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U.s. Department of Labor -~ Pension and Weltare Benelits Administration
, Washington. D.C. 20210 :

July 11, 1993

- MEMORANDUM FOR: . TﬁE FIRST LADY

FROM: . RICHARD P. HIN%E;%%2L44%Z(
' U.S. DEPARTMENT OF LABOR}
SUBJECT: Job Losses and National Health Care Reform A

There has been considerable speculatlon recently about job losses
that might result from an employer mandate contained in the
health care reform proposal. Some estlmates?have placed the
number of jobs that could be lost in the millions.

There is 11ttle emp1r1cal basis for most of these prOJectlons.
The few reputable analyses that have been attempted in the
context of employer mandates contained in prior proposals have
set the number of job losses as low as 60, 000 and as high as 1.5
million. The attached paper provides a brlef discussion of the
" major issues relevant to the analysis of employment impacts and
contalns summaries of the major studies in an appendix.

The existing analyses may not be applicable to the
Administration’s forthcoming proposal. Their conclusions are
extremely sensitive to the specific elements]of earlier
proposals, particularly the level of benefits mandated, the
.financing mechanism (premium versus payroll) and most importantly
the absence of subsidies for low wage workers.

All jobs 1mpact analyses have some common elements. These are
discussed in greater depth in the attached paper. The two key
issues are:

Who ultimately pays: Labor market theory expects workers to
pay for most of the increased benefits |through reduced
wages. The extent to which this occurs lowers any
employment effects. Shifting of costs from employers to
workers increases with time but is constralned for low wage
workers. Minimum wage workers cannot have wages reduced.
This requires employers to pay the full amount of any
additional benefits. ,

How sensitive to labor costs are employment levels:
Economists vary widely on the estimate|of the employment
loss that will result from labor cost increases. There is
agreement that the employment losses ffom a.given level of

higher employer costs increases with tlme. High sensitivity

estimates use factors ten times those of the low end.
Mainstream estimates are that over the| long-run there is a
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0.5 percent'declinelin employment for a| one percent increase
in employer costs. | :

. | ’ .
The results of any analysis are highly'depengent on the
assumptions about these key variables. Studies showing large job
impacts are generally short term projections| that assume
employers will pay the full cost of benefits, use high
sensitivity to cost employment assumptions and presume no
subsidies. The studies show1ng minimal job !losses are long term
projections that assume wage adjustment w1ll:be made through the
normal operation of labor markets and 1ncorporate large
subsidies. i
Studies such as the receht NFIB sponsored report that purport to
to indicate "jobs at risk" (some as high as .15 to 20 million)
show only workers whose beneflt costs may 1ncrease and ‘
incorporate none of the key analytical processes. These are
essentially meanlngless., |
Administration staff arelcurrently working on a complete
employment impact projectlon that will be based on the specifics
of the reform proposal. | This cannot be comp&eted until key
design issues are resolved, most critically the cost of the
benefit package and the sub51d1es directed to small firms and low
wage workers. A complete]analy81s should be available shortly
after the President reaches final dec151ons;on these issues.

A reasonable expectatlon|1s that there will be some employment
losses concentrated among very low wage workers and in small

- businesses because they do not currently proylde health benefits
to these workers. Some of the potential employment losses can be
avoided through sub31d1es directed to the employers of low wage
workers. These types of subsidies are extremely difficult to
design, complicated to a?minister and can bé very expensive.

Over the long term there should be 51gn1flcant realignment of
employment from health insurance and other sectors into direct
health care. This effectlls separate from the consequences of the
employer mandate. ;
A 1
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A BRIEF REVIEW OF THE POTENTIAL
EMPLOYMENT EFFECTS OF MANDATORY HEALTH BENEFITS
|

RICHARD P. HINZ |
U.S. DEPARTMENT OF LABOR
JULY 1993

The imposition of an employment based healtﬁ benefits mandate
will result in a significant increase in the| cost employers must
pay to provide benefits. This could cause employers not
currently providing health benefits, -mostly Ismall businesses, to
face a major change in their cost of labor. An employer mandate
will also substantially alter the amount and pattern of health
‘care consumption.. Both the labor cost and health care spending
ramifications of mandatory coverage have potentlal employment
consegquences. :

i
The direct labor market effects of a mandate may be considered in
terms of three closely related categories: ; ‘

* A potentlal loss of jobs due to a hlgher cost of labor - A
reduction in the demand for labor.

* Changes in the wllllngness of some groups to enter or
remain in the labor market - Labor supply effects.

* Changes in the number and dlstrlbutlcn of jobs within the
health care 1ndustry ' i '
. i

LAJN)RJDEB&ADH)

Most analyses of employment effects focus on the general
employment demand effect of health care reform. The underlying
basis of these projections is the concept that mandating benefits
that have not prev1ously been provided, or whlch are above the
current level, will increase the cost of labor. When the
utilization of labor is price sensitive (a competltlve market) an
increase in costs will lower the demand for labor and lead to
decreasing employment. i
Over the past several years a number of ana&yses have sought to
estimate the labor demand effects of an employer mandate. These
estimates range from employment losses as low as 60,000 to as
high as 1.5 million jobs. Most of the varlatlon in these
estimates is the result of differences in the basic
characteristics of the mandate proposal such as the generosity of
the benefits package and the nature of the flnanc1ng mechanism
(payroll tax or premium). The sen51t1v1ty‘to these basic design
parameters tends, to obscure much of the comparablllty of these
analyses. Several critical issues are, however, common to the

i
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evaluation of any labor demand analysis. ;

WHO PAYS FOR THE BENEFITS - THE'INCIBENCE OF;COSTS.

If the costs of the mandate are paid entlrely by the employer
and, therefore, represent an increase in the.cost of labor the
employment effects can be expected to be negative and in
proportion to the cost increase. Conversely; if wages or other
compensation are lowered to completely offset any increased
benefits the total labor cost is unchanged and there should be no
employment effects. The degree to which costs are effectively
passed on to workers is. 11kely to be dependent on the interplay
of factors related to the timing of the mandate, underlying
economic conditions and the nature of any partlcular labor
market. E
The general equilibrium theory is that market forces limit the
compensation of workers to the value of their ‘marginal
production. Externally imposed increases in ﬂabor costs,
therefore, require downward adjustments in compensatlon. The
dynamics of labor markets are such that these changes tend to
occur over a period of years due to rlgldltles in the wage
structure imposed by a range of factors 1nclud1ng collective
‘bargaining agreements and the often less formal but equally
restrictive, compensation setting practices of employers.

A mandate imposed ‘with short notice or a great deal of
uncertainty regarding its cost provides mlnlmal opportunlty for
compensating wage .adjustments. Conversely,«a long phase in
period greatly increases the likelihood that employers and
workers will forgo wage increases or otherw1se adjust the value
of compensation packages (labor costs) so that the workers bear
the full cost of the mandate. ‘ |

General economic condltlons are relevant to thls process., A
period of high inflation will facilitate wage. decreases by
permitting employers to achieve real wage decllnes simply by
holding nominal wages constant. Increases 1n labor productivity
may similarly facilitate the shlftlng of cost burdens. During a
transitional period, productivity gains exceedlng real wage
increases can offset increased benefit costs. This can maintain
the marglnal product of labor versus cost equlllbrlum preventlng
changes in employment levels. i

The character of individual labor and product markets also play a
role in the incidence of benefit costs. Workers are generally
presumed to accept a benefit for wage exchange to the extent they
perceive the benefits of the mandate to have/ | value equivalent to-
the level of wage reductions required to obtain them. Tax
considerations and community rating requlrements are important to
this process. The replacement of taxable wages with tax preferred

benefits should be desirable to workers fac1pg tax rates above
|




zero providing the benefits are perceived to'lexceed the
difference between their nominal cost and the tax rate (the true
after tax or wage, equivalent cost). :
If the costs of health beneflts vere calculated on an individual
basis and were perfectly aligned with each workers expected
utilization of services this exchange would be ‘simple. Problens
arise with group rates (in particular communlty rating) and from
workers facing low tax rates. Workers with below average
"utilization (young and healthy) paying a cost averaged across a

. large population may not accept wage offsets| equal to the
employers costs because they belleve,that their benefits are not
matched with the cost. This is exacerbated hy the fact that
these same workers are often those with no taxable income (below
$15,000) and who therefore do not effectlvely obtain a subsidy in
" the exchange of taxable wages for non-taxable benefits.

.The extent to whlch these circumstances may 1ead to a cost
incidence on the employer, the consegquent employment 1mpact will
vary with the nature of the employer and thel labor market in
which the employer operates. Some 1ndustr1es nay be able to pass
along the costs of mandated benefits in the form of higher
prices, particularly if there is no substitute product and all of
their competitors face equivalent increases |in labor costs.
Employers may also be able to impose wages dbcreases if workers
face few alternatives employment opportunities (where labor
markets are highly segmented). Conversely, ! readlly available
substitute products and a sellers market for labor will, to a
greater extent, impose the cost on the employer.

Constrained labor and product market condltlons may apply to the
Hawaiian experience with mandated benefits. The unique geographic
circumstances place a high cost on substltute products,
especially in a service oriented economy. Thls facilitates
absorption of increased benefits costs through higher prices.
Limited labor mobility may also enable employers to more readily
impose wage constraints on workers. The 1nteract10n cf these may
explain the limited employment effects of Hawa11 s health
benefits mandate. : ‘

The most rigid constraint that will 1mpose the full incidence of
a benefit mandate on employers are minimum wage laws. Employers
of minimum wage workers who prov1de no current health benefits

" will experience an increase in labor costs bf the full amount of
the benefit mandate as they are legally constralned from
negotiating a wage offset. Unless these employers are able to
pass along the cost in the price of products their workers are
likely to incur the greatest level of emplovment effects.

Labor economists generally agree that over the long term the

compensatlon equilibrium will be maintained|through adjustments

in prices or wages following the 1mp051tlon of a benefits mandate
S |
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except where specific constraints (minimum wage laws) are
applicable. Most research shows that this has generally occurred
except among younger and low wage workers. There is broad
agreement that any job losses that occur will be concentrated in
this segment of the workforce. |
The analyses of employment impacts which conclude that there
would be modest effects (less than 100,000 ]ObS) are those which
take a long term perspective and assume that, to the extent
legally possible, the incidence will fall on!the worker. They
conclude that employment effects will be prxmarlly concentrated
in minimum wage workers, implicitly bellev1ng that the effects on
' this group can be somewhat mitigated throughlprlce increases
although there is no specific analysis of individual labor and
product markets. H

Analyses concludlng employment losses in excess of 1 million are
generally short term in perspective. These studles assume a
hlghly rigid wage structure resulting in 81gn1flcant labor cost
increases. They generally do not take into account potential
price increases and assume that the mandate ﬂs imposed over a
short term and effective 1mmed1ately, thus precludlng vage
adjustments during a phase in period. Impllcltly, due to the
short term perspectlve, these analyses dlscount the effects of
"productivity 1ncreases, inflation or the tax,preferred nature of
health benefits in facilitating compensation tradeoffs that might
limit employment impacts. i

SENSITIVITY OF EHPLOYMENT TO LABOR COST =~ DEMAND ELASTICITY

The second major aspect of a labor demand analy51s is-the
sen51t1v1ty of employment to the total cost of labor. While it
is generally accepted that increased costs lqad to a diminished
utilization of labor there is little consensus regarding the
magnitude of these changes. One of the reasons for this is the
absence of any comparable experlence from whﬂch to draw
conclusions. i

This is a problem both in regard to isolating the "pure labor
cost" effect from other factors that may be affecting a natural
experiment and in the applicability of prior ,experience to health
care reform. It is particularly problematic;in the context of a
health benefits mandate because the potentlal magnitude of the
cost increase that may be imposed is beyond Qhe scope of what has
been observed. The employer of a minimum wage worker required to
provide family coverage might experience a 40% increase in labor
costs. Extrapolating to this level of cost increases from much
smaller increases that can be observed introduces a great deal of
uncertainty to the estimates. : ' '

The sensitivity of employment to cost change§ is generally
expressed as a "demand elasticity", the ratio of the percent
¢
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change in employment to the percent change 1n labor costs.
Estimates of this relationship in recent years have ranged from
as low as 1/10th of percent decline in employment for each one
per cent increase in costs to as high as nearly a 2% decline in
employment. Recent general estimates based en observation of
mandatory benefits such as Worker's Compensatlon cluster around a
1/2 percent decline in employment resulting from a one percent

" labor cost increase. These relationships vary for individual

markets, by wage levels and from the long to /the short term. The
short term sensitivity is generally accepted to be significantly
less than over the long term. i

» i ‘
The labor demand sen51t1v1ty estimate, in comblnatlon with the
assumption about the incidence of costs, are the crux of
virtually all analyses of the employment 1mpact of health care

‘reform. An assumption that workers bear the full incidence of

cost makes the demand elast1c1ty far less 1mportant and of
relevance primarily to minimum wage workers.‘The view that there
are significant impediments to cost shifting makes the elasticity
of demand for labor paramount. ;
Analyses that reach the conclusion that there will be very large
employment effects place all or most of the cost incidence on
employers and posit a high sen51t1V1ty of employment to labor
costs. These may be criticized as matchlngla short term cost
incidence assumption with a long term labor demand elasticity.
Analyses that find minimal impacts generallylantlclpate a -high
level of cost shifting and a relatively low level of sensitivity
of employment. i

i

A complete analysis would provide estimates]over the short and
long term and vary the incidence and cost sensitivity parameters
appropriately. This would be likely to conclude that the two
factors will tend. to offset one and other as[they vary in
opposite directions (cost shifting mlnlmlzlng the impact while
the negative elasticity of demand is accentuated with time). The
level of cost shifting can be anticipated to|have a ‘
proportionately greater effect over time as la full cost shift
eliminates a worker from the group potentlally affected by labor
demand shifts. ThlS interaction should result in a declining

employment 1mpact over time. g

The lack of thlS type of dynamic projection is a major deficiency
of the analyses to date. In addition to the}uncertalnty and very
generalized assumptions about the key elements of cost incidence
and labor demand, most present either a fully phased in system
that has reached an equilibrium state or presume an immediate

‘mandate with no opportunity for compensatlng adjustments in labor

markets. The former obscures what is llkely to be a complex
process played out over several years in a w1dely varying manner
across different industries and labor markets. The latter is
simply an unrealistic possibility, the analyels of which sheds

|
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little light on what is likely to occur.

The consideration of these two key determinants of possible
disemployment effects highlights the 1mportadce of several design
aspects of a reform proposal. Any employment effects will be
directly proportional to the cost of the mandated benefit
package. In combination with a community ratlng requlrement as
discussed above, an expen51ve mandatory beneflt level will impose
significant problems in regard to wage shifts for young and low
wage workers. The degree to which legal (mlnﬁmum wage) and other
rlgldltles lead to increased labor costs for:this group wlll be
the primary determlnant of job losses. |

This makes the structure and extent of sub51d1es for low wage
workers a critical aspect of the system de51gn. A design that
efficiently targets subsidies to the employers of workers subject
to the dual problems of wage rigidities and hlghly cost sensitive
labor demand can potentially mitigate most of the adverse
employment impact of a mandate. This is an extremely difficult

- task due to the complex1ty of possible sub51dy schemes and the
lack of prior experience on which to base expected outcomes and
because the level and targeting of these subsidies is contingent
on an accurate assessment of the dynamics ofjthis segment of the
labor market. Subsidies that fully offset employment effects are
also likely to be very expens1ve. |
The manner in which dependents and part- tlme workers are treated
under a reform is also important. The extenteto.which employers
are required to pay the full benefit costs of less than full time
workers will create potentially significant cest advantages for
employers to substitute fewer full time workers for part timers.
In general a fixed benefit cost for full time workers and any
cost for others will make it more attractive;for employers to use
existing workers at overtime rates rather than to add to their
workforce during cyclical upswings or the eaxly stages of an
expansion.

The treatment of dependents under a mandate may also have
employment substitution ramifications. Empleyers facing a
differential cost for workers with and wlthomt dependents may
‘have cost incentives to substitute single workers for those with
families. The potential for this will be dlctated by the pricing
and coverage requirements for dependents, partlcularly those who
are working.

H
H

LABOR SUPPLY ' |
The imposition of:'a health insurance mandate:on employers may

also have an impact on the willingness of some workers to enter
or remain in the labor market. While a greaf deal of attentlon
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has been focussed on the consequences of labor demand changes
these potential labor supply effects have been afforded little
interest. :
When the total level of labor costs maintains| a long term
equilibrium through compensating adjustments|1n wage levels some
workers wages may be expected to fall more than the value of the
additional benefits they receive. This is partlcularly an issue
when a community rate for benefits such as health 1nsurance is
mandated.

!
:
H
i

Communlty rating by definition results in half of the populatlon
receiving benefits below the mean. This 1mposes a potential
disincentive for young and healthy workers to| incur the average
cost in the form of a wage reduction. A famlly rate structure
and subsidies for non workers poses similar problems. The non-
worker, through subsidies, may be able to keep coverage at no
cost. Likewise a family member who, when not‘worklng, is simply
an addition to a family policy, faces a similar zero cost of
coverage while out of the labor force. This thentlally
diminishes the incentives for some workers to}enter or remain in
the labor force. u
When the incidence of benefit costs fall on workers and coverage
is universal a mandate may function as a "tax" on some labor
resulting in a diminution of labor supply. Estlmatlng the -
sensitivity of labor supply to this "tax" has all of the
difficulties attendant to estimating demand elast1c1t1es,
particularly the lack of a comparable precedent from which to
‘project behavior. !

The generally accepted view is that the labor supply behav1or of
workers who are the sole or primary earners qor a family and who
have no alternatlve sources of support is unaffected by marginal
changes in the effective tax rate at the level imposed by a
health insurance mandate. High wage earners (above the median)
are also presumed to be have inelastic labor;supply behavior.

This leaves several sub-groups on which the mandate may have some
effect. The two of greatest relevance are older workers nearing
retirement and individuals currently out of the labor force and
receiving medicaid.

Currently many workers eligible for retlrement benefits -but not
yet eligible for medicaid (55 to 64 year olds) may be remaining
in the labor force primarily to retain health benefits as part of
an employment based group. Their implicit cost of this coverage
is usually far below the benefits received and much less than
alternatives they would face upon leaving employment. This is
especially true of those with pre existing conditions who could
not purchase coverage at any price upon leaving employment.
Universal coverage, elimination of pre existing condition

i
1
H
i




8

exclusions and community rated prices could i
older workers to 1eave the labor force. [
i

Alternatively, famllles now receiving medlca%
coverage upon enterlng the labor force. Thls
effective "tax" on their labor that may be as
estimates, creating a powerful disincentive t
mandate with subsidies directed toward these

could remove this barrier because these. famll
to maintain coverage at presumably low costs .

‘the labor force at low wage levels. This cou

create a significant p051t1ve labor supply re

As with the labor demand analysis con51derab1
regarding the magnitude of labor supply respo
There has been no 51gn1f1cant analysis of thi
has attempted to ass1gn a number or prOJect o
any supply effects are likely to occur primar
'subgroups of the population that are the focu
major elements that must be considered in the
proposal, the treatment of these groups (olde
recipients, low wage secondary workers) w1111
. supply results. '

The conventional w1sdom, to the extent it ex1
are likely to be offsetting supply changes th
labor supply essentially constant but cause a
level of substitution among workers. Low wag
remaining in the labor force primarily to ret
and low wage spouses of high wage workers w1l
extent. Current medicaid recipients, to the
remain out of the workforce to retaln health

I
presumably . replace themnm. i

HEALTH CARE INDUSTRY EFFECTS
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at will leave net
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1 depart to some
‘degree that they now
beneflts will

The universal health insurance coverage that
mandate and expanded programs to cover non~wo
potentially very significant consequences foq
utilization of health care services can be an
increase commensurately with the increased cd
A reform which leads to changes in the patter
consumption, away from acute care and toward|

long term care, also has. ramifications due to

and’ types of labor requlred for these serv1ces.

A managed competltlon type of reform with man

will result from a
rkers has
enmployment. The
ticipated to
verage and spendlng.
n of health care
preventative and
the dlfferlng 1evel

dated unlversal

coverage will likely have three types of. effects on employment

- within the health care industry. It will subs
employment in the admlnlstratlve occupations
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current structure of the 1ndustry, increase employment overall in
health care services, and alter the mix of ]obs within the
industry. |

¢
|

It reasonably ‘certain that major enployment reductlons will occur
in the insurance industry and in hospital admlnlstratlon. This
will be due to the standardization of admlnlstratlve practices
such as claims processing and the reduction of experience rating
and medical underwriting in most insurance contracts.

|
Most analysts project a significant consolidation in the
insurance industry as smaller insurers face jncreased competltlon
for larger groups. Consolidation of ‘small enployers in
purchasing groups will also reduce employment in the marketlng
and administration of insurance. The sav1ngs in all of these
sectors will provide some of the resources to finance universal
coverage. The employment losses in these aréas will be directly
proportional to the savings achieved and are'|likely to be in the
hundreds of thousands. i

Increased expenditures on health care (flnanced partially through
these savings) and the reallocation of resources toward health
care resultlng from the mandate will lead to! substantial
increases in employment in the health care 1ndustry This
employment growth 'will be enhanced to the extent consunmption of
services is redirected toward preventive practlces and long term
care both of which are relatively labor 1ntensxve. Large
increases in the employment of nurses, nursewpractltloners,
physicians assistants, all of the occupatlons related to the
operation of long term care facilities can be expected.

As with the general labor market effects these trends will
develop over time. It is likely that the job losses in the
administration of insurance and health care w1ll come early in
the process with the job gains occurring somewhat later as -
consumption of health care slowly 1ncreases.j This time variance
will also be caused by the lags requlred to traln workers to fill
the demand in the health care sector in occupatlons such as
nursing that have often had labor shortages and which requlre
substantial training. ,

It is not unreasonable to expect, however, that because the
reduction in expenditures on administration w111 be less than the
increase in spendlng on health care, over the long term there
will be a net increase in employment in the health care sector.
This will be preceded, however, by a period of some employment
losses in conjunction with dislocation and retralnlng of workers
before a new, stable, and potentially higher| level of employment
is reached. :

|
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CONCLUSIONS

A definitive analy51s of the total employment effects of health
care reform has yet to be developed. The results of any analysis
are highly sensitive to the specifics of fundamental design
issues such as benefit levels and the subsmdles afforded low
income workers. Projections made in the context of prior
proposals are, therefore, generally not appllcable to alternative
designs. 4 j

Previous studies have provided estimates address1ng only the
effects of an employer mandate on the overall demand for labor.
These analyses project a decline in labor demand ranging from
60,000 jobs to up to 1.5 million jobs. These projections
1ncorporate widely varying assumptions abouti| the. ability of
employers to shift costs and the sen51t1v1ty¢of employment to
these costs, factors about which there is noj/broad consensus
among analysts. The high job loss analyses use worst case
assumptions and make a short term point in tlme estimate. The low
estimates are long term equilibrium state projectlons. This
fundamental difference further obviates thelr comparability.

It can be expected that a mandate will have some negative
employment consequences as employers (prlmarlly small businesses)
react to increased benefits costs. These canibe minimized with a
transition period that facilitates wage adjustments and
effectively targeted subsidies, particularlywif the subsidies
efficiently reach employers of low and minimum wage workers.
These types of subsidies are complicated andﬁpotentlally very
expensive but are the key element of a system design in regard
~it’s employment effects.

i
i
I

A complete picture of employment effects should 1ncorporate an
analysis of labor supply shifts and changes 1n the health care
industry. Universal coverage may induce movements both in and out
of the labor force that could be offsetting./ The health care
industry can be expected to increase its share of employment
after a period of some dislocation. Some of\thls increased
employment will be a realignment from other industries, however,
which decline in size as the health care industry grows.
A reasonable expectation of the employment consequences of health
care reform would anticipate some job losseslln general and
con51derable short term dislocation within the health care
industry. This would be followed by cons1derable job growth in
the health care industry, as people enter work there instead of
other industries. The long term result of the reform would,
therefore, be the.job losses associated with. the increased
employer costs of hiring workers and some degree of shifting of
employment into the health care industry.

i
!
1
!
t




APPENDIX

SUMMARY OF STUDIES AND TESTIMONY OF THE EKPLOYHENT IMPACT OF

MANDATED BENEFITS

!
: '

Sheils, John.
the United States Senate Commlttee on F1

&)

The witness was asked to discuss the potentla
employment under the Health America Act, a pa
which employers would face the option of pro
insurance or covering workers under a payroll
be about 8 percent of payroll. Most economis

i

Vice Pre51dent Lew1n ICE

Testimony before
June 9, 1992.

nance,.

1 for lost

y-or-play plan under
ildlng health

tax contemplated to
ts agree that any

loss of employment resultlng from this plan would be concentrated

primarily among minimum wage workers. It is;

ibelieved that most

employers of 1ow-wage workers would choose to pay the tax rather

i
E

than prov1de insurance.

There is remarkable consensus among economlst

s that the loss of

employment due to increases in the minimum wage has historically

been small, with most of the impact concentra
teens. Lew1n-ICF estimates that the loss of

Health America Act would be between 23,000 and 63,000 jobs.

estimate is consistent with 1ndependent job ﬁ
developed by Dr. Kenneth Thorpe, Dr. Karen Da
Congressional Budget Office.

ted among young
employment under the
This
058 estlmates

v1s, and the

i
Custer, William S.
Research Institute.
Senate Committee on Finance, June 9,

o]

199

Director of Research,
Testlmony before the United States

Employee Benefit

2.

Based on a simulation done by the Employee Beneflt Research

Institute (EBRI), between 200,000 and 1.2 mll

lion workers could

become unemployed as a result of a mandate that employers -

provided health benefits.
other benefits do not change as health benefl

These estimates assume that wages and

ts are added.

Under a play-or-pay plan, with a 9 percent payroll tax, EBRI
estimates that between 130,000 and 965,000 jebs could be lost if
wages and other components of total compensatlon do not adjust.

l
i
i

j

Health Care Mandate."

Economic Committee (1992), April 9, 2

o

199.

This study eetlmates that according to consez
pay or play mandate with a 7% tax will cause
to lose their jobs in the first year of 1mpl<
of this job loss falling on workers in busine

i

i
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'vative estimates,

ementation,
esses with under 20

YRun From Coverage' Job Destruction from a Play or Pay
Prepared for Rlchard A. Armey, Joint

*

a
over 712,742 workers
with 43%



2 {
employees. The four states of California, Texas, New York, and
Florida would account for 42% of these job losses. A 9% payroll
tax would result fn the loss of 807,416 jobsi : ‘
] .
This study utilized data on payroll costs from the paper, "Pay or
‘'Play Employer Mandates: Effects on Insurance Coverage and Costs,"
by Sheila Zedlewski, Gregory P. Acs, Laura Wheaton, and Colin ,
Winterbottom, published in the U.S. Department of Labor's Health
Benefits and the Workforce. It then took the%e costs and
~ calculated firm-specific costs and the negatlwe employment
effects they generated by assuming a demand elasticity of =-.73
‘for those workers‘currently uninsured and a demand elasticity of .
-.40 for those workers requiring upgraded 1nsurance. These
estimates of demand elasticity were con51dered to be conservative
in light of the evidence that the short run demand is very
elastic. (~-0.87 to ~1.20) for workers wlth the characteristics of
uninsured workers. . . | :

o The follow1ng three studies by CONSAD Research Corporatlon
were each de51gned to measure the potentlal impact of an -
‘employer mandate on the levels of employment for different
groups. Information from each study 1slpart1y taken from

~prev10us CONSAD studies.

o] "Jobs—At—Rlsk and Thelr Demographlc Characterlstlcs
Associated With Mandated Employer Health Insurance."
Prepared by CONSAD Research Corporatlon for The
Partnershlp on Health Care and Employment Aprll 1992.‘.

E

Flndlngs indicate that under a federal pay or play health

insurance plan, -about 9.1 million jobs would be at-risk (12%

of private sector jobs where workers are employed more than

18 hours per 'week). "At-risk" entails dramatlc changes in

the employee (compensation package through wages, hours,

benefits and/or loss of job. It is measured by comparing
the additional premium costs to wages. iBy definition, only
workers earning under $10,000 can be con81dered to held an
at-risk job. One-third of all employees working more than

18 hours per week who do not receive own~employer coverage

would be part of thlS at-risk group.

Sllghtly more than half of the jobs-at~r1sk are held by
workers ages i19-34 and 57% are held by women. Three-fourths
of the jobs-at-risk are held by white workers while one-
fifth are held by people who have. not completed high school.
" 28% of jobs-at-rlsk are held by members!of families with
annual 1ncomes 1ess than $10,000., i

Three- fourths of workers ages 18 and yohnger hold  jobs-at~
risk. 18% of women (9% of men), 16% of‘Afrlcan—Amerloans

1
|
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3
risk. 18% of women (9% of meﬁ), 16% of;African—Amerioans
and Hlspanlcs (12% of white workers), and 83% of workers
earning less than $5,000 per year also ?old jobs—at~rlsk.

This analysis excludes workers employed'|less than 17.5 hours
per week and ‘assumes an employer premium share of 75%.

o} "Employment Impacts Associated Wlth Proposed Employer
Health Insurance Optlons." Prepared by CONSAD Research
Corporation for the Health Care Flnanc1ng Corporatlon,
March 1, 1993. - |

i

This study estimates the effects of four health care reform
proposals on employment- H.R. 5936, S. 1227 the California
proposal, and the Jackson Hole Group proposal The study
concludes that H.R. 5936 would have the!smallest impact on
employment (200,000 to 400,000 jobs-at-risk), the California
proposal would have the seoond smallesttlmpact (7.3 to 9.4
million jobs—at-rlsk), S. 1227 would have the third smallest
impact (12.5 to 15.6 million jobs-at-rgek), and the Jackson
Hole proposal would have the largest impact (20.1 to 21.8
million jobs-at~risk). By comparison, the'study estimates
the number of jobs-at~rlsk to be 16.3 mllllon in a scenario
where employers would be required to contrlbute all
employees' health care coverage at the same rate they
currently contribute to their insured employees.
The study found that the demographic characteristics of
workers who experience the greatest jobilmpact for one
health proposal would be most affectedyby the other
proposals
(o} "The Employment Impact of Proposed Health Care Reform

on Small Business." Prepared by CONSAD Research

Corporation for The NFIB Foundatlon, May 6, 1993.

1

This study utilizes the same methods as CONSAD's earlier
report for HCFA, only this report also .includes the Heritage

Foundation proposal. i

In establishments with fewer than 500 employees
(representing 68.7 million prlvate-sector workers), it was
concluded that both the Herltage Foundatlon proposal and the
House proposal would result in a negligible total of jobs at
risk, while the California proposal would result in 9.6% of
total private sector employment in jobsLatrrisk (6.6 million
workers), the Senate proposal would result in 16.7% in Jjobs-
at-risk (11.5 million workers), and the Jackson Hole Group ,
proposal would result in 23.6% in jobs-+at-risk (16.3 million
workers).

i
{
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o Mitchell, Olivia. "The Effects of Mandatory Benefits

Packages." In Research in Labor Economics. Eds. L. Bassi,

D. Crawford and R. Ehrenberg Greenwich, CT: JAI Press,

1991: 297- 320 : :
In general, the literature suggests that when labor costs rise by
10 percent, overall labor demand will be reduced by 1 to 5
percent. Mandating employers to prov1de health benefits is
likely to alter relative labor costs in addition to overall labor
costs; this will likely induce employers to substitute away from
low-wage, low=-skilled employees toward more hlghly-skilled labor
and capital.

Many researchers have equated the mandating of health benefits to
an increase in the minimum wage. Nearly every study done in this
area has concluded that raising the minimunm wage 'by 10 percent
results in a 0.5 to 3 percent reduction in employment among
teenagers, with a much lesser effect among adults.'

i
The literature also suggests that absenteeisn would increase as a
result of an employer mandate, since the value of the benefit to
workers is not affected by a few additional absences. If health
coverage were mandated, changing jobs would be made easier,
leading to higher recruxtment and training costs, which reduces
productivity and output. 1In addition, more people might be
induced to enter the labor force, as was seen in a study where an
increase in unemployment insurance paymentS!by 20 percent
increased the fraction of women working by L percent and raised
the hours worked by women by 12%. ,

i
1
i

o Klerman, Jaccb Alex. "Employment Effects of Mandated Health
Benefits." 1In Health Benefits and the Workforce. U.S.
Department of Labor, Pension and Welfare Benefits
Administration, 1992. 5

In this study, Klerman compares the first order effects of
mandated health benefits to the impact of ra1s1ng the effective
minimum wage. Estimates of the employer cost of mandated
coverage range from 10 to 40 percent of the annual wages of full-
time workers earning the minimum wage. From this, it was
concluded that a ten percent rise in the mlnimum wage would yield
a less than two percent decrease in employment However, it
should be noted that the recent increase in | the minimum wage
combined with the potential imposition of a: mandated benefit will
result in increased uncertainty as to the exact magnitude of the
employment effects. §

In terms of the affected population, workers who would lose. their
jobs and/or wages will be concentrated among those who currently
do not have employer-provided insurance (about 13 percent of all




o
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workers), as well as among those who are curgently covered by
another family member's employer (about 25% of all workers) .
These workers are likely to be young and partLtlme workers of
small employers, many of -the same workers who| are currently
uninsured. | ‘
|

o] Karen Davis, Professor of Economics and/Chairman, Department
of Health Policy and Management, Johns Hopkins University
School of Hygiene and Public Health. Testimony before the
United States Senate Committee on Labor and Human Resources,
100th Congress, November. 4, 1987. g

The testimony was regardlng 8. 1265, the Mlnlmum Health Benefits

" For All Workers Act of 1987. 1In her testlmony, Ms. Davis cited a

study which used the Data Resources Instltute econometric model

to predict that there would be a loss of about 100,000 to 120,000

jobs from mandating insurance coverage. on employers (adding about

.1 percentage pomnts to the unemployment rate) Much of the
unemployment effect will be concentrated among African American
teenagers. It was emphasized that this study may actually
overestimate the loss of jobs, since it doesi/not consider the
creation of jobs from new health services (whlch Davis estimates
to be about 100,000 new jobs).

i

The sectors of the econony most likely to bé affected by the
mandate are retail trade, the service sector,fand the
construction sector--sectors which have less impact on .
international competltlveness i
In her testimony, Davis criticized a study done by Gary and
Aldona Robbins for the Institute for Research on the Economics of
Taxation (IRET), which estimated a loss of one million jobs from
the same proposed legislation. Davis clalmed that the IRET study
overestimated the per worker cost of the S. 11265 benefit package,
it assumed that most employers would have to upgrade existing
coverage, it failed to account for coordination of benefits to
avoid duplicate coverage, and it did not consider the creation of
any health services employment. ,

i
i

i
|

l
o Dr. Edward M Gramlich, Actlng Director Congressional Budget
Office. Testimony before the United States Senate Committee
on Labor -and Human Resources, 100th Coﬁgress, November 4,
1987. |
While the testimony does not focus on unempioyment resulting from
‘mandated benefits as much as it does on cost estimates, some
unemployment estimates are provided. Gramllch believes that
Karen Davis is likely to be close to reallty in her estimate of a

!
|
H
i
|
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loss of 100,000 jobs from an employer mandate
insurance package.
Gramlich also cited the Minimum Wage Study Co
concluded from the existing literature that a
the minimum wage would reduce total employmen
workers by one percent to three percent. The
adults would likely be minimal. i

3
|
!

Gary Robbins, President of Fiscal Assoc1
Testimony before the United States Senat
and Human Resources, 100th Congress, Nov

Gary Robbins and Aldona Robbins are co—authox
Health Insurance, a project done for the Inst
on the Economics of Taxation (IRET). They es
would result in a loss of 1 million jobs (1ar
an estimated $100 billion increase in employe
insurance costs. ;
In reconciling the differences between thelr
estimates of researchers who found less of an
enployment, Robbins claimed that survey data

of a minimum health

mmission, which

ten percent rise in
t among teenage
overall effect on

ates, Incorporated.
e Committee on Labor
ember 4, 1987.

s of Mandatlng
itute for Research

timated that S. 1265
gely as a result of
r-provided health

estimates and the
impact on -
indicate that many

existing employer-prov1ded plans would not meet the minimums

specified in S. 1265.

The burden of 1ncreased payroll costs wouldffall more on those in

labor intensive sectors of the economy, more
and more on low wage workers. ‘

|

o Brown, Charles. "Minimum Wage Laws: Aﬁ

Journal of Economic Perspectives, Volum
i

1988, pp. 133-145. |

The author p01nts out that the llterature on

on small businesses,

e They Overrated?"
e 2, Number 3,

Summer

the 1mpact of

raising the minimum wage on employment is generally in agreement.
The more than two dozen time series studles”on the estimated
impact of a 10 percent increase in the mlnlmum wage on teenage
employment find that the reduction in employment amounts to 1 to

3 percent.

This translates into an estimated increase in the

teenage unemployment rate in a range from 0'|to 3 percentage

points.
adversely affect African American teenagers’
teenagers has only been verlfled from about
done.

i
'

The author also 1nd1cates that the reductlon

The popular belief that these employment effects
more than white
half of the studies

in employment

predicted is not necessarily caused by workers being discharged,

i
!
|
]
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since turnover rates in minimum wage jobs are very high.

One surprlslng conclusion is that even under' he assumption that
the minimum wage had no employment effect, its effect on poverty
or the income distribution is not very largeJ For example, in
1976 when the minimum wage was $2.30, earnings of workers making
less than $2.80 per hour accounted for only ﬂl percent of the
after-tax, after-transfer income of the poorest fifth of all
households. Thus, raising the minimum wage . substantlally does
not raise the income of the poorest households by much at all.

, i
(o} Chollet, Deborah. "Publlc Policy Optlons To Expand Health
‘ Insurance Coverage Among the NonelderlyiPopulatlon.“ In
Government Mandating of Employee Benefits. Edited by Dallas

Salisbury. Washington D.C.: Employee Benefit Research
Institute, 1987. }

Imposing a mandatory minimum health insurance benefit is
presumably equlvalent to raising the mlnlmum]wage in its effect
on employment in low-wage jobs. In rev1ew1ng the literature,
among teenagers, a 10 percent increase in the minimum wage
reduces employment by 1 to 3 percent. This flgure however,
might be somewhat misleading because many teenagers who would
otherwise look for work, stop looking for ]ObS and thus are not
counted in unemployment statistics. The unemployment effect
might actually be greater among adults with 51m11ar wages to
teenagers, because these adults have a stronger attachment to the
labor force. ;
Workers in reta11 trade, services, and low—wage manufacturing may
be particularly vulnerable to reduced employment. The author
believes that the estimates provided are- conbervative.

;
o Anderson, Joseph. - "Effects of Mandatory Pensions on Firms,
. Workers and the Economy." In Government Mandating of

Employee Benefits. Edited by Dallas Séllsbury. Washington
D.C.: Employee Benefit Research Instltute, 1987.

|
The effect of a mandatory universal pen51on]that would prov1de
for a minimum 3 percent defined contrlbutlon each year and a
participation standard of age 20, one year of service, and 500
hours worked, with 5 year vestlng would have cost $12 billion in
1982. The author estimates that this would have resulted in an
" increase of .05 of one percentage point in the unemployment rate
in the first year. In the short run, 160, 000 jobs would have
been lost, while in the long run, 60,000 jobs would have been
lost. One half of jobs lost would be lost by workers in firms of
fewer than 25 employees and another 21 percent would be lost by
© workers in flrms of .25 to 99 employees. ;




| B

The data for this analy51s was produced by the ICF Employee
Benefits Cost Allocation Model, 1979-1980, usang the quarterly
model of the U.S. economy developed by Data Resources, Inc.
(DRI).

o Mitchell, Brldger M. and Charles E. Phelps. "National
Health Insurance. Some Costs and Effects of Mandated
Employee Coverage," Journal of Political Economy, Vol. 84,
No. 3 (1976), pp. 553-571. §~ A '

‘This paper estimates that the consequences of mandating employers
to provide insurance for their employees and dependents would

' cause a short-run increase in the unemployment rate of 0.3
percentage points for a low-coverage plan and an increase of 1.4
percentage points for a high cost plan. Mosﬂ likely, employers
would accomplish the change in the employment pattern by reducing
the rate of new hiring and postponing the replacement of
employees who quit. Essentially there would;be no long term

. effects on employment, except for workers at'or near the minimum
Wage . . . : il

t

The sectors with relatlvely large unemploymeﬂt effects are
agrlculture, construction, wholesale and retdll trade, and
services. If payroll taxes were used 1nstead of an employer
mandate, similar but less pronounced employment effects would
result. In addition, the authors predlct that for a high
coverage plan, the average increase in mandated premiums would be
2.9 percent of wages, which would be recouped in 4 to 5 months of
no nominal wage 1ncreases if inflation and product1v1ty increase
at a combined 8 percent annual rate.

The data for this paper are 1975 pro;ectlons'of data from the
1970 Health Care Survey.

H
i
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MEMORANDUM |
TO: Steve Edelstein Jeff Eller ? July 12, 1993
Judy Feder Christine Heenan :
Jerry Klepner Ira Magaziner :
Lynn Margario Karen Pollitz {
Steve Ricchetti Melanne Verveer é
~ !
FR: Chris Jennings g
RE: Thursday's 3:30-5:30 Planning Meeting for Congressional
Health Care Policy Briefings (Formerly  Known as the Health
Care University) in the First Lady's Office--Room 100 OEOB.
;
‘ !

As you all know, the Congres51onal Leadership -= in
particular, Majority Leader -Gephardt, Ma;ority Leader Mitchell,
and Senator Daschle have suggested and are enthused about the
establishment of a health care briefing process for the Members.
They believe it will serve the important purpose of educating the
Members about the many problems with the health care system, the
policy the President is coming up with to address the problens,
and the rationale behind the various proposals.

The First Lady believes the health care briefings have great
potential and has asked that we immediately move to set up the
mechanism to be responsive to the Congressional Leadershlp s
idea. As the attached agenda for the meeting helps illustrate,
much has to be done in order to establish a workable briefing
process. . ,

In order to be responsive to Mrs. Clinton's desire that we
be well on our way to finalizing the groundwork for the briefings
by the time she returns, we have set aside 'a two hour block (3:30
to 5:30) for a Thursday meeting on this subbeot‘ In addition to
the agenda, we are attaching the latest draft of the memo that
was written, in conjunction with Jerry Klepner s shop at the
Department, to give broad suggestions as to[how to best implement
‘the briefing process. z

If there is anyone else you believe should attend this
- meeting, please contact me. Look forward to seeing you on
Thursday.

Thanks. ' |
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Meeting on "Health Care Universii
July 15,1993 -- 3:30-5:30 p.m.

AGENDA

New Name for HCU
Topics for Briefings

Speakers ’
External Experts
Process for Selection
Names

Briefing Materials
Type of Materials
Handouts
Charts and graphs
Who prepares
Speakers .
Health Care Staff
Role of DPC/Democratic Caucus
Time Line for Production

Sessions
Administration Briefings
Congressional Briefings

Scheduling
Set Dates : ,
Scheduling through DPC/ Dem. Caucus
Cabinet Affairs '

Follow-up Meetings: on set up of "University
Schedule
Participants

]

¢

'
t

|
[
!
|
|
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HEALTH CARE UNIVERSITY CONCEPT/IMPLEMENTATION PROPOSAL

i

Majority Leader Gephardt, Majority Leader Mitc’lhell and Senator Daschle
have repeatedly raised concerns about the limited education level of Members
as it relates to health care. Senator Daschle and Congressman Gephardt have
promoted the establishment of a kind of "health care university" for Members
of Congress. They believe the "classes" should be open to Members of both
parties. The First Lady believes that the Leadership’ s suggestion is excellent
and should be implemented as soon as practical and advisable :

Mrs. Clinton has asked that the following propqsal for a series of health
care briefings (she would prefer to use a title other than Health Care
University) by Administration health policy and leglslatlvc affairs
representatives be given to and reviewed by the Congressional Leadership and
their staffs. Before proceeding with the outline, however, we wish to stress
that the Administration believes these important presentations should be
viewed as a supplement to, and not a substitute for, the consultations
that have and will continue to take place with the Congressional
Leadership. e 5

We believe that the establishment of a health ceue university-like entity
(from now on referred to -- at least temporarily -- as health care briefings)
has great potential. If done well, it the process should:

(1)  Reinvigorate the "need for action" mentality that, until very
recently, had been effectively fanning the flames of desire for
comprehensive health reform in the Congress;

(2) . Ease Congressional concerns about, and raise Member comfort
levels with, the President's proposal to acl]dress the problems;

(3)  Better enable prospective Congressional supporters to explain
defend, and sell the President's proposal; and

(4)  Be utilized to help educate surrogates in?home Congressional
districts. »

Achieving success in briefing Administration, Congressional and other
influential individuals will depend on the ability of the health care briefings to:
(1) communicate our message in a simple, understandable way; (2) utilize staff
resources most effectively; and (3) be responsive to the information needs and
time constraints of those we will rely on to support the President's health
reform initiative. To develop and implement an effective educational briefing
process we will have to successfully: ‘




i

° Target the Issues |
. Target the Best Personnel to Make Presentations
° Establisp a Staff/Intake and Schedulinfg Process

° Prépare the Brigfing Materials and He;entations
. Brief aﬁd Train the Briefers |

e  Develop a Workable Timetable

TARGET THE ISSUES ;
The briefings should convey a simple, concise mcssage and be
" responsive to what we know to be the major thematic priorities and
interests of the majority of the Congress. As a ﬁrgit cut, we propose limiting
the briefings to no more than 10 broad-based issues:
(1) An Overview of the Plan, its Design and its éihﬂosophy;
(2) Consumers in the New System; |
(3) Cost Containment and Budgets;
4) Savings, Costs and Financing;
(5) Small and Large Businesses in the New System;
(6) Health Care Providers in the New System;
(7) Federal/State Roles; i
(8) The Elderly in. the New System;

(9) Rural Communities and the New System; an;fl

(10} Urban Communities, Underserved, and the New System.

Issues such as Medicare, Medicaid, Veterans, Federal Employees Health
Benefits, medical malpractice, anti-trust, quality, pub]ic health, benefits, etc.
would be incorporated into the above mentioned categories. Special and more
detailed briefings on these and the whole range of other issues would be
provided to Administration representatives, Congressional Members and staff
on an as-needed and requested basis.




TARGET THE BEST PERSONNEL TO MAKE kPRESENTATIONS

Briefing Members of Congress always has the potential for great benefits,
as well as great risks. The Kkey is for Members to leave the presentations both
impressed with the substance of the information given and the competence
(and likability) of the presenters. «

Included in the definition of a competent Congressional briefer is
knowing -- going in -- what are the historic scnsitivipes of the Members
present, in other words, to know what to say and how, to say it and to know
what not to say. If the personnel chosen meet these criteria, the benefits of
these briefings are almost boundless. If, on the other’]hand Members leave
presentations with a sense that briefers are either incompetent -arrogant,
condescending, and/or disrespectful, an effort with thle best of intentions could
well turn out to be a total disaster. All of this is to say that the personnel
chosen for Congressional briefings is critically important.

Policy Expert Resources

Within the White House health care working groups and the
Departments (in particular, HHS), the Administration has an impressive array
~ of health care policy experts who could serve in brieﬁng roles extremely well.
(In most cases, Ira and Judy -- in particular -- have |beer1 and likely will
continue to be, very well received.) Having said this, the other briefers that we
will need must be evaluated carefully -- keeping in mind not only how
competent they are, but how well they will be received‘ by different collections
of Members. (We have prepared a tentative staff resource list linked to the ten
topics previously mentioned, but it is undergoing ﬁnal review by the White
House and HHS; in any event, it will be a contmually updated list based on the
briefers' performance and Congressional reception.)
Legislative /Policy Resources

i
|
{
i
\
1

We strongly advise that those most familiar with the Congress and their
predilections -~ the Administration's Legislative Affairs staff —- play a major
role in briefing the Members and the staff on this lssu% The White House and
Departmental Legislative Affairs staff (particularly at HHS) have strong and
long-standing relationships with the Members and staﬂ' that should be utilized
to the benefit of the Administration's health reform eﬂ'ort :

At every briefing, there should be one Legislative Affairs Administration
representative who has equal status to the policy presenter. This is absolutely
necessary to best assure that no situation gets out of] pand that there is a
politically sensitive individual always present, that there are careful notes of
the meeting, and that responsive follow-up occurs.
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ESTABLISH A STAFF AND SCHEDULING PROCESS

The scheduling of the university and other requested briefings should be
coordinated out of the War Room. This work should 1be closely coordinated
with the Department of Health and Human Services' Oﬂiee of the Assistant
Secretary for Legislation (ASL and other Departments|as necessary).

In addition, we should work closely with the House Democratic Caucus and
the Senate Democratic Policy Committee to help coordinate topics, schedules,
and rooms. The schedule of all briefings should be updated daily, provided to
Steve Ricchetti/Chris J./Jerry K./Karen P., and announced at the morning
Communications meetlng

To ensure that the briefing operation is a success requires an
experienced and politically sensitive staff person who|can work closely with the
Congressional Leadership and Administration personnel in meeting the
scheduling and substantive needs of the Members. We propose that Steve
Edelstein take on this role (in addition to his other responsibilities] and work
with Lori Davis and other staff at HHS to assist him.;| Depending on the
volume of and desire for briefings, additional staff (pérhaps a full-time intern
who is mature and responsible) may be required. ! :

PREPARE THE BRIEFING MATERIALS ANﬁ PRESENTATIONS

In order to ensure the delivery of a ¢consistent, simple, understandable
message, we need to prepare educational materials for the presenters in
advance of the briefings that all staff can and should juse. Educational
materials should include charts, graphs, detailed outlines to guide
presentations, questions and answers as appropriate. These materials and

presentations should be user friendly and targeted to specific audiences.

Working with the initial approval of Ira and Judy as well as the
Legislative Affairs staff, Steve E. will assign one policy expert to each of the
issues chosen for briefings to take the lead in prepanng the substance of the
briefing materials and their presentation. He will malke certain that each
presentation is finalized on time and in the best format possible. The
Communications staff will review and edit the brieﬂng materials for clarity
directness, and consistency of message.

The presentations will also be screened by Legislative Affairs staff to
ensure that they meet the needs of the audience. (They will know who is
attending because we propose to limit the size of each briefing to between 25-
35 Members and have them signed up in advance of: the briefing; we believe
that such a small structure will best assure a less lecture like atmosphere and
better encourage a give and take constructive discussion )
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Each "class" will be structured to briefly outline the problem(s) with the
current system, how the President's proposal address'es the problem(s) (if
relatively non-controversial), and the rationale behind the Administration's
proposal. The briefings will be designed to last no longer than 60 minutes:
20-30 minutes (at most) of presentation and 30-40 minutes for questions and
answers. On an as needed basis, these classes will be repeated.

Substantive and detailed presentations about the most controversial
policy recommendations -- if they are even available: _- of the President's
proposal should be avoided. There is great concern among the Congressional
Leadership that controversial recommendations —- such as financing, exact
cost containment mechanisms, etc. —— could lead to public and potentially
problematic disclosure. Instead, the Majority Leaders have suggested that we

il

detail the options we are considering to address the most challenging issues.

- BRIEF AND TRAIN THE BRIEEERS

Communications staff will be needed to provide guidance to all briefers
on how to orally deliver their presentations in an easily understandable
manner. In addition, before each presentation, the Legislative Affairs staff
from either the White House or the appropriate Department (usually Jerry
Klepner's shop) will brief the presenters on who will be in the audience, what
issues are particularly sensitive, what issues to highlight and how best to
present complex, potentially controversial materials. :

DEVELOP A WORKABLE TIMETABLE

We need to make a final decision as to when it Lvould be most
appropriate and useful to commence the health care seminars Senator
Daschle originally envisioned the "classes” beginning; after the legislation had
been introduced. Majority Leader Gephardt believes it is advisable to hold a
series of briefings in one or two days of presentations‘ in an attempt to hold a
dry run -- presenting options not final decisions -- in an effort to begin to
work out the kinks and determine what briefing format will work the best in
-September. We need to discuss the best start-up time with the Leadership.

Lastly, Congressman Gephardt has initiated an invitation for the First
Lady to speak before the House Democratic Caucus soon after she returns
from her July trip (roughly the 21st). The goal for thi[s presentation is for Mrs.
Clinton to reinvigorate the Members into feeling that: health care reform is a

political and economic imperative.

If the President is going to unveil his package by not later than late
September, the implementation of the start-up recommendations for the
health care briefings must occur almost immediately".‘ The following outlines a
possible workplan timeline to help with tentative scheduling.




WORKPLAN TIMELINE

Target Issues - , :-_-__;_:
Target Personnel R S —— !
Finalize Staffing = |-——— -
Prepare Briefing fm— '
Materials :
Brief the Briefers e ! (on how best to communicate/ P —— '
- legislative prep) (communication
and leg. prep
continues)
Hone the Message Dt !
HRC CAUCUS PRESENTATION | SR ———— !
CONGRESSIONAL BRIEFINGS . |===! Dry run . !
: : 1st briefing RETURN TO briefings
before recess and continue them
even after

introduction on a
bipartisan basis.
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3). At every turn we need to stress that we will not
leave businesses financially stressed as a result of
these changes out are their own: | the rainy day fund
provide assistance. '

4). As with large business, we w1ll probably need to
bypass small business organlzatlops and go directly to
the small business owners for support.

5). We will need credible spokesbeople for the plan:
i

A. Sec. Bentsen and Erskinefbowles need to be
prepared to be on the stumpI?II during the fall.

B. Possibly establish a small business team
(supportive small business owners) in each state
to talk to chamber of commerce meetings and local
newspapers. This topic will be addressed at every
single chamber commerce meeting following our
introduction of the plan.

C. Give every member of cohgress a clear
understanding of the pros oﬁ|the clinton plan for
small businesses: talking pd?nts and whatever else
is necessary to give them cover. Target the
traditional friends of small|business: small

business committee members.

6). We will need to speak at every small business
conference held by members of congress.

7). Despite likely opposition from the larger small
business groups, we should not bylpass speaking
opportunities at large gatherings.

8). Throughout August, work closely with the smaller
small business groups. If they are unable to fully
support the plan, we should seek support for sections
of the plan, otherwise neutrality.

9). Keep reminding small businesses the price of doing
nothing and place the onus on those opposing our plan
to do better.

10). Hold a series of small business town hall meetings
to explain and respond. Hopefully televised.
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SMALL BUSINESS AND HEALTH CARE REFORM
As the National Restaurant Association stated in their March 18
testlmony "true cost containment will come . from an interrelated
series of changes, including, but not limited to: mnanaged
competition, insurance reforms, tax 1ncent1ves, advanced
technologies, and medical malpractice reforms." We agree.
The Clinton Admlnlstration believes that most small business want
to provide health benefits -- and most do. | The barrier is cost
and a burdensome administrative framework.‘ Our health care plan
will work for small business, ensuring the security of
affordable, predictable health care ooverage, and taking away the
hassle.

For businesses currently unable to provide 1nsurance coverage,
our reform will protect them while they make the transition.
These small businesses are clearly at an enormous disadvantage in
trying to attract and compete for workers with larger businesses
that can afford a health care plan for their employees. While we
phase-in coverage for these businesses and extend financial
assistance for the changes necessary, health care costs will be
curtailed and their ablllty to compete for workers throughout the
marketplace will vastly improve.

In weighing the risks of supporting change,|we must constantly
remember where we are headed without health| care reform. Small
businesses that are able to still offer health insurance have
seen their costs rise at an annual rate of 20% to 50% per year.
On average small businesses pay 30% more for the same insurance
compared to their big businesses counterparts. Small businesses’
rate of growth in the cost of their 1nsurance has increased at a
50% higher rate annually than that of big bu51ness.
Unfortunately, the smaller the company, the more disproportionate
is the cost of their insurance. ,

Small business sensitivity to prlce and premlum changes, as well
as economic conditions, result in rollar coaster cash flow
struggles. They bear the burden of cost shlftlng from both
government payers'and the clout of the self+insured plans. Their
administrative and marketing costs are disproportionately higher,
and all this without full-time benefit staff. Periods of
satisfaction with insurance policies can be|shattered when they
or their employees develope costly illnesses, adding new risk to

either the cost or renewal of their policies.

| |
Small business has tried almost everything it can to control the
skyrocketing cost of health insurance. They have tried changing
programs, managed care, self-insurance, and|cost sharing. They
have tried lowering benefits and asking theLr employees to bear a
bigger share of the cost.




So,

is the risk for change worth it? As Yégi Beara once said,

"if you don’t watch out where you are 901ng, you are going to end

up where you are headed. "

The Clinton reform plan;

O

Helping small businesses make the change:

O

Aggre551vely controls costs: through marketplace
competition, global budgets, ellmlnatlon of cost-shifting,
regulatory and administrative reductlons, and medical
malpractlce reforms. :

outlaws insurance abuse such as redllnlng, underwriting, and
experience ratlngs. :

Premium costs will be curtailed and stebilized.

Eliminates the duplicative costs and pgperwork of workers
compensation by rolling it into the health plan.

Cuts administrative burdens, as the health alliances assume
the paperwork and negotiations. g

The workplaCe mandate assumes a shared responsibility by
employer and employee on cost and healthy lifestyles.
Reduces the differences between the public and private
marktetplace by including Medicaid and!public employees in
the reform plan, and phasing in Medicare over the long term.

1
The required health care coverage would be phased in over a

significant period of time while health care costs are
curtailed.

The benefit package would be basic, with emphasis on
prevention; not a ‘cadillac’ package.
A rainy day fund would be established,?similar to the one
currently in place in Hawaii, thereby providing assistance
to small employers who demonstrate real need.




