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MANAGED COMPETITION UNDER HSA

o HSA would slow the growth rate of health costs through market,
management, and administrative reforms aimed at enhancing

competition.
0 Let me explain how the reformed system would work:

0 V' For the first year the National Health Board (NHB) would
calculate premium targets for each alliance. Such targets would |
reflect the cost for services in th{-: benefits packagev and be based |
on health costs in the alliance area. Each year the NHB would

update the targets using a health care inflation factor. |

o In a given year, plans submit premium bids to alliances. If the
weighted average premium for all of an alliance’s plans exceeds
that year’s target, as calculated by the NHB, the over-target
plans may resubmit lower bids. If the alliance’s average still
exceeds the target, payments to plans over the target would bé
reducé'd according to a formula set in theé HSA. These plans

would have to make comparable reductions in their providers’

payments.
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- MANAGED COMPETITION UNDER HSA (CONTINUED):

-0 The increase in the cap from year to year is based on the
Consumer Price Index plus changes in an alliance’s population.
An additional cushion of 1.5 percentage pqints would be.
allowed in 1996, dropping to 1.0 in 1997, 0.5 in 1998 and no
cushion in 1999 and 2000, NHB woﬁld recommend to Congress
a method to determine' future premiurri caps. If Congress does
not act, HSA provides default future caps based upon increases

in GDP and population.
o . Some people have equated this process with price controls.

0 But I must stress that there is an important distinction between price
controlslantd HSA premium caps. Price controls involve government
regulation of the pricés of products in the economy. Such controls are
difficult to implement and regulate, requiring considerable
government resources and bureaucracies that interfere with private

sector decision making and limit efforts to improve efficiency.
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MANAGED COMPETITION UNDER HSA (CONTINUED):

0 In contrast, premium caps do not involve micro regulation. They are,
in essence, budgetary limitations within which private health plans
must operate similar to budgets under which many private and public
entities operate today. Within these overall budgets, the health plan
has the freedom to manage its' operations to provide quality care and
control costs in a variety of ways, including through more efficient
administration, more reasonable provider reimbursement, and more

flexibility to determine the best allocation of resources.

0 An illustration of price controls is the Medicare fee schedule, which
sets specific payment levels for each sewice.» In contrast, a budget
concept is more akin to a capitated payment level which allows more
flexibility in payment for individual services as long as the total

payments stay within an overall budget.
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PREVENTING AN UNDESERVED WINDFALL:
IMPORTANCE OF SETTING THE INITIAL PREMIUM

The savings from moderating health costs should accrue to the federal
government, businesses and families, not to the health industry as an

undeserved windfall.

Critical to this effort is establishing 2 mechanism under which the
health industry does not get paid twice for uncompensated care --

that is, for the care of the currently uninsured.

Universal coverage will bring the currently uninsured into the health

system and fully compensate the health care industry for their care.

This is different from the current system in which the uncompensated

care of the uninsured is passed on to people with private insurance in

the form of higher premiums. Today, uninsured people pay only 21

‘percent of their health costs. The remaining burden is passed on to

people with private insurance, whose premiums are significantly higher
than they would be were it not for the cost shifting due to

uncompensated care.

@oos
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PREVENTING AN UNDESERVED WINDFALL (CONTINUED):

‘o0 Under health care 1'ef01:m, all Ameribans will have health insurance
and the health care industry will be directly compensated for all
individuals. Thus, private insurance premiums will no longer need to

" be inflated to cover the shortfall from the uninsured.

0 If premiums continue to be inflated, the health industry would be paid
twice for the cunréntly uninsured, conferring a huge windfall on the

health care industry.

o - Premium levels must reflect the new reality that insurers will be
directljr compensated for the care of all the éurrently uninsxired and
the uncompensated care surchargé built into the current premium will
be taken out. If not, businesses and families will be out billions of
dollars in higher pfemium payments. That would be a huge and

undeserved windfall to insurers and providers.
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PREVENTING AN UNDESERVED WINDFALL ( CONIHVUED )

0

The HSA provides full cqnipcnsation to insurers for the currently
uninsured, while maintaining the current treatment of costs for
Medicaid. Therefore, there are no losses for the health industry when
the premium for the ﬁist year is set at the HSA level. And in fact,
CBO coﬁoboratcd that HSA’s initial premium levél would allow

providers to receive the same payments, on average, that they do

today.

The bottom line is that providers and insurers are held harmless,

while keeping costs to families, businesses and the federal government

at a reasonable level.

Absent a mechanism which effectively deals with uncompénsated caré,
there is no guarantee that pienﬁiums will be constrained in the first
year. Competitive forces may work to avoid a windfall to the health
indﬁstry for uncompensated care. But they may not. Instead the

health industry might keep the windfall, resulting in highcr initial

premiums, and huge cost to businesses, families and the government.

@007
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PREVENTING AN UNDESERVED WINDFALL (CONTINUED): - -

o In fact, the Health Insurance Association of America and Hewitt &
Associates estimate that, absent constraint, insurers would set

premiums higher than the initial premium in the HSA.

0 Now, I happen to believe that managed competition will work to
contain health care costs.v However, any legislation considered in the
Scnate is governed by CBO scoring, and CBO will not score
significant savings from managed competition alone. CBO will only
score the full anticipated savings if we have a back-up in place, like

premium caps.

o As you ail knové, CBO scoring is important because there is a 60 vote
point of order against any bill which CBO determines is not deficit
neutral over ten years. In fact, if we brought the HSA to the floor
today it would have a 60 vote point of order against it because CBO
estimates it would increase federal costs by $126 billioﬁ Over ten years.
That is why many of the options I’ve discussed reduce costs relative.to

HSA.
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PREVENTING AN UNDESERVED WINDFALL (CONTINUED):

) Without premium caps, CBO would estimate that federal costs of the
HSA would increase subétantially. It would be éxtremely difficult to
offset these substantial costs, virtually guaranteeing that the bill would

increase the deficit and have a 60 vote point of order against it.

o - The HSA’s premium caps give maximum latitude to competition,
while at the same time ensuring that CBO will give us maximum

credit for the savings associated with health care reform.
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IMPORTANCE OF SETTING THE INITIAL PREMIUM
AN EXAMPLE

o  Now I'd like to outline the implications -- using private actuarial
estimates -- of a premium cap structure in which the initial premium
is not constrained, but subsequent growth is controlled by the HSA
caps. The only difference between this examﬁle and the HSA is that

HSA constrains the initial premium, and this alternative does not.

o The results of ‘»an unconstrained initial premium are dramatic. Under
this example, total costs relative to HSA could increase significantly
between 1996 and 2004, transferring as much as $600 billion ﬁom
businesses and families to the health industry. Federal costs over that

period could also increase substantially due to higher premium levels.

[NOTE: The Administration has asked that you not include in your
present;ition an estimate of federal cost increases under this example,
If you are specifically asked, however, they recomﬁend that you use a
range of between $130 billion to $450 billion over the 1996-2004
period, with the exact costs dependent upon how much of the windfall

the health industry keeps.]
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AN EXAMPLE (CONTINUED):

o These amounts represent windfalls that would be shared between
providers and insurance companies. They would be the real winners
from universal coverage; significantly increasing their profits at the

expense of business, families and government.

/

0 Further delaying implementation of the annual cap constraint could
worsen the financial impact on government, families and business,

transferring even more windfall to the health industry.
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ALLOWING HIGHER GROWTH RATES AFTER
THE FIRST YEAR .

o You can see why it is important to set the premium at an appropriate

level in the first year.

o However, if an appropriate baseline is set, one could consider allowing
greater growth rates thereafter than those in HSA. Such changes are -
not as prohibitively expensive as proposals which would leave 'the

initial premium unconstrained.

0 To illustrate this point, let me briefly préscnt two options that we
discussed at the retreat: (1) Allowing growth rates each year that are
1 percentage point higher than HSA; and (2) Allowing growth rates in

1999 and 2000 that are 1 percentage point higher than the HSA.

0 The first option -- higher growth rates each year -- responds to
concerns tha; growth tates in the HSA are geneially too low. Relétive
to I1SA, if could {ncrease the federal cost of subsidies by $27 billion
between.1996 and 2000, and by $74 billion between 1996 and 2064.
Businesses and families could also pay substantially more than under

HSA.
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' HIGHER GROWTH RATES AFTER FIRST YEAR (CONTINUED):

The second option -- allowing a 1 percentage point higher growth rate
in 1999 and 2000 -- responds to concerns that it is too constraining to
allow health care costs to grow'or'lly at the inflation rate by the end of
the decade. Relative to HSA, it could increase the federal cost of
subsidies by about $6 billion between 1996 and 2600, and by $16
billion between 1996 and 2004. And as in the previous option, costs

to businesses and families could also increase relative to HSA.

I do not want to minimize the magnitude of cost increases under
cither of these options. Even allowing higher growth rates in only
1999 and 2000 could erode some of the deficit reduction we would

achieve under the models I have already presented to you.

But in contrast to the financial risk we would be taking by failing to -

set an appropriate premium level in the first year of reform, the cost
of permitting somewhat higher growth rates after the first year may be

more manageable.

do13
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FEDERAL COSTS OF RELAXING HSA GROWTH RATES

(8 billions)
. 1996-2000  1996-2004
Increased Costs Relative to HSA: '
Growth rate 1% higher than HSA every year.......‘ ......... $27 $74
Growth rate 1% higher than HSA in 1999 & 2000...... $6 816

Admmistration estimates based on CBO premium estimates.
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CONCLUSION

Slowing health care costs is a fundamental goal of health care reform.

The HSA attempts to constrain growth by enhancing competition, but |

as a béckstop also includes premium caps. Such caps are also
necessary to get full credit from CBO for the savings associated with -

lower health care costs.

To effectively contain costs, we must (1) set a first year premium
which does not confer a windfall onto the health industry, and (2)

moderate the growth rate of health care costs thereafter.

As I've demonstrated, failing to set the initial premium at an

appropriate level creates severe financial risks for American families,

-businesses, 4and the federal government.

Once the initial premium is set, relaxing future growth rates could
increase costs relative to the HSA, but would not be as prohibitively

expensive as proposals which would not constrain the initial premium.

dots



05/10/94

10:38 (%)

INTRODUCTION

Slowing health costs is a fﬁndamental goal of health care reform.

HSA would constrain health care growth rates through management,
insurance market, and administrative reforms that enhance
competition.

As a backstop to competition, HSA also includes premium caps. Caps
are also critical for CBO scoring.

Cost controls must (1) ensure the initial premium level confers no
windfall on the health industry and (2) moderate the growth rate of
health care costs thereafter.

This presentation illustrates the consequences of:

.0 not setting the initial premium at an appropriate level, and

o allowing a somewhat higher premium growth rate over time
than does HSA.
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MANAGED COMPETITION UNDER HSA

Under HSA’s managed competition: -

0 In the first year the National Health Board (NHB) calculates

premium targets for each alliance, reflecting cost of services in
the benefits package and health costs in the alliance area. NHB
updates targets annually based on a health care inflation factor.

o If the average premium for all of an alliance’s plans exceeds
target, the over-target plans may resubmit lower bids. /
Ultimately, payments to over-target plans would be cut
according to an HSA formula. Over-target plans also would
have to reduce payments to their providers.

0 Annual cap increase is based on CPI plus changes in alliance
population. A cushion of 1.5 percentage points is also allowed
in 1996, dropping to 1.0 in 1997, 0.5 in 1998 and no cushion in
1999 and 2000.

This process differs from price controls, which are inflexible
government regulation of product prices in the economy. Such
controls are difficult to implement and regulate; interfere with private
sector decision making; and limit efficiency improvements.

Premium caps, in contrast, do not involve micro regulation. They are
budgetary limitations within which private health plans have the
freedom to manage their operations to provide quality care and
control costs in a variety of ways, including through more efficient
administration, more reasonable provider reimbursement, and more
flexibility to determine the best allocation of resources.
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. PREVENTING AN UNDESERVED-WINDFALL:.
IMPORTANCE OF SETTING THE INITIAL PREMIUM

Reform must include a mechanism under which the health industry,
does not get paid twice for uncompensated care.

Today, uncompensated care costs of the uninsured are passed on to
those with private insurance in the form of higher premiums.

Under health care reform, all Americans will have health insurance --
the health care industry will be compensated for all individuals.
Private insurance premiums need no longer be inflated to cover the
shortfall from the uninsured.

If the uncompensated care surcharge built into the current premium is
not taken out, the health industry would get a windfall by being paid
twice for the uninsured, while businesses, families and government
would have to pay billions of dollars in higher premiums.

The HSA’s initial premium holds the health industry harmless by fully
compensating insurers for the currently uninsured, and maintaining
current treatment of Medicaid costs. CBO estimates that HSA’s
initial premium would give provxders the same payments, on average,
that they get today."

Absent a mechanism to deal with unco‘mpensated care, there is no
guarantee that competitive forces will constrain first year premiums.

In fact, the Health Insurance Association of America and Hewitt &
Associates estimate that, absent constraint, insurers would set
premiums higher than the initial premium in the HSA.

While many believe that managed competition will moderate health
costs, health care reform legislation is governed by CBO scoring.

. CBO will not score significant savings from managed competition

alone. It will score full anticipated savings only if there is a back-up
in place like premium caps. .

CBO scoring is critical because a 60 vote pomt of order hes against
legislation which CBO estimates increases the deficit over ten years.
Without premium caps, CBO would substantially increase its estimate
of HSA’s costs. Absent substantial cuts to offsets these additional
costs, the bill would increase the deficit and have a 60 vote point of
order against it.
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IMPORTANCE OF SETTING THE INITIAL PREMIUM
AN EXAMPLE '

. The importance of setting the initial premium is illustrated by a |

premium cap structure under which the initial premium is not
constrained, but subsequent growth is controlled by the HSA caps.

Under this example, total costs relative to HSA could increase
significantly between 1996 and 2004, transferring as much as $600
billion from businesses and families to the health industry. Federal
costs over that period could also increase substantially due to higher

premium levels.

These amounts are windfalls to providers and insurance companies,
who would increase their profits at the expense of businesses, families
and government.

Further delaying implementation of the annual cap constraint could
worsen the financial impact on government, families and business,
transferring even more windfall to the health industry.
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ALLOWING HIGHER GROWTH RATES AFTER
THE FIRST YEAR

0 If an appropriate initial preinium is set, allowing greater-than-HSA
growth rates in subsequent years would not be as costly as proposals
- which don’t constrain the initial premium.

o} Two options presented at the retreat illustrate this:

-~ Allowing annual growth rates 1 percentage point higher
- than HSA; and

- Allowing 1999 and 2000 growth rates to be 1 percentage
point higher than HSA.

o The first option could increase federal subsidy costs by $27 billion
between 1996 and 2000, and by $74 billion between 1996 and 2004.
Businesses and families could also pay substantially more than under
HSA. '

0 The second option could increase federal subsidy costs by about $6
billion between 1996 and 2000, and by $16 billion between 1996 and
2004. Costs to businesses and families could also increase relative to
HSA.

o  While these options could erode some of the deficit reduction possible
under other models, the risk is substantially less than an option which
fails to set an appropriate premium level in the first year of reform.

@o20
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FEDERAL COSTS OF RELAXING HSA GROWTH RATES |

($ billions) :
1996-2000 1996-2004
Increased Costs Relative to HSA:
Growth rate 1% higher than HSA every year................ 827 $74
Growth rate 1% higher than HSA in 1999 & 2000...... %6 - - 316

Administration estimates based on CBO premium estimates.
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- CONCLUSION

Slowing health cosfs is a fundamental goal of health care reform.

HSA would slow growth of health care costs through enhanced
competition, with premium caps as a backstop. Caps are also
necessary for CBO scoring.

Effective cost controls must (1) set a first year premium which does
not confer a windfall onto the health industry, and (2) moderate the
growth rate of health care costs thereafter.

Failing to set the initial premium at an appropriate level has severe
financial risks for American families, businesses, and government.

Once the initial premium is set, relaxing future growth rates could
increase costs relative to the HSA, but would not be as expensive as
proposals which would not constrain the initial premium.

gozz2
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INTRODUCTION

o Universal coverage is a fundamental element to controlling rising
health care costs and to ending the cost shifting that burdens
employers who now provide insurance.

o This presentation addresses the issue of universal health care coverage
and the best means to achieve it.

0

CBO has concluded that a voluntary health care system would
not achieve universal coverage. State experience confirms that
voluntary systems would leave many Americans uninsured.

In contrast, CBO estimates that a mandatory health care system
would lead to universal coverage.

Despite claims to the contrary, studies and state experience
show that an employer mandate would have very little net
impact on jobs.

An HSA-like employer mandate builds on our current health
care system and is favored by the American public. An
individual mandate departs from the current employer-based
system, is viewed apprehensively by the public, and will hkely
increase federal costs. |
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CURRENT VOLUNTARY SYSTEM IS NOT WORKING

- 0 An increasing number of Americans are losing health insurance in
today’s voluntary market. In 1992, 39 million Americans were
uninsured, up from 34 million in 1989. By 2004, CBO estimates that
44 million Americans will lack insurance. Among the nonelderly:

o Most individuals with private insurance -- 88 percent -- receive
coverage through an employer, while only 12 percent purchase
private insurance through other means.

0 Most of the uninsured -- 84 percent -- are either workers or
dependents of workers. ‘

o} The number of Americans with employer coverage dropped by 3
million from 1989 to 1992.
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WHY WE NEED UNIVERSAL COVERAGE

o Universal coverage is necessary if all Americans are to receive
adequate health care. Studies show that the uninsured do not receive
timely or appropriate care. And when they finally do seek care, their
problems tend to be worse and more expensive to treat.

o) Universal coverage is critical to controlling health costs. CBO’s
analysis of the Cooper/Breaux bill states that a key feature of any
market-based cost control mechanism is universal health insurance
coverage that eliminates cost shifts from the uninsured to the insured.

0 According to Lewin, one-third of employers’ current premium
costs result from cost shifting, the largest part due to working
spouses whose employers contribute nothing today. HSA would
eliminate most of this cost shifting and significantly lower per
worker costs for those employers who offer insurance today.

0 Finally, health policy experts warn that health insurance market
reforms without a mandate could actually increase the number of
uninsured. This occurs because, under community rating in a
voluntary system, costs will inevitably rise for those with low risk who
are currently insured and, if it’s a voluntary system, many of them will
drop out.
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EVIDENCE ON VOLUNTARY SYSTEMS

Both CBO analyses and state experience demonstrate that voluntaly
systems will not achleve universal coverage.

' CBO Analysis of Managed Campetilion Model

8]

CBO’s analysis of Cooper /Breaux concludes that a voluntary system
which includes insurance market reforms and large subsidies for lower

- income houscholds will not achieve universal coverage. By 2004, CBO

predicts 26 million Americans would still be umnsured under
Cooper/Breaux.

" Bven this partial solution -- which would increase the number of

insured from 85 percent to 91 percent and leave 26 million Americans
without insurance -- is extremely expensive. Assuming an HSA-like -
benefit package, federal subsidy costs in the bill exceed savings by
$300 billion from 1996 to 2004. Cost shifting also continues.

State Experience:

Q

State experience confirms CBO’s conclusion. Several states

unsuccessfully tried to expand coverage thmugh financial incentives to

purchase insurance voluntarily.

o  The Robert Wood J ohnson Foundation ran demo projects in 10

states designed to make insurance more affordable and available
to uninsured small businesses and individuals. Strategies
included increased cost sharing, premium subsidies of up to 50%
for small firms, and limiting pre-existing condition exclusions.

o - But these projects had modest impact: Tampa had the best
results, and even there only 17 percent of non-insuring firms
with fewer than 25 employees enrolled in the project.

Voluntary system proponents argue that the demos failed because
businesses were uninformed, and the projects took place in an
unreformed insurance market and were too limited.

o  But Florida’s universal coverage initiative suggests that even a
well-publicized state-wide system including voluntary alliances
and market reform will not lead to universal coverage. Governor
Chiles has predicted that Florida’s voluntary system will insure
only about half of the currently uninsured, leaving about 12
percent of all Floridians uninsured.

@oo5
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' MANDATORY SYSTEMS ACHIEVE UNIVERSAL COVERAGE

CBO’s analysis of the HSA concludes that HSA’s employer/individual
health insurance mandate would result in universal coverage. -

Hawaii’s experience with a mandatory health insurance system

- supports CBO’s conclusion that a mandatory system would achieve far

greater coverage than a voluntary system would.

o  In 1992, only 4 percent of Hawaii’s population was uninsured,
the lowest rate of any state, compared to 15 percent nationwide.
‘Coverage is not universal in Hawaii because the state’s mandate
- excludes some groups, such as part-time workers, the
unemployed, and dependents of workers.
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' ECONOMIC IMPLICATIONS OF AN EMPLOYER MANDATE

Most economists agree that an employer mandate with subsidies for
small business as included in HSA will have a minimal net job impact.
In fact, HSA’s lower health costs and generous employer subsidies
would, on average, leave firms better off financially. In 2004, CBO
estimates that firms’ health costs would drop by $90 billion under

 HSA’s employer mandate.

CBO concludes that HSA’s net job impact would be minimal, and
"would probably have only a small effect on low-wage employment.”
Researchers at the Employee Benefit Research Institute, Lewin-VHI,
the Rand Corporation, and others, concur.

Even job loss among workers at or near minimum wage may be small:

0 A Princeton study found that California’s 27 percent minimum
wage increase in 1988 caused no job loss among low wage
workers, and had no overall affect on retail trade jobs. Similarly,
a Harvard-Princeton study found no negative job impact on
Texas’ fast-food industry when the federal minimum wage rose
27 percent between 1990 and 1991. -

o  HSA, which would increase costs for the smallest minimum
wage firms by no more than 15 cents an bour, should have a
. similarly small net impact on low wage firms. No firms receiving
subsidies under HSA would pay more than 34 cents more an
hour for minimum wage workers, a small increase when
compared to the last minimum wage increase of $0.90 an hour.

State experience supports these conclusions. While Hawau has had an
employer mandate since 1975, its economy performs better than the
national average on several fronts.

0 Since enacting its mandate, private non-farm employment in
Hawaii has increased almost twice as fast as in the nation as a
whole, and its unemployment rate has dropped relative to the
national average. In each of the last 14 years, in fact, Hawaii’s
unemployment rate has been below the national average.

0 Hawaii’s rate of business failure has been consistently lower

| than the national average. And Hawaii’s small businesses have
one of the lowest bankruptcy rates in the nation, and one of the
highest rates of business startups.

@oo7
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INDIVIDUAL VS. EMPLOYER MANDATE

HSA requires employers and employees to split insurance costs on an
80/20 basis. Giving employers primary responsibility makes sense:

o} It builds on today’s system, in which almost 90 percent of private
insurance is bought through work with an employer contribution.

0 84 percent of the uninsured are workers and their families, so it
makes sense to cover them through an employer-based system.

The public think employers should contribute to their workers’ health
costs:

0 An April poll found 66 percem of Americans favor an employcr
mandate.

0 A February ABC/Washington Post poll féund 73 percent of
Americans favor federal law requiring all employers to pl‘OVlde
health insurance.

The alternative to an employer mandate is an individual mandate. An
individual mandate raises several concerns:

o To make health caré affordable, an individual mandate would
require substantial subsidies which could increase federal costs
relative to HSA.

o Firms now providing coverage may drop it under an individual
mandate -- particularly if federal subsidies provide a safety net
for workers. Polls show that the public fears such an outcome.

o Some economists believe that workers would be unaffected by
losing employer health coverage because employers would
increase worker wages to compensate for any cut in health
benefits. However, even if employers did pass back wages to
employees, there is no guarantee that it would occur
instantaneously, nor that it would be evenly distributed among
workers.
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CONCLUSION

Universal coverage is necessary to control health care costs and
provide adequate health security to all Americans.

The only way to assure universal coverage is to require it. . CBO

~ estimates that HISA would achieve universal coverage, while a highly

subsidized voluntary system with managed competition would leave 26
million Americans uninsured -- at a cost of hundreds of billions of
dollars.

State experiences confirm that voluntary systems would leave millions
of Americans without health care insurance.

State experience and economic analysis also demonstrate that an
employer mandate would not significantly decrease jobs, and instead
may enhance employment opportunities.

An HSA-like employer mandate builds on our current health care
system and is favored by the American public. An individual mandate
is a radical departure from the current employer-based system, is
viewed apprehensively by the public, and will likely be more expensive
for the federal government. |
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'INTRODUCTION

0 Universal coverage must be a goal of any reform effort if we are to
control rising health care costs and treat fairly insuring employers.

o This presentation addresses the issue of mandates in health care
reform, and why they makes sense as the way to achieve universal
health care coverage. ~

0 CBO has concluded that a voluntary health care system would
not achieve universal coverage. State experience confirms that
voluntary systems would leave many Americans uninsured.

o) In contrast, CBO estimates that a mandatory health care system
would lead to universal coverage.

0 Despite claims to the contrary, studies and state experience
show that an employer mandate would not have a significant net
impact on jobs. ‘
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CURRENT VOLUNTARY SYSTEM IS NOT WORKING

o An increasing number of Americans are losing health insurance in
today’s voluntary market. In 1992, 39 million Americans were
uninsured, up from 34 million in 1989. By 2004, CBO estimates that
44 million Americans will lack insurance. Among the nonelderly:

0 Most individuals with private insurance -- 63 percent -- receive
coverage through an employer, while only 10 percent purchase
private insurance through other means.

o Most of the uninsured -- 84 percent -- are either workers or
dependents of workers.

o  The number of Americans with employer coverage dropped by 3
million from 1989 to 1992.
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WHY WE NEED UNIVERSAL COVERAGE

o  Universal coverage is necessary if all Americans are to receive |
adequate health care. Studies show that the uninsured do not receive
timely or appropriate care. And when they ﬁnally do seek care, their
problems tend to be worse and more expensive to treat.

o Univei'sal coverage is critical to controlling health costs. CBO’s
analysis of the Cooper bill states that a key feature of any market-
based cost control mechanism is universal health insurance coverage .
that eliminates cost shifts from the uninsured to the insured. :

o) According to Lewin, one-third of employers’ current premium
costs result from cost shifting, primarily due to working spouses
whose employers contribute nothing today. HSA would ‘
eliminate most of this cost shifting and significantly lower per
worker costs for those employers who offer insurance today.

o Without a mandate, market reforms could increase the number of
uninsured, as health insurance costs rise for low risk firms and
individuals, causing them to drop out of the system, further raising
premiums for those in the system, causing more low risk firms and
individuals to drop coverage, and so on.
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'EVIDENCE ON VOLUNTARY SYSTEMS

Both CBO analyses and state experience demonstrate that voluntary
systems will not achieve universal coverage.

CBO Analysis of Managed Competition Model:

0

- CBO’s analysis of the Cooper bill concludes that a voluntary sysfem

which includes insurance market reforms and large subsidies for lower
income households will not achieve universal coverage. By 2004, CBO
predicts 26 million Americans would still be uninsured under Cooper.

‘Even this partial solution is extremely expensive. " Assuming an HSA-

like benefit package, federal subsidy costs in Cooper exceed savings by
$300 billion from 1996 to 2004. Cost shifting also continues.

State Experience:

0 .

State experience confirms CBO’s conclusion. Several states
unsuccessfully tried to expand coverage through financial incentives to
purchase insurance voluntarily.

o The Robert Wood Johnson Foundation ran demo projects in 10
- states designed to make insurance more affordable and available
to uninsured small businesses and individuals. Strategies |
included increased cost sharing, premium subsidies of up to 50%
for small firms, and limiting pre-existing condition exclusions.

0 But these projects had modest impaét: Tampa had the best
results, and even there only 17 percent of non-insuring firms -
under 25 enrolled in the project.

- Voluntary system proponents argue that the demos failed because =

businesses were uninformed, and the projects took place in an
unreformed insurance market and were too limited.

0 But Florida’s universal coverage initiative suggests that even a

well-publicized state-wide system including voluntary alliances
and market reform will not lead to universal coverage. Governor
Chiles has testified that Florida’s voluntary system will insure
only about 50 percent of the currently uninsured, leaving 10 to
12 percent of all Floridians uninsured.

@o1e
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MANDATORY SYSTEMS ACHIEVE UNIVERSAL COVERAGE

o  CBO’s analysis of the HSA concludes that HSA’s employer/individual
health insurance mandate would result in universal coverage.

o Hawaii’s experience with a mandatory health insurance system
supports CBO’s conclusion that a mandatory system would achieve far
greater coverage than a voluntary system would.

0 In 1992, only 6 percent of Hawaii’s population was uninsured,
the lowest rate of any state, compared to 15 percent nationwide.
Coverage is not universal in Hawaii because the state’s mandate
excludes some groups, such as part-time workers, the
unemployed, and dependents of workers.
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ECONOMIC IMPLICATIONS OF AN EMPLOYER MANDATE

Economists agree that an employer mandate with large subsidies for
small business as included in HSA will have a minimal net job impact.
In fact, HSA’s lower health costs and generous employer subsidies in
general would leave firms better off financially. In 2004, CBO
estimates that firms’ health costs would drop by $90 billion under
HSA’s employer mandate.

CBO concludes that HSA’s net job impact would be minimal, and
"would probably have only a small effect on low-wage employment."
Researchers at the Employee Benefit Research Instlrute Lewin-VHI,
the Rand Corporation, and others concur. -

Even job loss among, workers at or near minimum wage may be small::

o - A Princeton study found that Cahforma s.27 percent minimum
wage increase in 1988 caused no job loss among low wage
workers, and had no overall affect on retail trade jobs. Similarly,

" a Harvard-Princeton study found no negative job impact on
Texas’ fast-food industry when the federal minimum wage rose
27 percent between 1990 and 1991.

o HSA, which would increase costs for the smallest minimum
* wage firms by no more than 15 cents an hour, should have a
similarly small net impact on low wage firms. No firms receiving
subsidies under HSA would pay more than 34 cents more an
hour for minimum wage workers, a small increase when
compared to the last minimum wage increase of $0.90 an hour.

State experience supports these conclusions. While Hawaii has had an

. employer mandate since 1975, its economy performs better than the

national average on several fronts.

o  Since enacting its mandate, Hawaii’s unemployment rate has
. dropped relative to the national average, and -private non-farm
employment has increased almost twice as fast as in the nation
as a whole. -

0 Hawaii’s rate of business failure has been consistently lower
than the national average. And Hawaii’s small businesses have’
one of the lowest bankruptcy rates in the nation, and one of the
highest rates of business startups
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INDIVIDUAL VS. EMPLOYER MANDATE

HSA requires employers and employees to split insurance costs on an

80/20 basis. Giving employers primary responsibility makes sense:

o

It builds on today’s system, in which over 90 percent of private
insurance is bought through work with an employer contribution.

84 percent of the uninsured are workers and their families, so it
makes sense to cover them through an employer-based system.

The public think employers should contribute to their workers’ health

costs:

0

The alternative to an employer mandate is an individual mandate. An

An April poll found 66 percent of Americans favor an employer
mandate. By a 69 percent to 26 percent margin, voters say the
President should veto a bill that covers everyone but requires
workers to buy insurance without help from their employers.

A February ABC/Washington Post poll found 73 ;SeICent of
Americans favor federal law requiring all employers to prowde
health insurance. ~

individual mandate raises several concerns:

(6]

- To make health care affordable, an individual mandate would

require substantial subsidies which could increase federal costs
relative to HSA.

Firms now providing coverage may drop it under an indi\ridual
mandate -- particularly if federal subsidies provide a safety net

- for workers. Polls show that the public fears such an outcome.

~ Some economists believe that workers would be unaffected by

losing employer health coverage because employers would
increase worker wages to compensate for any cut in health
benefits. FHowever, even if employers did passback wages to
employees, there is no guarantee that it would occur
instantaneously, nor that it would be evenly dlStI’lbuth among
workers.

- f@o1s
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CONCLUSION

o Umiversal coverage is necessary to control health care costs.

0 The only way to assure universal coverage is to mandate it. CBO-
estimates that HSA would achieve universal coverage, while a highly
subsidized voluntary system with managed competition would leave 26
million Americans uninsured.

o  State experiences confirm that voluntary systems would leave many
more Americans without health care insurance than would a
mandatory system.

0 State experience and economic analysis also demonstrate that an
employer mandate would not significantly decrease jobs, and instead
may enhance employment opportunities.

o) An HSA‘Iiké‘employer mandate builds on our current health care
system and is favored by the American public. An individual mandate
is much less popular with the public, and could be more expensive.
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INTRODUCTION

Universal coverage must be a goal of any reform effort. Not only is
universal coverage a humane objective, it is also necessary if we are to
control spiralling health care costs and treat fairly those employers
who now provide health care coverage.

Some have suggested that we can achieve universal coverage mthout a
mandate on employers or individuals. ‘

Today I'd like to discuss the issue of mandates in health care reform,
and why I think a mandate makes sense as the way to achieve

universal health care coverage.

The n0n~pamsan Cong;rcsswnal_ Budget Office concluded that
universal coverage would not occur under a voluntary health care

" system. State experience confirms that voluntary systems would leave

many Americans without health care insurance.

A mandatory health care system, on the other hand, would lead to
universal coverage in CBO’s estimation. State experience -
corroborates this conclusion. :

And despite claims to the contrary, studies and state experience show
that an employer mandate would not have a large net impact on jobs.
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CURRENT VOLUNTARY SYSTEM IS NOT WORKING

An increasing number of Americans are losing health insurance in
today’s voluntary market. In 1992, 39 million Americans were without
insurance, up from 34 million in 1989. By 2004, CBO estimates that
44 million Americans will lack insurance: Among the nonelderly

o  Most 1nd1v1duals with private insurance - 63 percent -- receive
coverage through an employer, while only 9 percent purchase
_ private insurance th:ough'other means.

0 Most of the uninsured -- 84 percent -- are either workers or
dependents of workers

o  The number of Americans with employer coverage dropped by 3
million from 1989 to 1992.
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WHY WE NEED UNIVERSAL COVERAGE

Universal coverage is essential if all Americans are to receive 4
adequate health care. Studies show that the uninsured do not receive
timely or appropriate care. And when they finally do seek care, their

‘problems tend to be worse and more expensive to treat.

o) For example, the uninsured are twice as likely as the privately
insured to be hospitalized for diabetes, hypertension, and other
conditions which could be treated in a doctor’s office.

o And 71 percenf of the uninsured repoﬁ that they postponed
secking care which they felt they needed because they could not
afford it, compared to 21 percent of the privately insured.

Universal coverage is also critical to controlling health care costs. In

its analysis of Congressman Cooper’s bill, CBO stated that one of the

key features of any market-based mechanism to control health care
costs is universal health insurance coverage that eliminates cost shifts
from the uninsured to the insured. -

o A 1991 Lewin study estimates that one-third of employers’

- current premium costs result from various forms of cost shifting,
the largest part due to working spouses whose employers ‘
contribute nothing today. HSA would eliminate most of this
cost shifting and significantly lower per worker costs for those
employers who offer insurance today.

Furthermore, health policy experts warn that health insurance market

reforms without a mandate could actually increase the number of
uninsured as health insurance costs rise for low risk firms and
individuals, causing them to drop out of the system, further raising .
premiums for those in the system, causing more low risk firms and
individuals to drop coverage, and so on.
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EVIDENCE ON VOLUNTARY SYSTEMS

o Some have suggested that we can achieve universal health care
coverage by introducing insurance market reforms and subsidies into
the current voluntary system.  But both CBO analyses and state
experience demonstrate that such voluntary systems will not result in

~ universal coverage. :

CBO Analy&is of Managed Competition Model:

o In its recent analysis of the Cooper bill, CBO concludes that a
voluntary system of health insurance coverage which includes
insurance market reforms and large subsidies for lower income
households will not solve the problem of the uninsured. Even ten
years after enactment CBO predicts 26 million Americans (or 9
percent of the population) would remain uninsured under Cooper.

0 And the Cooper plan’s partial solution -- which reduces the number of
uninsured by just 40 percent -- is achieved only at a very large federal
cost. Assuming a benefit package comparable to HSA’s, subsidy costs
in the Cooper plan exceed savmgs by $300 billion from 1996 to 2004.

0 While providing health insurance to 91 percent of all Americans
moves closer to universal coverage, it still leaves out 26 million
Americans, and continues the massive cost shifting that occurs in the
current system. ‘

State Fxperience:

o State experience bears out CBO’s conclusion that-a voluntary system
will not achieve universal coverage.

0 Several states have unsuccessfully tried to expand health care coverage
by providing financial inducements to voluntarily purchase insurance.

o For example, the Robert Wood Johnson Foundation ran
demonstration projects in ten states designed to make health
insurance more affordable and available to uninsured small

- businesses and individuals. Strategies included increased cost
sharing, premium subsidies -- up to 50 percent in some cases --
for small firms and limiting pre-existing condition exclusions.

005
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o - DBut these projects had modest impact: Tampa had the best
results, and even there only 17 percent of non-msunng firms
undcr 25 enrolled in the project.

Critics cite reasons for these dismal results: area businesses were
uninformed, the projects were too 11m1ted and they took place in an
unreformed insurance market.

o  Yet Florida’s universal coverage initiative suggests that even a
well-publicized state-wide system which includes voluntary
alliances and market reform will not lead to universal coverage.

o In testimony before the Finance Committee earlier this year,
Governor Chiles indicated that Florida’s voluntary market-based
system will fall far short of its universal coverage goal, insuring
only about 50 percent of the currently uninsured, and still leave
10 to 12 percent of all Floridians uninsured after reform.
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MANDATORY SYSTEMS ACHIEVE UNIVERSAL COVERAGE

While a voluntary health insurance system would leave millions of
Americans uninsured, a system which requires health insurance
coverage would result in universal coverage.

In its analysis of the President’s health care bill, CBO concludes that

‘the HSA’s employer/individual health insurance mandate would result

in universal coverage.

Hawaii’s experience with a mandatory health insurance system
supports CBO’s conclusion that a mandatory system would achieve far
greater coverage than a voluntary system would.

o  In 1992, only 6 percent of Hawaii’s population was uninsured,
the lowest rate of any state in the nation, compared to 15
percent nationwide. Coverage is not universal in Hawaii
because the state’s mandate excludes some groups, such as part-
time workers, the unemployed, and dependents of workers.
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ECONOMIC IMPLICATIONS OF AN EMPLOYER MANDATE

Despite claims by some that an employer mandate would destroy jobs,
economists agree that an employer mandate with large subsidies for
small business as included in the HSA will not have a large net impact
on jobs. In fact, employers in general would be financially better off
under the HSA’s employer mandate, since HSA’s lower health care
costs and generous employer subsidies reduce businesses’ costs. In
2004 alone, CBO estimates that businesses’ health costs would drop by
$90 billion. :

According to CBO, HSA’s net effect on jobs would be minimal, and
"would probably have only a small effect on low-wage employment.”
Researchers at the Employee Benefit Research Institute, Lewin-VHI,
the Economic Policy Institute, the Rand Corporation, and the Council
of Economic Advisors agree that the HSA’s effect on employment
would be minimal.

While some"economists suggest there niay be fewer jobs in the retail.
and food service industries under HSA, they also suggest that any
losses in those areas should be offset with gains elsewherc including

in manufactunng and health services.

And although many economists agree that the greatest effect of an
employer mandate could be on workers at or near the minimum wage
recent studies even ca]l into question that effect :

0. A Princeton study found that when California raised its
minimum wage by 27 percent in 1988, no job loss among low
wage workers occurred, and overall employment in the retail
trades was unaffected. Similarly, a Harvard-Princeton study
found no negative employment effects in the Texas fast-food

. industry when the federal minimum wage rose by 27 percent
between 1990 and 1991.

o HSA, which would increase costs for the smallest minimum
wage firms by no more than 15 cents an hour, should have a
similarly small net impact on low wage firms. No firms receiving
subsidies under HSA would pay more than 34 cents more an
hour for minimum wage workers. In comparison, the last
minimum wage increase was $0.90 an hour.
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Actual experience at the state level supports these conclusions. While
Hawaii has had an employér mandate in place since 1975, its economy
performs better than the national average on several fronts.

0 Since Hawaii instituted an employer mandate, its unemployment -
rate has dropped relative to the national average, and private
- non-farm employment has increased almost tmce as fast as in
the Umted States as a whole.

0 Hawaif's rate of business failure has been consistently lower
than the national average. And Hawaii’s small businesses have
one of the lowest bankruptcy rates in the natlon and one of the

- highest rates of business startups. :
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" INDIVIDUAL VS. EMPLOYER MANDATE -

-

Up until this point, I have limited my discussion of mandates to
employer mandates. At this time I'd like to discuss how an employer
mandate compares with an individual mandate.

The HSA, of course, requlres both employers and individuals to

~ contribute to the cost of health insurance. Before subsidies,

employers pay 80 percent of the average per worker premium, families
pay no more than 20 percent of the average premium. Placing the
bulk of the responsibility on employerq makes sense for several
reasons: ‘

o It builds upon the current system, in which over 90 percent of
~ private insurance is purchased through the workplace with an
employer contribution.

0 - 84 percent of the uninsured are workers and their families, so it

“makes sense to cover them through an employer-based system.

Moreover, poll after poll shows that the American people believe that

- employers should contribute to their workers’ health care costs:

o  An April poll found that 66 percent of Americans favor an
employer mandate. In contrast, by a 69 percent to 26 percent
margin, voters say the President should veto legislation that
covers everyone but requires employees to purchase insurance
without help from their employers.

o A February ABC/Washington Post poll found 73 percent of

Americans favor federal law requiring all employcrs to provide
health insurance. A

o} A February CBS poll found that Americans favor an employer~
based system over an individual reqmrement 53 percent to 27
percent. .

The alternative to an employer mandate is an individual mandate

~ which absolves businesses of any responsibility 1o provide health care

insurance to their workers. Yet an individual mandate raises several

-CODCerns:
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0 To make health care affordable to low and moderate income
individuals, an individual mandate would require substantial
federal subsidies. Depending on how generous they are, these
subsidies could increase federal costs relative to HSA.

0 An individual mandate may.reinforce the recent trend of
employers dropping coverage. Businesses currently providing
coverage may drop it under an individual mandate -- particularly
if federal subsidies provide a safety net for their workers.
Polling data indicate that this is exactly the outcome the public
fears in the absence of an employer mandate.

o  Some economists believe that even if employers do drop
coverage, workers would be no worse off because employers
would increase their wages to reflect any cut in health benefits.

--  However, even if employers did passback wages to their
employees, there is no guarantee that it would occur
instantaneously, nor that it would be evenly distributed
among workers. :

-~ T'know I would have trouble convincing my constituents
that they needn’t worry about losing their health care
benefits because some economists assure me that their
bosses will make it up to them with salary increases.
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 CONCLUSION

Despite huge and gromng expendttures on health care, more and
more Amencans are. wzthout health i msurance '

If we are ever to control spnallmg health care costs we' must assure
that all Amencans are in the health care system.

The only way to assure health care coverage for all Amerlcans is to

mandate coverage. Let me remind you again, CBO estimates that the

HSA would result in health care coverage for all Americans,
compared to the 26 million left uninsured under a highly subsuhzed
voluntary system with managed competmon

State experiences confirm that voiuntary systems would leave many
more Americans without health care insurance than would a
mandatory system. : :

State experience and economic analysxs also demonstxate that an

- -employer mandate would not significantly decrease net jobs, and

instead would enhance job opportumtles for some.

An HSA-like employer m‘andatc butlds on our current health care
system and is favored by the American public. ‘An individual mandate
is much less popular with the public, and could be more expensive.

o1z,
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Universal coverage is a fundamental Qlément to controlling rising
health care costs and to ending the cost shifting that burdens

N - » . :é‘_y .
employers who now provide insurance.

In this presentation I'll address the issue of universal health care

coverage and the best means to achieve it.

The non-partisan Congréssional Budget Office concluded that
universal coverage would not occur under a voluntary health care
system. State experience confirms that voluntary systems would leave

many Americans without health care insurance.

A mandatory health care system, on the other hand, would lead to
universal coverage in CBO’s estimation. State experience

corroborates this conclusion.

And despite claims to the contrary, studies and state experience show

that an employer mandate would have very little net impact on jobs.



Introduction (continued):

<

0 An HSA-like employer mandate builds on our current health care
system and is favored by the American public. An individual mandate
depérts from the current employer-based system, is viewed

apprehensively by the public, and will likely increase federal costs.



CURRENT'VOLUNTARY SYSTEM IS NOT WORKING

i
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{
An increasing number of Americans are losing health insurance in
- today’s voluntary market.| In 1992, 39 million Americans were without
insurance, up from 34 million in 1989. By 2004, CBO estimates that

44 million Americans will| lack insurance. Among the nonelderly:
l i .

)
1

o Most individuals with private insurance -- 88 percent -- receive
coverage through an employer, while only 12 percent purchase

1
. . |
private insurance through other means.

o  Most of the uninsured -- 84 percent -- are either workers or

dependents of workers.

0 | The number Aof Ampricans with employer coverage dropped by 3

million from 1989 to 1992.




WHY WE NEED UNIVERSAL COVERAGE

Universal coverage is essential if all Americans are to receive

adequate health care. Stl!ldie%,show that the uninsured do not receive

timely or appropriate care.

And when they finally do seek care, their

problems tend to be worse and more expensive to treat.

0 For example, the uninsured are twice as likely as the privately

insured to be hospitalized for diabetes, hypertension, and other

conditions which could be treated in a doctor’s office.

|

¥

! v
o  And 71 percent of the uninsured report that they postponed

seeking care which they felt they needed because they could not

afford»it, compared] to 21 percent of the privately insured.

Universal coverage is also

critical to controlling health care costs. In

its analysis of Congressmlian Cooper’s bill, CBO stated that one of the

key features of any mark{et—based mechanism to control health care

|
. * o < . .
costs is universal health insurance coverage that eliminates cost shifts

from the uninsured to thie

insured.



Why Wé Need Universal Coyeragé (continued):

L }

o | A 1991 Lewin study'; estimates that one-third of employers" :
current p-remium co;sts result from various forms of‘ cost shifting,
the largest part due‘[ to sgorking spouses whose employers
‘contribute hothing foday. HSA would eliminate most of this

- .~cost shifting and s'ig"nivﬁcantly lower per worker costs for those
employers who offe:r insurance today.

o Finally, health policy expérts warn that health insurance market
reforms withouﬁ a niahdafte could actually increase the number of
uniﬁsu:red as health insur;nce costs rise for low risk firms and
individuals, causing\them;to drop out of the system, further raising

premiums for those in the system, causing more low risk firms and
e ‘ ,

individuals to drop coverage, and so on.

+
r



EVIDENCE ON VOLUNTARY SYSTEMS
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Some have suggestéd that we t;an Aachieve.universai health care
coverage by introducing inésurance‘market reforms and subsidies into
the current voluntar_y‘syst?xln._bﬁut both CBO analyses and state |
‘experience demonstrate th:at such voluntary systems will not result in

universal coverage.

CBO Analysis of Managed Conépétirion Model:

In its recent analysis of the Coope ‘bill, CBO concludes that a -
voluntary sysfem of healtﬁ insurance coverage which includes
 insurance market reforms, and large subsidies for lower income |
households will not solve ‘Ethe problem of the uninsured. Even ten
years after enactment CBC predicts 26 million Americans (or 9
percent‘ of the populatioﬁ) wouid remain uninsured under Cooper.
O;w»: tial sol}ition -- which reduces the number of

I g
0 percent ---is achieved only at a very large federal

~ cost. Assuming a benefit package comparable to HSA’s, subsidy costs

[ , |
in the Coope;\plan exceed savings by $300 billion from 1996 to- 2004.
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Evidence on Voluntary Systems (continued):

o} While providing health insurance to 91 percent of all Americans
moves closer to universal coverage, it still:leaves out 26 million
)

Americans, and continues theemassive cost shifting that occurs in the

current system.

State Experiencé:
A
o State experience bears out CBO’s conclusion that a voluntary system

will not achieve universal coverage.

t
'

o-  Several states have unsuccessfully tried to expand health care coverage |
by providing financial inducements to voluntarily purchase insurance.

§
¢

)

6 - For example, the Robert Wood Johnson Foundation ran
demonstration projécts in ten states designed to make health
insurance more affti)rdable and available to uni‘hsured small
busineéSes and individuals. Strategies included increased cost
sharing, premium sﬁbsidies -- up to 50 percent in some cases --

for small firms, and limiting pre-existing condition exclusions.



Evidence on Voluntary Systems (bontinued):

o Bﬁt these projects ﬁad modest impact: Tainpa had the best
Vesults, ahd even thére only 17 percent df non-insuring firms
| under 25 enrolled 1n vthciz__' project. Sl A pt Lea LM\
b (Ah Ul (o A «&b«ii/
0 Critics'cite reasons for thje’se dismal results: area businesses were
uninformed, the projects ’;we;;e téo limited, and they took place in an

unreformed insurance market.

o Yet Florida’s universal coverage initiative suggesfs that even a
well-publicized state-wide system which includes voluntary

alliances and markét reform will not lead to universal coverage.

o  In testimony before the Finance Committee earlier this year,
GK\Q.Q(J—J\
Governor Chiles mdlcated that Flonda S voluntary market-based
9\)6«( J
system will fall far short of its umversal coverage, g@lﬁnsurmg

only about Sete t-of the currently uninsured, and still leave _agv"‘*

18«0 12 percent of all Floridians uninsured after reform.



MANDATORY SYSTEMS: ACHIEVE UNIVERSAL COVERAGE

)

While a voluntary health ihsu(«.g_ance system would leave millions of
Americans uninsured, a system which requires health insurance

¥

coverage would result in universal coverage.
In its analysis of the Presiﬁent’s health care bill, CBO concludes that
the HSA’s employer /individual health insurance mandate would result

in universal coverage.

Hawaii’s experience with a mandatory health insurance system
supports CBO’s conclusion that a mandatory systeni would achieve far

greater coverage than a voluntary system would.

o  In 1992, only 4 percent of Hawaﬁ’s population was uninsﬁred,
the lowest rate of any state in the nation, compared to 15
percent nation'wide; Coverage is not universal in Hawaii
because the state’s ;Iiandate excludes some groups, such as part-

time workers, the unemployed, and dependents of workers.



ECONOMIC IMPLICATIONS OF AN EMPLOYER MANDATE

o - Despite claims by some that an employer mandate would destroy jobs,
= economists agree that an femployer mandate -- partiCularlyV one with
subsidies fér small lgusin¢§s as, iﬁcluded in the HSA -- will have little
net impact on jobs. In fa:ct, on average, emplbyers would be
financially better off undérAthe HSA’s employer mandate, since HSA’s
- lower health care costs ai?d generous employer sﬁbsidies_ rgd_uce
businesses’ costs. In 2004: aléne, CBO estimates that businesses’

health costs would drop by $90 billion.

| o  According to CBO, HSA’s net effect on jobs would be minimal, and
"would probably have onISI a small effect on low-wage employment."
Researchers at the Emplbyee Benefit Research Institute, Lewin-VHI,
»the Economic Polfcy Institute, the Rand Corpofation, and the Council
of Economic Advisors aéee that the HSA’s effeét on employment
would be minimala?,eii;hc,r;pnsit—isae—er-negative.

o0 While some economists spggest there may be fewer jobs in the retail
and food service industriés under HSA, they also suggest that any

 losses in those areas should be offset with gains elsewhere, including

in manufacturing and health services.
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Economic Implications of an Employer Mandate (continued):
. . ) ) 3

<

0 And although many economists agree that the greatest effect of an
employer mandét¢ could be on workers at or near the minimum wage,

recent studies even call into question that effect.

"0 " A Princeton study f,ouﬁd that when California raised its
minimum wage by 27 percent in 1988, no job loss among low
‘wage workers occuired,, and overall emplbymént in the retail
trades was unaffected. Similarly, a Harvard-Princeton study
found no negatiife émploymént effects in the Texas fast-food
industry when the féderal minimum wage rose by 27 percent

between 1990 and 1991.

0 HSA, Which Woﬁld :increase costs for the smallest minimum
wage firms by no rnbre than 15 cents an hour, should have a
similarly small net impact on low vs;*age firms. No firms receiving
subsidies under HS{X would pay more than 34 cents more an
hour for minimum wage workers. In comparison, the last

minimum wage increase was 90 cents an hour.
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- Economic Implications of an Employer Mandate (continued):

0 Actual experience at the state level supports these conclusions. While |
Hawaii has had an employer mandate in place since 1975, its economy

performs better than the national average on several fronts.

i

o} Since enacting its manéiaté, private non-farm employment’in
Hawaii has increasefd »élmost.twioe as fast as in the nation as a
whole, and its unérﬁployment rate has dropped relative to the -
national average. Iﬁ»each of the‘ last 14 years; in fact, Hawaii’s

unemployment rate has been below the national average.

o  Hawaii’s rate of business failure has been consistently lower
~ than the national average. And Hawaii’s small businesses have
- one of the lowest b:ankr,uptcy rates in the nation, and one of the

“highest rates of bus'iness startups.



|

INDIVIDUAL VS EM]"LOYER MANDATE

Up until this point, I have Iimited my discussioni,of mandates to
employer méndatgs._ At th1s time I'd like to discuss how an employer
rriandate compares with an individual mandate. / |

The HSA, of course, reqﬁire;; both employers and individuals to

- contribute to the cost of health ins‘urance. Before subsidies,
employers pay 80 percent of the average per worker premium, families

AN

- pay no more than 20 percent of the average premium. Placing the

bulk of the responsibilityfon employers makes sense for several

Ieasons:

"0 It builds upon the current system, in which almost 90 percent of
private insurance is purchased through the workplace with an

employer contribution.

o 84 percent of the uninsured are workers and their families, so it

makes sense to cov:er them through an employer-base'd'éystem.



Individual vs. Employer Mandate (continued): |
0 Moreover, poll after poll shows that the American people believe that |

| ! | |
employers should contribute to their workers’ health care costs:

-0 An April poll found gth%g 66 percént of Americans favor an
employer mandate. In contrast, by a 69 percent to 26 percent
Bt margin, voters say thc President should veto legislatién that

covers everyone but requires employees to purchase insurance

‘without help from their employers.

0 A February ABC/Washington Post poll found 73 percent of
Americans favor fed:eral law requiring all employefs to provide

health insurance.

o A February CBS poll found that Americans favor an employer-
based system over an individual requiremént 53 percent to 27

i

percent.

‘0 The alternative to an employer mandate is an individual mandate
which absolves businesses of any responsibility to provide health care
insurance to their workers. Yet an individual mandate raises several -

CONCErns:



1
4
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Individual vs. Employer Mandate (continued):

<

, i !
o To make health care: affordable to low and moderate income
individuals, an individual mandate would require substantial
federal subsidies. Depending on how generous they are, these

subsidies could increase federal costs relative to HSA.

o An vindividual mandété may reinforce the recent trend of
employers dropping jcdveragé. Businesses currently providing
coverage méy drop 1t under an individual mandate -- partiéuiarly

/if federal subsidies ﬁrovide a saféty net for their workers.
’Polling data indicate;; that this is exactly tile outcome the public

fears in the absence of an employer mandate.

0 Some economists believe that even if employers do drop
coverage, workers would be no worse off because employers

would increase theili‘ wages to reflect any cut in health benefits.

- However, even if employers did pass back wages to their -
employees, there is no guarantee that it would occur
instantaneously, nor that it would be evenly distributed

among workers.



Individual vs. Employer Mandaté (continued):

- 1 know I would have trouble convincing my constituents
that they needn’t worry about losing their health care

" benefits because some economists assure me that their

bosses will make it up to them with salary increases.



!

CONCLUSION

Despite huge and growing expenditures on health care, more and
more Americans are without health insurance.

| ‘
Universal coverage is necessary to control health care costs, and
provide adequate health security to all Americans.
The only way to assure health care covérage for all Americans is to
require it. Let me remind you again, CBO estimates that the HSA
would result in health care coverage for all Americans, while a highly
subsidized voluntary system with managed competition would leave 26

million Americans uninsured -- at a cost of hundreds of billions of

4

dollars.

State experiences confirm that voluntary syétems would leave millions

of Americans without health care insurance.

State experience and economic analysis also demonstrate that an
employer mandate would not significantly decrease net jobs, and

instead would enhance job opportunities for some.



Conclusion (continued):

i

An HSA-like employer m;andéte builds on our current health care

system and is favored by jthe American public. An individual mandate

is a departure from the current ‘employer-based system, is

- viewed apprehensively by the public, and will likely be more expensive

for the federal government.






