>ir'" .,1- 1'" '. ,

'-:: ',;:','-;':>. ':.;~., .mpe l.t:ion',"Adt', conclude' dtnat·; 'almost~"aJ£l .:6£':. th:e':'gains~;:in,,··the,·;,c.,~ .... " '. '. 
, "c,! <.>~x'nt:ln6efl{;:(>f~H.'fi"··;·:"-·fea:·~thdet,?thaf~~iA6t;Y5o~(3"~a~ .·.!fi1'i:jf' '·':.8u59idl~~d- -: ~~: ~.~.:-: ", 

, .;..' ":'0,,"'~q'¢,"} ,,·.'t';.~.~:.I"'I"~:~·' 'I; ,~_~ ... .(.. Y q'~.:"~", .F,.~",., .J;,~••~,,\. • ,'!~'v4;"':\,~" r: ,..V....{\-~~~.,·".-'<t{:!··,~ ',i, Y:. ,.. ,~\. t' ':• • ,.:t'~ ~ .~... " 

..":.' :;. ::':fi:J .~Sl~i'f~~~:t;..' ~~;;~!?~l,l?p.v;,e.~:FY.i;"~e,X~~'::pLl:;:q!!a~e:,.:~lJ,},~ur~nc~:~.:. J"'~s' ./:: ~.-" 
,:':l'-~!);~~,,\" ubsi'd'~es~':p \{6ut~'between(~lOO' 'nd 'i200%t;o'f ",p·6verAtyY;re·latively,¥ ...:.,~ ~:Ir:, 

·.~~.~~t~1~5:~:f~t~)~:t~.'~"·h:~t~t~I·~~b~~"~;' ;,./.;:;:." '·::~'·premJ.:um';..a ",?:' 0 ":.pover. y . .::;;;t,~,ar ",~:enoug ,...; o.:'ge:",.'··arge·"l.,num ers'·, ',.' .­

:i"~:';:)t;'~S~t:~! , :'6~:g~?~~~t~,¥,:.",~~~~f:~~::·~~.'~~r0:~({t~~ ·':·~~~JFf·rt~;:~~.r;:'rt:~~*~~:;if:J~~}.····":···~··'::'." . 
,'~'..: ·:·~_:/;.:,r,:::i:.r~~br~~iq~1.1Yi.' ~h~~:.. willi,pg~,~~~~·: ,0'!.p~rph~sJ~:.~~su~an¢e .IJlj;:ght, , .- , 

, ; < ••~/ 'i' .I?~)';in.~~~~~ed.',:). ;;~sp.b~i~l_e·~'" ~are~1ffi'ad~<)i~q'~~; g~:ne:to.4s'~,~~:an..a: ';phi:fse9-.:'<·~ut; .:,:. ':' .. 
. '.. .'~: l'ov~'r::j,a~·;.brda:Cie'r~\.!'incorilfif' 'i"arl' e';:=ttlitfi'H:Htf'l'oO:"'200!f' ;6f:< ove"r.t(' ·~r'applied· ','1 ", . . 

.,' ;' ':~ ·,\~Q.l\~f!~;ic9.PQ~·r~;t~E~~~x~: ..pr9P~,s,ii~, ·~~~~~~d~~~;·)~fg~i·:..\:~&~"~~~i~m:Pl'~;~);:;:b~·,~~.~~,',';, " ,"
. ' . .:. ."p'h"'a~s'e~'d""o"u't;· ';;"etw"-e'e"n" .: :'00 "an~' 3001 ~ &··tp' 'o"'"i'e''r't" -.': ·This···' 0" I'd:: bot""'''', ,: ":',,;,. ,.,." , .''''! i.' " ~: f~..:J.J. .. .'.:.1. ...:.\ '"" ..~~ .... :.1.."....£ .v- ~;.~,: • Ow',.. r":'W U , 11 ... ~. , : :~,l' ;'[,

,l' '~\l¥'.' ~ '. t: ,~" "~ '" ~, ;,,; .... , '. ,1 !If'"'' 1i';.'C~;"'~"~l ' .., { ",,:z,t. '" •. ,,~ .. ·... v~it.t: .............. ", .. ' , ~" -,1./ • ••.: .... ~ •• ~ ..
F' : ­
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.. s~dJsidi'ef:; are·. likely to produce effects: on the, purchase of· 
employer..:sponsOred insurance which' limit the capacitY'of the 
extrasubsidy'doilars toproduce\substantial'n~t gains in 'the, 
numbers of the insured.'. It is these ,offer .effects th<;lt reveal 
the inherent flaws in, the incremental approach. 

ASSESSING THE IMPACT OF· VARIOUS SUBSIDY ,PROPOSALS ' 

'Table,'r .pre'sentsan overv~ew of' cov~rag~ofthe'und9l:>'65 " 
p6ptiiatidn~ projected to i999." Over 11, million of. uninsured. have, " 

" family incomes below .poverty.· Almost 19.,million·'of ,the.,.,uninsured 
have family'lnoomes' be.tweenlOo' and' 300%; of ·poverty. Another: 

..10 ..4·m.illJ.on uninsured (about 25%. ·Of the total u,riinsured, .' ",. , 
populat:i.on)·l:lave inc~mef? '6~ over 300% of· poverty:' . 

, .. As the'above. analYSiS~OUld' suggest'> fully'subsid'izing' 
" individuals' under '100% of poverty" is iikely. to 'produce 

.'j '·.sighificantincreasesin :this cl,ass Of', theunin~ured.· '"On the 
'. other ,,9xtreme, no", subsidy. s6hemebbntetnplated' Viould 'reduce the' 

.nurtlbers, qf·· 'the,uninsu~ed, above 300%<;>£ pov~rty( al though. '. 
,: "d6inmunity ,rating ,and Jnsuranbereform' might reduce those numbers 

'soine~lia~t ),~ '''. ' ... .:: ,'" ' 
, I ,\ ~ • ..: 

" .':,' 'rn:"the(~J;:>s~llce"bf a.fu~hda't~itheri;add:iti·on~l progress 
. towarq.'<l.miversal':·coverage·,will ,hinge Targely on the'"impa¢tJi£a' 

,.' subsidy ',s'cherne :on'·the·'18~8 ml1li6n, (44% 'of, the ·unins.itred) between 

C::";~"':"~J,;,·:}~$,\:;0?>;~.~~",:0~<;,~~ertYsr::.: ',.:,:~:. > >~:, ~, ;':' I ,:,~'t" .,': :, " , ,.:; ,1' ,;;'" :, ,: '; ,', ,:" 
.;." ,·'t:{:, 't~; ;'~.';~':iO:·';'es:t·i'mat.~·. that<imp~ci:t. 'we~' atte~p~ed to:' assess the';:'in,cf~ase~ ,>~. . "'\" 

.' ,:.'/~;. '.in',.'the',{numper's, of ini:mred:p'eisonf?"that~)l!light· result frdtIt·.' ".: .,,\,' :';"" ; 
~ " . ~ "~,, .~,"'. ~,.... ~ ~ . "~., , , , ~: , ~. , ..'" r 

: " JI;;" i:.~,.:~~b~,i_qN~s~·:of;~qi:~fere,ht ,m'ag~~.~~d€fs: ,'~ ~d~itioqna'l',l~~_ we:'soug~t:;lt~,: ':,'., ", I".,' 
, :,', .:-,:::' l, proJect ;~' tl'): th'e-;numbers ,of' 1nd1v1duals ,j,I).ewly 'l:nsured '.,and, <:,: ,'" : 
.. '::~:-'·';\'·<alreaaYi::insured),:'that:,rti1ght ;get subsidiet:L under~;'e'abh~ 'model; '(2')' '.' 
, ~,'::' ~;~ :;, ~,/' ~'}th~;" folat~~~qlI"q'z,~~,:i~:, ~ul$~¥.4ies,:- t¥~t:w64::(d: 9<:>", '~9,' 'ne:~li, ";i·i?:~~r~~9.', an? ~:,,~\\ 

-:"~~,:,::, al:te:~dY~:::i:nS{~r::~p';,indi,Ylql.:(c[ils;}):lnd(t3 ),' 'and:,tne..,cdsts:,o:per.:,newlY:;·: ::,-.. 

,.:' "'~::\:i;:~~:~~)y~,;'~'~'·;~~,~,~:~\J~:~:.;,~;~.t,;011,~:::::'ir~:~~:>~,>\:')~r;,,: ~".,:.: :~, .',,:"::, . " ':', ~,. ,.' 
,. ,':,

"":'\' ":.,:':;I\h~·,',~et90d01:pgy,::. fq~;t;t;:.his,3ni::llys1~;., i~::41'S,c:::us,sed'1Il ,t~~ 

:" ;,' :~AP~~{~t~~;.(~~~:!tl.,:.,~~?;' a:~F~~l9~R~f.:ai:f~:\~~,~t~~~,~:~~~~F~.~;<:"~'" "·':'.};';~r,' ... ,;: .... /, .' , . ',,< ,,' 

., ., -. '.; ;,;,~' ,:Stir:s.t}'we.:':.aE"S:L1~e·:.tl}at<an:Yt,pf9posal·;of:f:e.i:;'big, j;v.bsidi~s, ,to'';.;, 
, '~".' '... <~ ;~in~,i~~~du$;r$';~Wt:ltie: .:impQ'sid[ig· "ri9,f·'::r:equ.ir~il1iEi{l1.t/ori·.:e.mpi9y~r~,·t?; ,:." ,; " ;' 

. :" purchase' i:nsuran6e 'would:include .,a 'provisi'on, t·hat ,employers 'who'", ' 
. ",' :o'ff.er~:to pay: feli:. coverage' of:: some..employee's', must, offer to:: pay ·.'for' 

"', ... ., , . " . c,oVer~'ge ,e;f 'all empioyees ': (perhap'g', just' ,full-,time ,e'mployees.) .. 
• '. .:.'''' ,1.,_" "".',,,;:: • '" ., .,J _.• /', _ ,'" , " '_ . ' .', " ~ .•: . ':"',. _. ,'. .• .., ,.", • '.' , .. " 

',.,. :., '" ;,With6U,:t; '.: such;"a. 3r¢qui,reIl19I:l:t " ::dnc~ntives 'would' be:;' stro~g'" 'for>:' ' " 
, ,~. 

.. : ,". :"}:',:.;>~~inj;j:l9~~!i~":~:'(:~\1~*:~~pJ.oye~S):f ';~8J: d,roP' c6yeJi~g:~ ,:.o'f,:;~ub:s,{?-yi'~,l:i::~~p;j;e,> 

. ,." ;:~.~:etnp'l;oY,~~e$;~~:;;,:;~,!,he.$$.:,,~~ploye~,s !C;:oulq.."then;a:ccept:,slightly,;h,~gh¢,r:·.;, . 

,.'~:':". \;jag~'~~'V,9,~';':~~'9~;i:::.~erief,~t§':/~ahq·;apcept'g:~y~;r,rUiu~nt' ~ubsidi#~~':;!,j.:~~~\:,::·' '" 


·'b6v¢:r:(,\ge'~,~·:~~mployer,S .,pnd;employeesinigllt, bOth cg~iri ,from :f?uch.;,an,. .... '« 

,··~a:traiig~~i:l¥{:;'· "whil~: goverJ:iliieiit:: suJ?sidy',60sts . wQuld. i~se'~';~f:Foi~ihg"::: .') " . 

'," , , . ....,' ,'j{E!1::':"',. " > ,,:..' 

',~ .".' ~ '"". .. ':-.: ~':,:: ;""" ", 

.: .~ ,I '.': . ' • ~:!' . j • , " , ">' " 
<.:, ' ~'" :,' • :\ . ,.' ',. j,,; ,; 
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· . theempioyer to off/::?r·coverpge.toal1 (if coverage 'is offered to 

any) reduces the probability that theelTiployer.will drop 


.' coverages .' . 


. The question, them' becomes; . under 'what circumstance~ will 
'employers drop cove-rage of all employees?: . That decision' may' 

depend largely' on. the salary mix in any ·given place o·f· •. '.~. 

·eIriployntent. ' (See Appendix). .The higher the percentage' of low':" 

income,' subsidy-eligible.individuals, . the greater the like'lino'od:. 


· that an employer (and its employees) ·mj,ghtbenefit. from. the '.': 
dropping of .coverage for' all•. ' (Such a dec1sion.woUld. 'hOt·:.:seem $0 ' 


'unlikely. as' might· now be expected... ,.·In ·areformed.::ins·urance 

"market. alliI).dividuals woul.d have·acbess·topo1.icies.,at' . 

'community, 'or ,modified, comm:unity rates •. Under. such c'ircurrt~tances 

, higher· wages':iri exchange for dropped coverage: might .seem a.' .'." 
reasonable' exchan.ge.for many middle'and upper.middle' inco~e 
'employees) • . '. . 

, 

.'.. The. secon:dassumption made' her'e relates to the tax' 

. 'deductibility of insurance. .' The decision on wl)ether' an . ,employer . 


. . covers all. or. dropsall.:Will. hinge,' in part, on this.' issu~.' I·f .. 

those, benefits are, deductible fol:" individuais,:as theyare'f6r 

:gr.oup 'p:u:rch~sed in~urance:":,-, and. as" is fth~' caseiniriost:insurance 
reform/subsidy proPQsals--there. is. less 'incentiv'efQr employers' 
and:eniployees to, arrange for gr.oup· pl,lrchased insurance~ and ,more', 
incentive,for them' to 100k'for. ..the'l1.lost'profitable,'insurance 

.artaQgement/',' 'suQha·n:ar'rangement.could.incJ;ude.. ,dropping '" .," , .' .' 
· 'einpldyer-:,spops,ored :insu:r;ance';fbr all;., raisin,g ,.wa~ies;<,·arip., taking ,', .... . 

.:" ..:: ',:'..,.' :;~gI:.~~r;~i~~:~ !Jdj7::h~~::f~.~~i~~::6~1~~~~~:~~!~~·~'r~~Bi~~~~·~t~~~:~~),~~~.)C~:".:~:.:~.:":. 

·ref6i·ms ..:that'·, would: 'guarantee a1'1 access to non..;,exper{ence.,:,ratE~d·~·.· ~ ',:'; 

'I .: <' ,. ... ' • I .~<;:_ "\ • ',~::,- , • (' ~ , '. " • " .;, ( i."". -. , • : • 

,..... ~. 'insurance,: po,lic~e'~,) . ./ ' , .: ',' .,.'. ", ' '". ..: :.: .-:.;: .. .,:, .' , .,.,.,.." . 

.... :;.:·j;.';.:1~~;~;~~~~~~i'·~~~;~~.~~~9;~~~t6~6~~~~.~:j±~n~~~~ii~i~t~ri~i~;~~±~t~:.~:,:)'

,,"\>'J, ;...\~eJ:+ ::as:"gtqUp'purchas~d-::in$utai1ce will· be':tax:~ deducti'l:!l~·. ..." - ',' 
. - ~" \'7"~" ~,':~'~":" " "\ r.,:.: __ ~ ;'~'<~~:':;:.'.:, ,,' '''",' ,: .~ .:.."," ,:,:",.':'" ~~:' :,' ." " '.,. .. ' .;,., '"". ' '. :\. ,;. #~ '~ I, • • , . ' ••' • " 

• " .::"':.,. ,··c.'.~ :\',.- .~." .: . " ': "~,'.,., .... ". 

:~:'. ~ <.:. /(';~!·~:;:~i~j,/~,;"~:~;.'~,."i;,::>,.,:.,:;; ..,. :.'.,' . ~. '. ': .. ,': ':'::'~;;,::";,;,.. ,": .. :.;:"':::.< '~>. :".' . ; , .:., ~'" ': ,:. '. 
::-!. :·:,,~::'T~~: impac1:"O':t;', ;va.r.i:PtlS • subsidy . p+,opo::;als: :dan' be.'. s~en: ~n::. . . :.~ '. " . .,' ; 

: Tab'lesi':·Ii':and.:;'III:i :':':":-AfVshownir{ T'able.' 'lI,·,·)subsi.dies,~,thatA?ha'se;, .. "',.: , 

,. :i:qu.~·ir..B~~H,~€I\)~+'p~r:~#4~;,~ 5(),%.·.of.'p6~E¥r~i', ~,~s~I~~' 4.\x.:i.~p:~~CiJk:~.'\99ing.·tp ,:' ',' 
.. ': 19'8 millio'il:,~ihdivlduals' ·.10. '9 ·million,.of. whom"m6vefr:dnr~;:'<:"" ,'''' .. ;,. 

, ~". uninsured'; to', {n~tired "~tat~s. ··~Howe'J:e;i<':"·\~t;·sub~idi'es'·.up;,t6·:~6b%:, of'::·· 
. :"~: ;.:p6~ertY; ::the: nti.rt\b~t·s:' of subsided:inaiviJuiii~·., rises .hi' aim6st .io •.' " 

;, . 'million' ~people w{t~{ less thah twp mi1l'ic;m" of them new'iy' insured. 
, ", ,:'; .·:And :'at',subsidy. ).:ev~is ."up. to'30b% of':PQve,J:'tY.~he~:nuinbErr:s"6f·' .: 
\ '. ··i:<.'~ ~ /.:ihd,i:via~a~s :~'s}lt)sig:tzed',:rises; bY··.2 6:. fui1l16n":'Jf,Tl1i;:Le proqti;ciIlg a ne;t 

::':':~":.:'giq)i.; o(J?'t11Y.:..4:.5\:·rti;il~tofi' iii tiewlY:dh;s~te.d' :.irid;ividl(a.r'$':::.,,:~. " >.-'. '; .. . .', 

:. ::",' ·:Suo)~f~n·z:frigtQ.·,i50% Of.poverty ·irtoV:es;the'!.percentage·::oto·ins~ired :"': '-, / 
..' .. ··individ:U:ais:~·frbin 82 ~6%.: pf',the,llori:':elder,1y,:pop4latiqh ..to'87.%;' . ':.:: , 

:subs.1dfes'tip .:to···200% 'dfpoverty. would ·r~:;ise·:.·tha1: '·p~rcentage.bY~ .',. 
" ,~_ _:. . • , ,... , .·f " • •• ! • ',' '.• . , • 1 • • '. •••• • '. '.: • ..,' • :',• ",7 _ ;,,:',: .:,.' ' , ' . 
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"",',' ':', ,., ' ': ' .... ", .>". '. ~;,,' ':,:.:' ~; .,.:.',1.:'(:" .:.<:;,,~ :: .. , ' .. ,.. 
just one poirtt't088%;subsidies of upto,;~00%9f. 'poverty;wQuld 
increase the 'peicEmtage' of ,the ,non,~elderly i I1!3nireQby 2· more', 
points, . to 90%;. . ... ':,. ' . 

. Thus, as 'subsidies levels'increase, ·the'mimbe·rs of, '. . 
subsidized. i'ndividuals .rises 'much ,faster' than :the numbers 'ofthe .. : 

'. rie'wly insuread.. To produce'ai)' increase' of' in:st.t'rea~individuals', '< ' ' 
fr.om ,10.8 milLion. to 17 inillion, an, addi;tion~V36:~illiop ,'alieady' . 
insurediridividuals:are subsidized.· c· •...• ,.,' " ,-:" ".:,' . :'<?: ,':; . 

',I ,

.' . 
'. 'I~ '::,'.1 . " '. '. " . , .' 'l ' ;",'-' ,; .. h;,;.: ,i, <::, .. :' :,:i\ ':"'~;:~'<"! .,: ::, " ''. 

. ,c. ',:Tn~ same phenomena can be seen, 1nTal;>le;:':r:(t:,,~:lwhlchdet,a;lTs.:;l; .' 
, "j:;li.e;,· :costs.· In,-total; subs'idies . 'Of' {I1.creasing,;,t::t:i~:~h'itli1lb~rs··. d f:·:insured; " .. " 

.individuals ... With astibsidY'levelo~15,O%"di',,~poveity /':,1:'otaL',:: ',' '. 
subsidies are estimated .at $37 . 8 'billion' :Ln,!9,99 ~ ',$23. 1 . biLlion 
01= ,which goes', to the ,previously, uniIisure-d.J,:S.Ubsi'dizing ': ..' .....' 

·iridivi'dualst9200%of·p6vertY.·raises·'~h~sid~':.~:d9Sts by 'an'::' :, ':.' 
•additional: $10 .8:billion,.'oniY$2.·9'·billion ofwh1bh .goes ','to:the,' 

. newly insllred.,·.Stibsidj;z·ing.•ind.ividuals~up·~cl·360% of poverty,> 
. ,increases _total subsidy costs by:·another,·$39.2" billion; . only $6 ~9:' 
'bj)_liOI) of 'whi6h',goesi;othe newly'insU:rkd'.·.:::>~i:X':'·· . '. .... ' , . .' ~. 

.'.. .. . " '. , , 

• .' ... :. ". ~ ',. ~. " I 

. ,'In', term,sof'dol.lars per.~nelflly· insur:ed:,"a~~s~b~ldY'ieVel ,~£ 

. 100% of poverty'produces a subsidy'cos;t cif :'$3;~46~;(p~r'newly . " ' . 


. 1ilstu:ed: indivi<;lu~l ... 'At' '::2()0%()f·,pove:r:ty_t~e" c6~par:ab,le figtir~is 

. ; , ,.\$.3.~a27·~ '.' ,'J\t ,3.0,o~,()~:, p'oveity ,.th~;<fi.9.~r~',r:~~es<t9','.$4.,523 ~ :,,' 


'''::~':>'Th~:~,'' ari '~fi~~t/ i6~i~~i~~~~"\~~<'~~b;e~~:':bi\iri~~ied~b;< . ,':'.. , " 
'., '. ihdre;'a$ing,subsid:ir...p,ciY~Emts-iprodtiqes:oQl}(',h1odgSf;gaifls ',':f()I,< yery',,; ': '" ' . 

. :-",': ,:':.: ",high' and' increasing, costs'>,', :Thi.t~,~fhe"~'inhe:ren-t,:'Yiaw",::,iri' the;?,:, ", :,', ;.:" '. , '.' '. 
',:,,:.>,~~.~,:,~'J[ ~_uns-i'die~;..:wi·th6u£~ma:naates;~:apprBa.'ch""tO· U'ririv~l¥S'air-':"cd~erage'U,,:'i:~;;,:;_'~:':(i,:,:~~:':~, ' . 

./'" .' '::::;!,,'y :r;'-,;;:~:~·:-.::,::,~, ,'. ,"': :':.-,: ,':-: '" ,:" '>'\~::" ". :', -, .-<:';'/:,: :,'1» .-_~'::' J::, ~ .~ g:/~,l:~fiJ;~ ~~;~ ,~·~':'i::-' ,; :,~:~~~;:, i,~::>: :::,~;:~:~, ',:i~):::::':,,_:;-,: t., ::: ':~,;,:~ 
- .. ;:. ::::'; .;: ;.:'",:: ':, :'~The effici'ency''-:of -"a>subs'idy,-~:app'rdach~\':!'O'£,,: ~, ,".,.- SE{"':' rnight:"::J,:V(;~!".''';< "".' ,:£ {1 .. ",-,~, 
,-,' .t • •'... ~:4'~.""'" ' _, ~ '_', .'. , ".' . t': .', .:!;>M' • ', ... • 1. ••'1. OJ • ~"'~;l"*" t.J., ." ,._,;,;j">.;-..><x,; '{I" '-/,,' "y. 'r" ~', .... ;/ ," 
, ~' ',;' ,~'~ 'i'ilcrease' ,if subsi-dies'·:could:, be·:more·;"-specf;·f,ic irect'ed>.6£':~·::· ';'''<~''':'~''~: ::" :,":'.~', 
-', ' ••''', '''' '" )~ ;1"", ;'''V'.~'~ tM:... ~ .".; .... ;("-, ;"C'.~,·\~" ... ,·t, _1· .. ",· .. ·.;~ .. t~""#' .r,~,..:\~ .... ·.-I...·'L.';,:t:~"\~,,:~+.,,:-,'~~ ... ,\~ ..~~':f ~/ .. ··}~·:"}, •..,; 

',r,.." ,::,;·;targeted· to' ·tne,:'unJ:nstired population;;:.;,,:,T o:t::!general'ly'".tn ',;;' 0' -~;:-i;,,">;", 
• ,-"f ,','J, '"l. "ft, $, " ~ -.-". r ." '\1", • t.",,~,,1 -, .", .~'-'.,ij'.j•• ,' "'t.~ J-.,I,':<' . .l.t:~\: ..... "V:":'--\'":""" -'. ;~~,:.:",: .."<; ·;\7. -',",t:'}";<: 

. :' ~·i.;( .:~ .ap:pro,ac;::h :,t'akeri) by.,dncrement,i9.l-'i' proposals:~\-·.;;:·]ysi;s·LO£::,the.;;~,,~:';'i': }h;''-·.'" '., . 
• ",.~ ?,,,h'" ""r j. ~~ .'~." ~ ... ' ~'~ • ~~. ,~ " ~ "" -.,\~! • {., . ..., "", ,r. !.;".r~ ::'"ift'AI:!",. ~: ''',.~~'<.,?·,;<··"(:~if":".;r ..,,,,,, "f\~.:,J.~ .....,.:"" 

, :,'~ ,;- 'Pdt'e~,tial: 'of!:'inore', targetea -~?~~idies,h:is,~'~h, .•.~,........•....)5ta]{erl'.~ere~~j."';:. 'f.;_:",.:,: -., ;V':',' 
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, Millions of people receiving premillllt subsidies (1999') ,,' 

Family income Newly Formerly Other . Total ' " 

.as a percent of insured ,employer.' private with 
poverty , coverage, subsidi~ 

~ubsidies extend to 150% of poverty 

Total 10.9 55 3.4 19.8 
, ,Percent of 

population with 

0-99 8.3 1.9 1.9 12.1 coverage: 

100 - 124 1.7 1.6' ,0.7 4.0, ' 87% of nonelderly 

125 -150 1.0 2.0,' 0.7 3.7 89% of total 
, , 

Subsidies extend to ,200% of ,poverty 
" " 

Total 12.7 ' 11.6 4.8 29; 1 ., 

" 

" 
.. Percent of the <, 

" population with 
0-99 8.3 1.9 J.9 I ", 12.2 coverage: 

100 - 124 1.7 1.7 0.7 4.1 '88% of nonelderly. 
I 125 - 149 1.5 2.q , '07 , ,,4.3::' . 

90% of total 
" 

150 '-,200 1.2 
, 

5.9" 1.4 8.6 
" 

" ' ' 

,', 

Subsidies extendto'3QO% of poverty, , 
, ' 

',' 

" 

Total 
, ',' 17~2 " 

" 
30.5." " 7;3, ' "55,0 

Percent of 
population with 

'0.-99 8.3 2.2, '" 1.9' 12.4 coverage: 
': . 

" 

100- 124 ',"2.2 1.9,; 
, 0.7 ,'4.8, 90% of nonelderly 

'0' 

125;';,: 149' 
" 

"1;6 " 2~3, "., 
;, 0.7 ' 4.6: ' ' :l1af\~ 

" ' 

" " ' 91 % ,of elderly 
'2.1 6:6,0,150 - 199 . 1.4, 10.7 

~ 

200- 299 ,2.3 ,17.6 Z.S, >225'­
',. 

. ,.". 
~ote: Em)lo s CBOmethodolo tor, detemuilm willin ness to a forsuQsidies and , p y , ' gy "," ,g g" PP Y," " , , ' . 

for insurance ..Percent ofper~ol1swho 4rop,employ¢r~sponsoted ~~unin~ to ~ive 
subsidies increases from 50 percent astne'prO]JOrtion of Insured 'worket~ eth~ibiifor 
subsidies increases. 

apy' 

" ' 

'Unofficiafstaff es~mates." 7118/94 

, ' 

" 



Government expenditures'on premium subsidies, billions of dollars (1999) 


Family income Newly Formerly Other, Total 
as a perCent of insured employer private subsidies 
poverty , coverage 

Subsidies extend to 150% of poverty' 

Total 23.1 8.5 6.2 37.8 
Dollars per newly 

insured: 
0-99 19.6 4.5 4.6 28.6 

$3468 
100 - 124 3.0 2.9 1.2 7.1 

'125 -150' 0.6 1.2 0.4 2.2 

Subsidies extend to 200% of poverty 

Total ~ 26.0 
, 

14.7 i 7.9 48.6 
Dollars per newly 

, insured: 

'0 - 99 

100- 124 

19.6 

3.5 

4.7 
' . ,3.5 

4.6 

1.4 

28.8 

8.4 
$3827 

125 - 149 2.2 3.1' 1.1 6.3 

150 - 200 0.7 
, ' 

3.5 0.8 5.0 

Subsidies extend to 300% of poverty 

'Total 1l.1 77.8 
Dollars per newly 

insured: ' 

0- 99 


32.9 33.8 

' 29.3 

, $4523 


100- 124 


,4.619.6 ' 5.2 

4.1 ­4.9 10.61.6 

125 - 149 4.43.1 ' . .1.4 .. ' 
8.9 

, , 

4.0 9.7 2.1 15.8150 - 199 

, ,200 - 299 ' 1.4 10.4 ' 1.5 13.3 
'1ote: y ' g )1' , p y aEm )10 s eBU methodolo tor etenrumn willin ness to a p gy" g pp y tor subsidies and ' 
for insurance. Percent of persons who drop employer-sponsored insurance:to receive, 
subsidies increases fipIll50 percent as the proportiof! ofins~red workers eligible for 
subsidies increases: ' ' "; , C,',', " , ' ," "": " 

Unofficial Staff estimates. 7/18/94 



Coverage, of the U.S. ·population under 65, current law (1999) 


Family income 
as a percent of 
poverty 

Total 
' population 

(Millions) 

Employer-
sponsored 

, coverage 

Other private 
coverage 

Uninsured 

Percent of income group with' specified· coverage 

Total 232.8 62.7 8!5 17.4 

, . 

- 99 34.8 11.2 7.6 32.6 

100 - 124 10.3 31.7 9.3 35.5 

125 - 150 10.1 39~2 9.9 35.2 

151 - 199 21.3 , 53.5 9.1 27.6 

200 - 299 41.0 74.6 8.5 13.9 , 

300':' 399 37.7 . 74.6 8.5 13.9 

400+ 77.5 83.5 8.5 6.7 

Millions with specified coverage 

Total 34.8 145.6 19.8 40.4 

0-99 34.8 3.8 2.6 11.3 

100'- 124, 10.3 . . 3.2 to 3.7 

. 125 -149. lO.L 3.9 1.0 3.5 

150 ­ 199 . 21.3 11.3 1.9 5.9 

'200 - 299 41.0 ~ 30.6 , 3.5 5.7 

300 - 399 3}.7 28.1 3.2 5.2 

400+ 77.5 64.6 6.6 5.2 

'Note: Medicaid and other ,public Coverage is not shown.EBRI tabulations of insurance 
coverage by income from the March 1993 Current Population Survey were projected to 
match CBO's projection of the Ilumberof uninsured in 1999; . 

.' , ' 

Unofficial staff estimates. ·7118i94 , 



.... '~:' ..' ..... :.: .... ;..;, .. : .. ,... : ... : ............. :.............; ..... 

Methodology f~r ~tim:atihg AltematiyePremlunl Subsidies 

. ,'I . . un,derav6luntarySystem ". 
, ';':, .. , '. . 

.P. Sl10rt (7/19/94). ,.' 


'AssumptiOliS about .current law.coverage 

, ' . " , " . 

.... :(1) . APply EBRi's iilcomedis~buti~~<>ftheufipisured,.(frOl11Jlie Marc~J993CPS)Jo .. : 
GBO's 1.999'::hunlb~r of.lUlfusuccif (4():4·r:niiJipnr:(4ftei..adJ~stirigfor·.population·.· . 
growt~.betW~n '199jahdl999·jnili~;EBIUesti'i:h3-!eLth~Jotais·are·verY similar~. . .' 

"'. ,': ­ .R.ound.ing .to,.one deqimru, . the pereentof 'the'Iioi\elderly"j;k>plilation that is uniru;ured Is" 
.':·;.i:de[)~cal(~7;1·%» ...~ ,'::'; ... ,:, .",:' . ' .. '.. . ". ",~."'.. .. . 

, ..•.. ..(2). The pe=1t~f~e n~';e1deriniop~ati'"1with o~e~ types of~erage byincome :.Iso 
.', t'~:~~;,~. cqn1~. fr~ni )3BRL ". :Coun.tS,ar~~ adju~t~ fot popilla:tiori;·grpw;h. , . 

, .';. '. 'l;;·'·:.r:.\.?:!:::;:!<:~~·:~.:::·; ',' ". ... '., .,,:. '>':"- ",,:.,;., ",~..~.:::,'" . 
' . 

, .. ,', .' 



'for ~ubsidiesuridettlie (iift'e~ent schemes;" 
" 

The, pr~sumption, here 'is thatemploy~rsare subj~t 'to, all~or-notl1ing'rules, so 
noteveiy employee who'd like ,to drop enwloyer<;overage can. " , , 

• ,.' " .:.'.' f' . , , " ~ . 

I am alsoassumingthatindividua,!s g~t the taxbr~::th~tis novi~vailableto·' " 
" employers--so eligible,worker~,are always b~~ter off with the ~ub~i<1y than ' 

, , " stayi.rig, withlheiremployers,: apd, upper.:.income workeiS,don'tlose; much 
, ,(ex~pq~e'(l~y~tage'ofex~rien~ rating) ifthe employer increases" . 
.,eveiy~:me's )vag~ ~d:'dr~ps the plaIC' '" ,. ',' ", .,' 
. ~ '..'.. -. ". . . . ..' ; .' , , ',' .'

:'," / " ",' 

'. ~ " 

" ,oiher:n~t~/coriIiri~ritS "c' 
',;, : .:' ') ,'. 

'.' 	 '''1 '\ • '.,' ,', 

(1) ",Curren~ 'M~i~dr~ipientSare~riti~e1y left:out of, ~h~calculath;ms., I~ Parti~ular; the' " 
;', . "cOstofpre!lli.llm's.ubsidies for current 'Mepicaid recipients, is not. incltided in, the total. ': 

. "'::: > ' :" .. ' < ": .:' :' ' 	 " ~' .. 'Y 

. ." 	 ', , , (2) :'·\dnli..6~apg~sjIl~.c9y~rngy·:thaIare~ttributable'to~e,SUb~sidX;,:s~heme.are.c()ri~i,d~red: 
'. 	Insu~<;e refortit~ 'a1one,.Illig~t en~urage some additional enrollment am~mg up~r, , 

iIlOOme: gr6ups~whoar.~:'¢ligible for the".supsidies; '. , " .'" , , 
.' '_,' " ,', ,..r"." : .. :'.~:.~>'.' ::~:,::'''' ../i"~'.~· >:.<..~'... ,.... .:,.. -:.".'.j: ... . :, ..' ~.: ,' .... ':- ..~:)?/.::.:.:.,,:i.; ··,t~· 

.".-., ' ,(3».. ;",;.,.:;..,," 

"','. 
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I am pleased t9 submit this testimony regarding the Health 

Security Act and the Administration's proposals relating to 

medical malpractice reform. The President is grateful for the 

priority you have given this legislation. Every member of this 

Administration stands ready and willing to assist you and your 

colleagues, so' that we may realize the prompt enactment of this 

historic proposal by the Congress. 

The President's health care reform plan is the most detailed 

and comprehensive health care reform proposal ever offered. As 

with other parts of the plan, the President has committed his 

views to legislation, and my testimony is part of a continuing 

dialogue on those views. 

There are many things wrong with the medical malpractice 

system as we know it today. Some who are injured are perceived 

to be overcompensated; others are undercompensated or shut out of 

the system altogether. There is little empirical evidence that 

the malpractice system deters substandard care or promotes the 

practice of quality medicine. We all know that tbe civil 

litigation system can be inefficient and expensive. We know that 

doctors practice defensive medicine which. at least in part, is 

related to malpractice litigation. While the costs may be bard 

1. 
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to quantify, we do know .that such practices have, ,cont.ributed..to ~ .. , ., '. ' ' '.," . 

the soaring coats of our national health care bill. 

The President's proposal attempts to address the problems 

with the current malpractice system, while recognizing that 

medical malpractice ·litigation is II. fundamental aspect of basic 

state tort law and jurisprudence. We know that virtually every 

state has adopted specific malpractice reforms since the 

malpractice liability insurance crises of the 1970's and 1980's. 

Each of those reforms has been tailored to the unique 

circumstances of the respective state court and civil justice 

system involved. We strongly believe that medical malpractice 

cases should continue to be litigated primarily in the state 

courts and that medical malpractice reform should respect the 

fundamental nature of state :t>ractice and procedure. 

Before I describe the specific reforms contained in the 

Health Security Act, I want to refer to the conclusions of 

several'of the best studies of medical malpractice. Some of· 

these are probably familiar to you, but they are worth repeating. 

However, one of the frustrations about this whole issue is the 

lack of good empirical data to guide our deliberations. For a 

problem of this importance, the scarcity of reliable research 

data is astonishing. I am hopeful that we might address the need 

for top-quality empirical research through this legislation and 

an increased emphasis on federal funding for such research. 

2· 
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The Harvard Medical Practice Study of hospital discharge~ in 

New York in the mid-1980's found that 3.?t of all people 

discharged from the hos~ital suffered adverse medical events. 

Over 25t of those, or 1% of discharges overall, were due to 

provider negligence. 

Only one out of eight patients injured as a result of 

negligence filed a malpractice claim, and only one out of sixteen 

received any compensation from the tort system. 

In New York, the average delay between initial olaim and 

eventual payment was six years, and over ten years for the more 

serious injuries. 

A different study found that many injured parties are 

frequently undercompensated, particularly those Buffering 

permanent, serious injuries. Because payment typically comes so 

long after injury, funds for early rehabilitation are not 

available. 

For every patient who does not receive fair compensation, 

there is a doctor w~o feels financially threatened by potential 

lawsuits, the unpredictability of jury verdicts, and high 

liability insurance premiums. In one major study, over 80% of 

patients who filed suits had not in fact been negligently 

injured. PhySicians view tne malpractice system as haphazard, 

3 
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unpredictable, and personally traumatic, exposing them to the 

attendant costs and delays of our troubled civil justice system. 

Striking the proper balance of competing concerns in this 

environment is not an easy task. There is no simple solution. 

There are strongly 'held views on all sides, and some truth on all 

sides. 

The President's proposal provides two new mechanisms for a 


more sensible and cost-effective approach to resolving medical 


malpractice disputes. First, it encourages consumers and 


,providers to settle malpractice claims outside Of court. Every 


health plan will be requi~ed to develop and have in place at 


least one alternative dispute resolution mechanism, and every 


claim against a doctor or other provider must first be referred 


for alternative dispute resolution before it can be litigated. 


, While ADR is not binding, meaning that consumers 

dissatisfied with the outcome can go to court, it is mandatory. 

Attempting to settle malpractice claims before they get to court 

has rewards for both patients and providers. Parties suffering 

real injuries will pe compensated sooner and claimants with 

smaller claims will have increased access to a dispute resolution 

mechanism. The plan administrators will be aware of those 

providers with a track record of claims against them, and 

4 
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physicians may be. spared the expense and d~et~action of def~ing 

groundless claims. 

Second, the Health Security Act provides that the National 

Practitioner Data Eank will make available to the public the 

names of practitioners who have a pattern of malpractice payouts 

or sanctions. Under the Health Cara Quality Improvement Act, 

malpractice payouts and sanctions are reported to the National 

Practitioner Data Bank and are made available to states or 

accrediting bodies, but not to the general publfc. 

For the first time, the names of licensed health care 

practitioners with repeated numbers of malpractice payments or 

sanctions will be available to the public. Combined with the 

quality measures in the proposal, the public can make more 

informed choices about the practitioners they choose. With 

adequate information, consumers can improve the quality of the 

. health care they receive by their choice of practitioners. 

The Health security Act aleo contains certain proposed 


reforms to discourage the filing of frivolous lawsuits and to 


provide fair, uniform national rules for malpractice awards. 


First, the proposed Act limits the amount Of a lawyer's fee 

to no more than one· third of the amount recovered in a 

malpractice case. However, states may impose lower limits. 

5 
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While some have challenged this proposal as unfair to,plaintiffs~ 
, ~ " >... .' , '. ' 

trial lawyers, it is a change which has already been implemented 

in some form in the majority of states. In fact, the Federal 

Tort Claims Act, under which medical" malpractice suite are 

brought against federally-employed health care providers, 

establishes even lower attorneys' fee limits. " 

Second, under the Administration'S proposal, before a lawyer 

can file a medical malpractice lawsuit, he or she has to first 

consult a qualified medical specialist. and prepare an affidavit 

including a written report by the medical specialist. The 

written report must contain the specialist's determination that 

the specialist has reviewed the medical records, and believes 

there is a "reasonable and meritorious" elaim. Courts can impose 

sallctions against a plaintiff or attorney' for affidavits 

submitted without reasonable cause. 

Third, double recoveries are eliminated by abolishing the 

collateral source rule in both federal and state medical 

m~lpractice cases. The proposal reduces the amount of recovery 

by any amount recovered from another source, such as private 

disability insurance. Again, this is stmple fairness. If a 

health plan already provides for the health coverage needed by an 

injured patient, there is no reason that a malpractice award 

should include this amount. 

I) 
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, Fourth,. ~he propos,,!:l al,low~ eithe:r ~~.t:y. to ,request ,that an 

award be paid periodically rather than in a lump sum. The judge 

would ~etermine the schedule based on the needs of the injured 

party. This proposal, which is consistent with the 

recommendations of the National Conference of Commissioners on 

Uniform State Laws,' is important for both injured parties and 

defendants so that damages will compensate people at the time 

they Deed the money. 

Over the past months, we have examined many different 

options. I know that distinguished Members of the Committee may 

have different ways of addressing the same problems we have 

ident.ified. We hope to discuss how best to accomplish our common 

goal. 

One of the issues that has been debated is consideration of 

caps On damages in malpractice cases. Many urge that a limit be 

placed on non-economic damages, such as pain and suffering. 

We have examined that issue in detail, and heard every 

opinion. It was decided not to recommend caps on damages, and 

let me explain briefly why that decision was made. First, we 

have designed a series of changes intended to address specific 

problems with the malpractice system. If we address the problems 

of frivolous lawsuits and the lack of effective quality measure.B, 
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and if we plaoe limits on double recoveries, there is no reason 

to place arbitrary limits en damages. 

Second, as I mentioned earlier, studies have shown, and it 

is obvious, that those affected by caps on damages are those most 

severely injured who are likely to get large awards. It is those 

same individuals who need the money to allow them to get on with 

their lives. No one wants'to tell persons who have been severely 

injured through the negligence of others that they will not get 

compensation because there is an arbitrary limit, and that they 

are simply out of luck. 

Third, the states have enacted various limits on damages, 
/

and a few states have even held a cap on damages to be 

unconstitutional under their respective state Constitutions. ' It 

would disrupt those state initiatives to impose limits at the 

federal level. The state limits vary widely. For example, 

California has a cap on non-economic damages of $250,000; Indiana 

has an overall limit of $750,000 for all damages. 

The Health Security Act attempts to strike a balance between 

the needs of those who are injured and those working diligently 

to provide high quality health care~ We believe we have done 

that. We recognize that this is a controversial area, with 

strongly held views on all sides. 

a 
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Let me also add that the problems Of the medical malpractice 

system are exemp·lary 'of the many difficulties confronting our 

civil justice system at both the state and federal levels. The 

austice Department has undertaken a major access to justice 

study,a.imed at reducing the coste and delays of civil 

litigation, increasing access to our justice systam for all 

litigants, and restoring public confidence in a system which is 

fundamental to" our concepts of law and liberty. I am hopeful 

that we will soon formulate proposals that will address the 

problernsinherent in medical malpractice and other kinds of civil 

litigation. 

I appreciate the opportunity to discuss our views and I look 

forward to working with all of the Members of this Committee in 

the months ahead as we move forward -in our historic effort to 

guarantee health security for all Americans. 

9 ' 



