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Summary

Skyrocketing health care costs and the existence of increasing numbers of uninsured
Americans have compelled this country to focus considerable attention on health system reform.
Numerous Congressional leaders, associations, academics, and health policy analysts have
suggested ways to reform the current system to provide access to health care for all Americans.
Many of the prominent proposals attempt to build on our current employment-based health
insurance system. These proposals call for "play or pay" employer mandates to broaden coverage
to all workers and their dependents. These mandates would require employers to either provide
health insurance directly ("play") or pay a payroll tax to enroll their workers into a public health
insurance plan ("pay").

Most "play or pay" proposals would also provide access to a public health plan for persons
who are not working. Subsidies would be provided to cover the premiums and cost sharing
requirements for low-income persons. Costs for persons with incomes below poverty would be
fully subsidized, and costs for persons with incomes up to 200 percent of poverty would be
subsidized on a sliding scale. Thus, the play or pay proposals would ensure all Americans regular
access to health care.

Despite the prominence of these proposals, we know little about their full effects. This
paper presents an analysis of the direct effects of play or pay employer mandates. The Pension
Welfare and Benefits Administration at the Department of Labor provided funding to develop an
economic model that could evaluate these proposals. The model builds upon a microsimulation
system (called TRIM2) that has been used by government agencies and private organizations to
evaluate various public policies over the last 20 years. The enhanced model integrates data
describing employment-based health plans and employers’ average payrolls with a representative
sample of nonelderly Americans from the March 1990 Current Population Survey. By comparing
workers’ health insurance costs to optional payroll tax payments, the model simulates employers’
decisions either to provide insurance or to pay a payroll tax.

Assumptions of the Analysis

Throughout this analysis we assume that all employers would choose the less expensive
insurance option. We show results for two different payroll tax rates -- 7 percent and 9 percent --
and model the requirements of the leading comprehensive play or pay proposals. These
assumptions would require employers to pay 80 percent of the cost to insure persons working 18
hours a week or more (and their dependents) or pay a flat tax on their workers’ wages. Employers

would pay a tax on the wages of employees working less than 18 hours a week to enroll them in
the public plan.

We assume that all employers could purchase a uniform benefit package with a 20 percent
coinsurance requirement at the average price available to employers with similar characteristics.
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Further, we assume that all workers must be insured through their own employer, and nonworking
dependents are insured through the family’s primary earner.

Who Would Be Covered

The most striking finding of this analysis is the large number of persons who would
potentially be enrolled in the public plan. Under the 9 percent payroll tax rate nearly 40 percent of
nonelderly Americans would be enrolled in the public plan (including workers, dependents of
workers, and nonworkers). Under a 7 percent payroll tax rate assumption, the percentage of
nonelderly Americans enrolled in the public insurance plan would increase to 52 percent.

The total number of persons insured through private, employment-based plans is likely to
decline under both payroll tax options. Currently, 142.2 million Americans are insured through
employment-based plans. Under a 7 percent play or pay mandate, we predict that the number
would shrink to 104.7 million persons, and under the 9 percent mandate, the number would
decline to 131.8 million persons. Under the 7 percent mandate, as many as 99 million Americans
would switch health insurance plans, 84 million would remain in their current plans, and 33
million uninsured persons would gain health insurance. About 67 million persons would switch
insurance plans under a 9 percent plan.

Some workers currently insured through employment-based plans would shift to the public
plan. For example, 35.3 percent of workers currently insured through their own employer would
shift into the public health plan under the 7 percent payroll tax rate. Under the 9 percent payroll
tax rate, 20.8 percent of workers currently in employment-based plans would switch 1o the public
insurance plan. In contrast, a large share of workers currently without emplovment-based
insurance would be enrolled in the public insurance plan under a play or pay mandate. Under the
7 percent payroll tax rate assumption, 69 percent of workers currently without employment-based
insurance would be enrolled in the public plan, compared to 54 percent under the 9 percent plan.

These results are not surprising given that persons without employment-based :nsurance
typically work for very small employers and many work part time. The play or pay proposals are
designed to limit costs for businesses with high health insurance costs relative to payroll compared
to a straight mandate that would require all businesses to purchase insurance pnvately  The cost
of insuring workers is high for many small employers -- they face higher insurance cosis 2nd pay
lower wages than larger firms. Small employers would be much more likely to choose “~e payroll
tax option than other employers. For example, we expect that 63.8 percent of workers in firms
with fewer than 25 employees would be enrolled in the public plan under a 9 percent play or pay
plan, compared to the average public plan enrollment rate of 41.5 percent.

Who Would Pay

Despite the shifts toward public plan coverage, employers would continue 10 tin1nce most
of the cost of insuring nonelderly Americans under play or pay mandates. Employers’ :nsurance
costs (in 1989 dollars) would increase to $158.6 billion under the 7 percent payroll tax option and
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to $173.2 billion under the 9 percent payroll tax option, compared to current insurance costs of
$128.9 billion. The increase in costs -- $29.7 billion (23 percent) in the 7 percent plan and $44.3
billion (34 percent) in the 9 percent plan -- would fall most heavily on small employers. For
example, insurance costs for firms with fewer than 25 workers would increase by 71 percent ($11
billion compared to $15.5 in the current system) under a 7 percent play or pay mandate, and would
double (a $16 billion increase) under a 9 percent play or pay plan. Under a fully phased-in play or
pay system, all workers and their dependents would be enrolled in a health insurance plan by their
employers -- some in a private plan and others in a public plan.

Government’s costs would also increase to broaden insurance coverage for nonworking
persons and to subsidize out-of-pocket costs for the working poor. The government would also
subsidize some employers who enroll their workers in the public plan when their payroll taxes do
not pay for the full cost of their workers’ health insurance. We predict that the government’s
share of the costs in a 7 percent play or pay mandate would be $64.4 billion. This represents an
increase of $36.4 billion over the 1989 Medicaid costs for the nonelderly, noninstitutionalized
population. Under the 9 percent plan, government’s share of the total costs would be somewhat
smaller. We predict that government expenditures would be $52.8 billion with a 9 percent play or
pay employer mandate, an increase of $25.2 billion relative to current costs. These costs represent
a 17 percent increase in government spending for personal health care under a 7 percent plan and a
12 percent increase under a 9 percent plan, compared to 1989 government (federal and state and
local) spending of $215.4 billion.

We caution that these are simple estimates of government’s costs under a play or pay
system. If government succeeded in negotiating lower premiums because of the large size of the
public plan, their costs would be lower. Uncompensated care would be eliminated, and the
government and employers would realize savings as providers no longer need to shift these costs
to payers. If insurance reform succeeds in reducing small employers’ premiums significantly,
small employers’ cost increases would be less than those shown here. On the other hand, the
relatively large size of the public plan and the number of low-income Americans eli gible for
premium and cost-sharing subsidies would result in a large administrative burden for government.

In sum, play or pay employer mandates have gained momentum as the leadin g health care
reform proposals. They would lead to a hybrid system in which many Americans would retain
private, employment-based coverage, but a large share would be covered under a public health
insurance plan. Play or pay mandates would represent an expanded financial role for many
employers, even though the number of persons enrolled in private, employment-based health
insurance plans would diminish. However, insurance costs increases under the play or pay
systems would ensure that all Americans would have access to health care on a more equal basis,
and they would reduce the current burden of out-of-pocket health care spending for many families.
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L. Introduction

The issue of health care reform has received considerable attention in the United States.
Health care spending continues to absorb ever larger shares of our resources each year, yet, at any
given time, about 33 million Americans do not have access to regular health care because they are
uninsured. These dual problems of skyrocketing costs and lack of access have generated a number
of proposals to reform the health care system.

Many of these reform proposals focus on a particular type of employer mandate, a "play or
pay" system, to broaden access to care. Under these proposals employers would be required to
either provide a health care plan meeting specified standards or pay a payroll tax to cover workers
under a public health insurance plan. The play or pay employer mandates, thus, would cap
employers’ costs at some pre-specified payroll tax rate. Businesses employing large numbers of
part-time or low-wage workers would be treated more favorably under these proposals compared
to a straight mandate requiring them to provide health insurance because these firms face high
insurance costs relative to their worker’s wages. By offering an alternative to employer purchase
of insurance on the private market, play or pay proposals would solve access problems and limit
costs for employers who find it difficult to obtain insurance for workers with high risk jobs or
unfavorable insurance ratings.

Comprehensive play or pay proposals also extend coverage under the public plan to
nonworking persons, and those who can afford it would be required to pay a premium to cover the
cost of the plan. Finally, these plans require new revenues to fund a variety of direct and indirect

subsidies required to make the system viable. General revenues would be required to cover some



of the health costs of employers who buy into the public plan at below-market insurance rates.
Direct subsidies to low-income, nonworking persons who cannot pay for the cost of the plan and
low-income workers who cannot pay their premium shares and coinsurance requirements will be
necessary to ensure full access to care. Of course, the elimination of acute care spending under
Medicaid to some extent would offset these subsidies for government.

Despite the considerable attention focused on play or pay employer mandates, we know
little about how employers would respond to this policy. The distributional consequences of such
proposals are of particular interest. What types of employers would continue to provide health
insurance? Will decisions differ across firm size, industry, or location? How will the subsidies
work? What are the characteristics of Americans who would be enrolled in the public-sponsored
plans compared to private-sponsored insurance plans?

Analysis of these proposals requires consideration of employers’ insurance costs ind their
payroll characteristics, as well as the characteristics of workers in their employ. It also requires
information about the nonworking population to fully assess the consequences of the
comprehensive play or play health care reform proposals.

This paper presents new estimates of the effects of play or pay employer mandates. Under
funding from the Department of Labor’s Pension Welfare and Benefit Administrat:on. e have
developed a microsimulation model of the current employment-based health insur.~_e system.
This model combines employment-based data on health plans and payrolls with dats e scribing
the characteristics of the US population. The model allows us to examine the curren: svstem and

to simulate alternative employment-based systems.



We present an analysis of a play or pay employer health insurance mandate modeled after
several of the comprehensive health care reform proposals introduced in the 102nd Congress. We
simulate the effects of a play or pay proposal under two assumptions about employers’ payroll tax
rates to provide a range of estimates. This brief paper presents several basic results: the number
of workers likely to be enrolled in the public plan, shifts in insurance status from the current
system, employers’ dccisions by firm size, and the costs to the government and private sectors. A
more complete and detailed analysis that examines the effects of play or pay proposals under
various design assumptions is also underway and will be available in February. The discussion
below briefly outlines the methods used in this analysis, the assumptions used in simulating the

employer mandate, and the results.

II. Methods

We use The Urban Institute’s microsimulation model, called the Transfer Income Model
(TRIM2), to examine the effects of expanding the employment-based health insurance system.
The model represents an enhanced version of TRIM2 used in an earlier examination of employer
mandates (Zedlewski, 1991). In this analysis we integrate data from the March 1990 Current
Population Survey (CPS) with data representing employment-based health insurance plans, and
data describing employers’ payroll characteristics. The two employment-based data sources are
used to add key information about workers that is not available on the CPS. We add employment-
based health insurance premiums and the average payroll for each worker’s firm. Thus. we can

evaluate employers’ decisions to provide health insurance or to pay the tax, and we can examine



how these decisions affect workers. Insurance payments by individuals, employers, and
government can be calculated and aggregated across different population characteristics.

We match insurance premiums from the 1989 Health Insurance Association of America
(HIAA) and the 1989 Foster-Higgins Surveys to workers reporting health insurance coverage on
the CPS using statistical matching procedures. The matching procedure uses variables common to
the employer insurance plans and workers on the CPS to "match" individuals on the CPS to health
plans. These variables include industry, location, firm size, and whether the worker has to pay
part of the insurance premiums. For workers without health insurance we predict an insurance
premium for a uniform benefit package, based on their employers’ characteristics.

Similarly, we match employer payroll data from the County Business Patterns (CBP, 1988)
data set to workers on the CPS. The CBP data set is a universe sample collected from payroll tax
forms filed by all establishments in the US. We match these data to workers on the CPS using
detailed information on their state of residence, 3-digit industry code, and establishment size. !

The enhanced CPS, thus, provides a full socioeconomic profile of the US population, along
with additional information about their employers. The enhanced file includes the employer’s
insurance premium and the shares paid by the worker and the employer for workers with
employment-based health insurance from the health insurance plan data base. It includes the
average payroll at the establishment employing each worker on the CPS from the CBP file. Using
these data sources we can simulate the decisions of workers’ employers to provide health
insurance or pay the payroll tax by comparing their health insurance costs to the cost of paying a

tax on payroll costs for workers included in the mandate.



Statistical matching techniques provide a useful vehicle through which we can explore
policies that require information from multiple data sets. Obviously, we would prefer using a
representative data base with information about workers and their employers obtained from direct
sources, but this type of data base does not exist. However, the richness of the two employmént-
based donor files -- about 4,000 health plans and data summarizing the payroll characteristics of
more than 160,000 estabﬁshments in the US -- ensures that reasonable imputations can be made,
given the diversity of workers represented on the CPS. In addition, we have completed
preliminary analyses of the employment-based data to explore their statistical properties and to
guide the statistical matching procedures. Our early analysis of play or pay employer mandates
using the payroll and health insurance price data alone are also very consistent with those shown
here (Acs, et al., forthcoming 1992).

The assumptions used to simulate the play or pay proposals are obviously of critical
importance. Table 1 outlines these assumptions. Throughout this analysis we assume that
private-sector employers choose the lower-cost option between either providing health insurance
or paying the optional payroll tax.Z We do not assume that the government sector makes "play or
pay" decisions. Instead, we assume that they provide at least a minimum health benefit package to
their workers.

Employers can purchase a uniform benefit package of the type shown in table 1 at the
average price currently available to employers with the same size, industry, and location
characteristics. Thus, while we do not assume that insurance costs will be considerably lower than
current prices, the assumption that all employers (irrespective of the experience rating of their

group) can purchase insurance at current rates incorporates insurance reform provisions that



Table 1

Play or Pay Employer Mandates: Simulation Assumptions

Employer Requirements Must either pay 80 % of the cost of a uniform benefit package for workers
and their dependents or pay a payroll tax.

Benefit Package 1)

2)

All employers can purchase insurance at average rates currently-
available for firms in their region in the same size/industry group.
The uniform benefit package includes deductibles of $200 for singles
and $500 for families; a 20% coinsurance requirement; covers well
care; preadmission certification required.

Coverage Requirements 1)

2)

Hours of work: persons working 18 hours a week or more included
in play or pay mandate; employers pay a payroll tax cn the wages of
persons working less than 18 hours;

Primary payer: workers accept coverage through own employer;
dependents covered through primary worker’s plan; coordination of
benefits for persons with dual coverage.

Workers’ Premiums Pay 20% of the cost of the employer’s premium or the cost of the public
plan if full time, less subsidies for low-income persons.

Public Plan 1)

2)
3)

Govemment pays premiums equal to those currently available to
large (1000+) firms (see Figure 2).

Persons not covered through employer enroll in public plan.
Families pay full public plan premium when not enrolled by
employer, subject to premium subsidies.

Govermnment Subsidies 1)

2)

3)

Premiums for persons in private and public plan: reduced by 2
percentage points for each 10% that income is below 200% of
poverty.

Premiums for families enrolled in public plan with incomes between
200-400% of poverty not to exceed 3.5%, 4%, and 5% for those with
income less than 250%, 325%, and 400% of poverty, respectively.
Govemment pays cost-sharing for persons with incomes below
poverty; and shares costs for persons with incomes between 100-200
percent of poverty.

1Cost-sharing estimated as average out-of-pocket spending for doctors care, drugs, and hospital care for insured farnilies
(Consumer Expenditures Survey: $225, $215, $570, and $665 for singles, adult and child, families, and two adults,

respectively).



guarantee reasonable rates to all employers. Under these assumptions, however, small employers
pay more than large employers for the same benefit package.3 Figure 1 shows the average
premium variations by establishment size.4 If an employer chooses to "play"” and already provides
health insurance, we assume that the employer retains the current insurance package, provided that
it meets the minimum standard required by the mandate.

As shown in the table outlining the simulation assumptions, employers choosing to "play"
must pay 80 percent of the premium and their workers pay 20 percent. Employers must pay these
costs for full-time workers (defined as 18 hours a week or more). Part-time workers can be
enrolled in the public plan even when the full-time workers are insured privately, and employers
pay a payroll tax based on the wages of the part-time workers.

Table 1 also outlines requirements for the public plan. We assume that the government
purchases the equivalent uniform benefit package for persons enrolled in the public plan at rates
currently-available to large firms. These premiums vary by location. Figure 2 shows the premium
assumption for single coverage. We make a simplifying assumption that dual coverage 1n adult
and child) costs 1.8 times the single premium, and family coverage costs 2.5 tmes the single
premium. These are average ratios reflected in employer and private health insurance plan data
for 1989. The government covers the costs of the public plan less the taxes paid by ¢mployers,
and public plan premiums paid by persons enrolled in the public plan. Workers enroi e by their
employers pay 20 percent of the public plan premiums and nonworkers pay tuii cost, less
subsidies available to low-income persons. These subsidies cover the full premium share for
persons with incomes below poverty whether enrolled in the public plan or a privute employer

plan. This subsidy phases out for persons with incomes between 100 and 200 percent of poverty.



Figure 1

Predicted Annual Premium for Single Policies:
Uniform Benefit Package
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$1600
$1400 -
$1200 | -
$1000 &
$800 |-
$600 |-
$400 |-

$200 |-

$0 .
1-24

| Source: The Urban Institute

$1435

.. $1380

25-99

$1260

100-499
Establishment size

$1260

500-999

1,000 +




Figure 2

Annual Premiums for Single Coverage
Public Health Plan
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Note: Premiums reflect uniform benefit package with $200
deductible, 20 percent copayment rate (see text).
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The government also subsidizes cost sharing requirements under the insurance plans such that
persons with incomes below poverty receive full subsidies for these costs and persons with
incomes between 100 and 200 percent of poverty are subsidized on a sliding scale. Finally, public
plan premiums are capped for families with incomes between 200 and 400 percent of poverty ét a

percentage of their family income.

III. Results

The full distributional results of play or pay employer mandates will be complex depending
on the long-run cost shifts across employers, workers, and government. The results presented
below focus on the simple, first-round effects of comprehensive play or pay proposals. The
results represent a fully phased-in play or pay proposal affecting all employers.5 We show
predicted changes in insurance coverage for the entire population. Then we focus on results for
private-sector workers. Finally, we show basic cost effects by sector, and we provide more detail
on the cost implications for employers. On the other hand, we are not able to show how
employers would shift costs back to labor or consumers, nor do we show how the elimination of
uncompensated care would affect payors under a play or pay employer mandate.
Effects of Play or Pay Mandates on Insurance Coverage

Figure 3 displays the predicted health insurance coverage of the nonelderly population
under play or pay employer mandates. Under the 9 percent payroll tax rate assumption, 61 percent
of the nonelderly would be enrolled in an employment-based plan, and 39 percent in the public
plan. The public plan would include 39.6 million workers, 17.5 million dependents of workers,

and 27.7 million nonworkers (including early retirees). Under the 7 percent tax rate assumption
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Figure 3

Health Insurance Coverage of the Nonelderly:

Play or Pay Employer Mandate
(Millions of persons)
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Source: TRIM2, based on the March 1990 CPS.
* Other persons include persons without
an employed household member.
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many more employers would enroll their workers in the public plan. As shown, more than half of
the nonelderly population would be enrolled, including 56.8 million workers, 27.4 million
dependents of workers, and, again, 27.7 million nonworkers.

The data in table 2 compare insurance coverage under a 9 percent play or pay proposal to
prior insurance coverage, and those in table 3 show the results for the 7 percent payroll tax
assumption. Some workers and dependents currently enrolled in employment-based plans would
shift to coverage under the public plan. Among the 71.3 million workers who currently have
employment-based coverage through their own employer, 14.9 million would shift into the public
plan (20.9 percent). Among dependents currently insured through employment-based plans,
employed adults would shift to coverage through their own employer -- 8.8 million in a private
plan and 8.2 million in the public plan -- and the remaining 52.9 million would remain insured as
dependents -- 44.7 in private plans and 8.2 million in the public plan. Thus, the mujority (63
percent) of dependents would remain in their current employment-based plan under 4 Y percent
payroll tax assumption.

Of the 18.2 million persons currently insured through private, individual insurance policies,
two-thirds would gain coverage through an employer either as a worker or as a dependent. For
example, 31.3 percent would become insured through private, employment-based piuns (20.3
percent as workers, and 11.0 as dependents), and 34.6 percent would be enrolled in the ruolic plan
under employer sponsorship (24.7 percent as workers and 9.9 percent as dependents ot aorkers).
The remaining group who currently purchases private, nongroup insurance policics +ould be
enrolled in the public plan. About 6.2 million persons who currently purchase :ndividual

insurance would enroll in the public plan.
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Table 2

Shifts in Insurance Coverage:
Current System Compared to Play or Pay

9% Employer-Paid Payroll Tax

Total Employment-Based Public Plan
(000) Workers  Dependents Workers Dependents Others
Numbers in Millions
Current System:
Employment-Based Plan

Own Employer 71.3 56.5 - 149 - -

Other Employer 70.9 8.8 44.7 9.2 8.2 -
Private, Non%roup 18.2 3.7 2.0 45 1.8 6.2
Government 229 1.4 2.8 1.9 33 13:3
Uninsured 334 7.1 4.8 9.1 42 8.2
Total 216.6 775 543 39.6 17.5 27.7

Percent by Coverage Status
Employment-Based Plan

Own Employer 100.0% 92%  ---- 208% ---

Other Employer 100.0 124 63.0% 13.0 11.6% ---
Private, Nongroup 100.0 20.3 11.0 24.7 99 34.0%
Government 100.0 6.1 122 8.3 144 58.0
Uninsured 100.0 21.3 144 212 12.6 24.6
Total 100.0% 358% 25.0% 183% 81% 128%

SOURCE: The Urban Institute’s Transfer Income Model (TRIM2) based on the March 1990 Current
Population Survey.

Note: 1. Includes Medicaid, CHAMPUS, and Medicare.
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Table 3

Shifts in Insurance Coverage:
Current System Compared to Play or Pay

7% Employer-Paid Payroll Tax

Total Employment-Based Public Plan

(000) Workers Dependents Workers Dependents Others

Numbers in Millions
Current System:
Employment-Based Plan

Own Employer 718 46.1 -- 252 - --

Other Employer 70.9 6.3 38.1 11.7 14.8 --
Private, Non¥roup 18.2 2.6 14 5.6 24 6.2
Govermnment 229 1.0 1.9 23 42 13.4
Uninsured 334 43 3.0 11.9 6.0 8.2
Total 216.6 60.3 444 56.8 274 21.7

Percent by Coverage Status
Employment-Based Plan

Own Employer 100.0% 64.7%  -- 35.3% --

Other Employer 100.0 8.9 53.7% 16.5 20.9% -
Private, Nongroup 100.0 14.3 7 30.8 13.2 341%
Government 100.0 44 8.3 10.0 18.3 S8.5
Uninsured 100.0 12.9 9.0 35.6 18.0 246
Total 100.0% 278% 20.5% 262% 12.7% 128%

SOURCE: The Urban Institute’s Transfer Income Model (TRIM2) based on the March 1990 Current
Population Survey.

Note: 1. Includes Medicaid, CHAMPUS, and Medicare.
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Results in table 3 show more dramatic shifts of workers into the public plan under a 7
percent employer payroll tax requirement. For example, 35.3 percent of workers who currently
have employment-based health insurance would shift into the public plan. In fact, far fewer
persons would be insured through private, employment-based plans in this scenario than under .the
current system. Currently 142.2 million Americans are in employment-based plans (71.3 million
workers and 70.9 milliori dependents of workers). Under a 7 percent play or pay proposal, the
number would shrink to 104.7 million (60.3 million workers and 44.4 million dependents of
workers).

In sum, a large number of persons would change their health insurance coverage under a
play or pay employer mandate. Under the 9 percent plan, 67.2 million persons would shift from
their current health insurance plan to another plan (either private or public). Under the 7 percent
plan, nearly 100 million persons would shift health insurance plans. Under both plans 33 million
uninsured persons would gain health insurance.

Private-Sector Workers. A large share of private-sector workers employed in small firms

(fewer than 25 workers) will be enrolled in the public plan. This result holds under both the 9 and
7 percent payroll tax rate assumptions. Figure 4 shows that 64 percent of workers in small firms
would be enrolled in the public plan under a 9 percent play or pay plan. The proportion increases
to 81 percent under the 7 percent plan. In large firms, those with more than 500 employees, 27
and 42 percent of workers would be in the public plan under the 9 and 7 percent payroll tax rate
assumptions, respectively.

These differences in public plan enrollment rates are not surprising given differences in

costs and average payrolls by firm size. As shown earlier, small firms would pay more than large
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Figure 4
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firms for the same insurance, because insurers’ marketing costs are higher and insurers do not
realize the same economies of scale for small firms as they do for large firms. In addition, small
employers have lower than average wages (Mellow, 1982 and Acs, et al. forthcoming 1992).
Figure 5 highlights average pay differences for full time workers (18 hours or more) across firm
size. Full-time workers in small firms earn $17,500 a year on average, compared to $30,080 for
workers in large firms, a difference of $12,580 a year.6 Thus, workers in the smallest firms are
paid about 42 percent percent less, on average, than workers in the largest firms.

Figure 6 further highlights that differences between payrolls are much larger than
differences in predicted health insurance costs across firm sizes. For example, firms with fewer
than 25 workers pay 41.8 percent less than firms with 1,000 workers or more, and they have to pay
16.7 percent more to purchase the same benefit package. The average predicted price for the
mandated benefit package for medium size firms (100-499) is very close to the price otfered large
firms (a difference of only 2.4 percent), but they pay 26 percent less than large firms on uverage.

Of course, there is considerable variation in pay within these size categories. Nevertheless,
the high cost of insurance relative to payroll prevents many small employers trom otfering
insurance under the current system (Marquis and Long, 1991). Most small emplosvers would
require insurance prices significantly below those faced by large employers in order 10 =qualize
costs of providing health insurance relative to payroll. Capping the relative cos:s ¢ health
benefits would be a significant result of the play or pay employer mandates Most small
employers would choose the payroll tax over providing insurance directly, if they wers ~quired to

provide this employee benefit.
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Figure 5
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Figure 6

Differences in Payroll and Premiums by Employer Size:

Difference Between Largest Employers and Smaller Employers
as a Percent of Payroll and Premiums of Largest Employer
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This effect is further highlighted in table 4 where we show results by firm size and current
insurance coverage. Currently, only 8.5 million out of 26.5 million workers employed in small
firms are covered under their own employers’ plans. We predict that employers would shift
almost half (48.2 percent) of these workers to the public plan, given the 9 percent payroll tax
choice. Among workers in small firms currently insured through a family member’s plan, only
2.0 million would be enrolled in a private, employment based plan under the 9 percent play or pay
mandate, and 4.3 million (68.3 percent) would be enrolled in the public plan. Similarly, among
workers in small firms without health insurance, 71.8 percent would be enrolled in the public plan.
Most small employers who do not offer health insurance would find the 9 percent payroll tax
option less expensive than purchasing health insurance privately.

Table 5 shows that 81.5 percent of workers in small firms would be enrolled in the public
plan under the 7 percent payroll tax rate assumption. In addition, larger proportions of employers
in larger size categories would opt for the public plan coverage. In fact, only large firms (more
than 500 workers) would retain the majority of their workers in a private plan under this
assumption.

Effects of Play or Pay Proposals on Costs by Sector

The proportion of the nonelderly population enrolled in the public plan will have important
implications for the costs to employers, the government, and individuals. In general, the lower the
tax rate (and the more persons enrolled in the public plan), the higher the cost to the government.
Employers would pay less relative to the actuarial cost of insuring their workers under lower tax
rates. But governments’ costs would not increase linearly with the proportion of workers enrolled

in the public plan. The government would pay a fixed cost for insuring the nonworking
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Table 4

Effects of a Play or Pay Mandate:
Private Sector Workers’ Health Insurance Status:
9% Employer-Paid Payroll Tax

Current System: Number of Workers Percent:
Employment-Based (millions)
Firm Size Insurance Total Employer  Public Employer  Public
Less than 25 Own Employer Plan 8.5 44 4.1 51.8% 48.2%
Other Employer Plan 6.3 2.0 43 31.7 68.3
None 11.7 3.3 8.4 28.2 71.8
Total 26.5 9.6 16.9 36.2 63.8
25-100 Own Employer Plan 8.3 5.8 25 69.9% 30.1%
Other Employer Plan 2.6 1.1 14 423 53.8
None 43 1.8 2.5 419 58.1
Total 15.2 8.7 6.5 §7.2 42.8
100-499 Own Employer Plan 9.5 6.7 2.8 70.5% 29.5%
Other Employer Plan 2.1 1.0 1.1 47.6 52.4
None 33 1.5 1.8 45.5 54.5
Total 14.9 9.3 5.6 62.4 37.6
500+ Own Employer Plan 27.6 222 54 80.4% 19.6%
Other Employer Plan 5.1 2.7 24 52.9 47.1
None 6.2 34 2.8 54.8 452
Total 38.9 28.3 10.6 72.8 27.2
All Own Employer Plan 539 39.1 14.8 72.5% 27.5%
Other Employer Plan 16.1 6.8 9.2 422 57.1
None 25.5 10.0 15.5 39.2 60.8
Total 95.5 55.9 39.6 58.5 41.5
Source: The Urban Institute’s Transfer Income Model (TRIM2), based on the March 1990 Current Population

Survey.
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Table §

Effects of a Play or Pay Mandate:
Private Sector Workers’ Health Insurance Status:
7% Employer-Paid Payroll Tax

Number of Workers
(millions) Percent:
Firm Size Current System Total Employer Public Employer  Public
Less than 25 Employment-Based:
Own Employer 8.5 24 6.1 28.2% 71.8%
Other Employer 6.3 1.1 52 17.5 82.5
None 11.7 1.3 104 11.1 88.9
Total 26.5 49 21.6 18.5 81.5
25-100 Employment-Based:
Own Employer 8.3 39 44 47.0% 53.0%
Other Employer 2.6 b 19 26.9 73.1
None 43 9 34 20.9 79.1
Total 15.2 55 9.7 36.2 63.8
100499 Employment-Based:
Own Employer 9.5 45 5.0 474% 52.6%
Other Employer 2.1 6 1.5 28.6 714
None 33 9 24 273 72.7
Total 14.9 6.0 8.9 403 59.7
500+ Employment-Based:
Own Employer 27.6 17.9 9.7 64 9% 35.1%
Other Employer 5.1 1.8 33 35.3 547
None 6.2 2 6.0 3.2 96.8
Total 38.9 224 16.5 57.6 24
All Employment-Based:
Own Employer 539 28.7 252 53.2% 16.8%
Other Employer 16.1 42 11.9 26.1 73.9
None 25.5 33 222 129 ¥7.1
Total 95.5 38.8 56.7 40.6 59.4

Source: The Urban Institute’s Transfer Income Model (TRIM?2), based on the March 1990 Current Popuiston
Survey.
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population -- full costs for the poor and partial costs for the near poor. Workers enrolled in the
public plan will pay 20 percent of the cost of the plan to the government (unless eligible for
subsidies), and their employers will pay a large share of the remaining cost, depending on the
payroll tax requirement. At certain tax rates some employers will pay taxes higher than the
government’s cost of insuring their workers (thereby partially subsidizing costs for the low-
income population), because the public plan premium would be less expensive than the premium
available to small employers.

Figure 7 compares insurance costs by payor under the play or pay employer mandate with
current insurance costs. Under both payroll tax options, employers would pay the majority of
insurance costs. They would pay $173.2 billion (64 percent) under the 9 percent plan, and $158.6
billion (59 percent) under the 7 percent plan. Thus, employers’ costs would be $14.6 billion lower
under the 7 percent play or pay plan than under the 9 percent plan. In contrast, government’s costs
would be $11.2 billion higher under the 7 percent plan than under the 9 percent plan (364.4 billion
compared to $53.2 billion). Notice that individual’s costs (net of premium subsidies) would be
slightly higher under the 7 percent payroll tax assumption. This occurs because some workers
would lose the advantage of employment-based plans that pay more than 80 percent of the
premium. Instead, they would pay 20 percent of the public plan premium.7 Finally, total
insurance costs are somewhat lower in the 7 percent payroll tax scenario compared to the 9 percent
scenario -- $269.4 billion compared to $272.2 billion. This occurs because public plan premiums

are lower than premiums for firms with fewer than 1,000 workers. 3
Table 6 presents the components of these costs by sector. As shown, employment-based

premiums would cover 51 percent of costs under the 9 percent payroll tax assumption, but only
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Figure 7

Insurance Costs by Major Payors !
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1. Increased insurance costs under play or pay mandate

DOES NOT imply increased health care spending. The play or
pay system would insure all nonelderly persons and provide
subsidies to pay for cost sharing for low-income persoas.
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Table 6

Effects of Play or Pay Employer Mandates on
Direct Spending by Payor

Billions of 1989 Dollars

Play or Pay Mandate:
9% Payroll Tax 7% Payroll Tax
Percent Percent
Payor: _$ ofTotal $  ofTotal
Employers
Premiums $139.0 51.0% $110.2 40.9%
Payroll Taxes 34.2 126 484 18.0
Total $173.2 63.6% $ 158.6 58.9%
Individuals!
Workers’ Private Plan Premiums $23.2 8.5% $18.2 6.8%
Workers’ Public Plan Premiums 9.3 34 149 55
Nonworkers’ Public Plan Premiums 13.3 4.9 13.3 4.9
Total $45.8 16.8% $46.4 17.2%
Government
Workers’ Coverage $ 164 6.0 $27.7 10.3%
Premium Subsidies 44 1.6 43 1.6
Nonworkers’ Coverage 23.8 8.7 23.8 8.8
Out-of-Pocket Subsidies 59 22 59 22
Cap for Low-Income Families 27 1.0 27 1.0
Total $53.2 19.5% $64.4 23.9%
Total Costs (gross) $2722 100.0% $2694 100.0%

SOURCE: The Urban Institute’s Transfer Income Model (TRIM2), based on the March 1990 Current
Population Survey.

Notes: 1. Individual premiums are net of subsidies provided by government to low-income persons.
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40.9 percent under the 7 percent payroll tax assumption. Employers’ tax payments are higher in
the 7 percent scenario. Moreover, governments’ share for workers’ coverage is substantially
higher in the 7 percent payroll tax scenario as employers enroll more workers in the public plan
and pay a lower share of the cost of insuring them.

It is important to remember that these costs do not represent entirely new health care costs,
nor do they represent total health care costs. The data in table 7 compare insurance costs under the
play or pay mandates to current insurance costs. Current systems costs include employment-based
insurance premiums, private, nongroup insurance premiums, and Medicaid spending for the
nonelderly, noninstitutionalized. We also show current uncompensated hospital care charges in
the current system (Propac, 1991). We cannot estimate, however, uncompensated care charges for
other providers. In addition, costs under the play or pay systems include subsidies for out-of-
pocket cost sharing under health care plans for low-income persons, essentially first dollar
coverage policies. Many of these persons currently pay for some of these health care costs out-of-
pocket, and these expenses cannot be estimated for the current system.

Nevertheless, the costs represent direct payments for insurance by government, employers,
and individuals. ? These estimates show that total insurance costs would increase by $54.7 billion
in the 9 percent play or pay mandate and by $52.3 billion in the 7 percent play or pay mandate.
Aggregate employer cost increases are much lower under the 7 percent plan (3$29.7 billion
compared to $44.3 billion). In this plan, the government’s share of the costs would be larger.
Government’s costs, net of current Medicaid spending for the nonelderly, would increase by $36.4

billion in the 7 percent play or pay plan, compared to $25.2 billion in the 9 percent plan. These
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Table 7
Insurance Costs by Payor: Current System Compared to Play or Pay
Billions of 1989 Dollars
9 Percent Play or Pay Plan
Current Mandate Difference

Employers $128.9 $173.2 +844.3
Individuals!

Group Premiums $31.1 $23.2 -$7.9

Other Premiums? 14.5 2.6 +58.1

Total $45.6 $45.8 +$0.2
Government

Public Coverage3 $27.6 $53.2 +825.2
Total $217.1 $272.2 + $69.7
Uncompensated Hospital Care ®) $0.0 -$15.0
Total Insurance Costs $217.16 $272.2 +$55.16

7 Percent Play or Pay Plan
Current Mandate Difference

Employers $128.9 $158.6 +3297
Individuals!

Group Premiums $31.1 $18.2 -S129

Other Premiums? 14.5 282 » 137

Total $45.6 $46.4 «30%
Government

Public Coverage> $27.6 $64.4 <5363
Total $217.1 $269.4 + %673
Uncompensated Hospital Care [©)] $0.0 $18 4
Total Insurance Costs $217.16 $269.4 -$8230

SOURCE: The Urban Institute’s Transfer Income Model (TRIM2), based on the March 1990 Current rulauon
Survey.

Notes:

—

Individual premiums are net of premium subsidies paid by government.

2. Includes private, nongroup premiums under current system (Holahan and Zedlewski, 1991 ind
premiums in public plan under mandate.

Medicaid costs for nonelderly, noninstitutionalized (Holahan and zedlewski, 1991).

Prospective Payment Commission (1991).

Uncompensated care under the current system is included in insurance costs of direct PdyUrs
(employers, individuals, and government).

6. The current insurance system is far less comprehensive than than the pay or play systems Fewer
persons have coverage, and out-of-pocket cost sharing is not covered for low-income persons with
health insurance. Thus, many of the additional costs shown under the play or pay opuons »ould
simply offset out-of-pocket health care spending under the current system,

A
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cost increases compared to 1989 government (federal and state and local) personal health care
spending of $214.5 billion. 10

We expect, however, that current uncompensated care charges would be distributed back to
payors under both play or pay systems, decreasing these cost effects for government and
employers. In addition, with such a large public health plan the government could potentially
negotiate more favorable insurance rates than those assumed in this analysis. On the other hand,
the government would pay administrative costs not reflected here to administer annual income
tests for persons eligible for premium and out-of-pocket cost sharing subsidies.

Costs by Employer Size. Table 8 shows the change in employers’ costs under the 9 and 7
percent play or pay mandates by firm size. As shown, small employers would experience the
largest increase in cost. Under the 9 percent payroll tax rate, they would pay $16.8 billion in
premiums and $14.4 billion in taxes to insure their workers, compared to $15.5 billion under the
current system. These cost increases include coverage of workers who currently do not have
insurance, insurance upgrades for some employers who currently provide insurance. In addition,
these results are net of cost savings to some employers for whom the payroll taxes or the uniform

benefit package is less expensive than current costs.

IV. Summary
This paper provides estimates of some simple, first-round effects of a particular health care
reform proposal, a comprehensive play or pay employer mandate with public plan coverage

guaranteed to all nonelderly Americans. We show that this type of proposal would provide a
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Table 8
Effects of Play or Pay Mandates on Employers Costs

Billions of 1989 Dollars

Play or Pay: 9% Tax Rate

Employers’ Costs: Change:
Firm Size Current Premiums Taxes Total S %
Less than 25 $15.5 $16.8 $144 +$31.2 +$15.7 +101%
25-99 14.5 16.6 5.6 +22.2 +7.7 +53
100499 20.8 214 3.1 +26.5 +5.7 +27
500-999 9.0 93 Ld +11.2 +2.2 +24
1000+ 69.0 74.7 74 +82.1 +13.1 +19
Total $1289 $139.0 $342 +$1732 +$44.3 +34%

Play or Pay: 7% Tax Rate

Employers’ Costs: Change:
Firm Size Current Premiums Taxes Total $ %
Less than 25 $15.5 $9.2 $17.3 $26.5 +$11.0 +71%
25-99 14.5 11.3 8.5 19.8 +5.3 +37
100-499 20.8 159 8.1 24.0 +3.2 +15
500-999 9.0 7.0 32 10.2 +1.0 +11
1000+ 69.0 66.9 11.2 78.1 +9.1 +13
Total $1289 $1102 $48.4 $158.6 +29.7 +23%

SOURCE: The Urban Institute’s Transfer Income Model (TRIM2), based on the March 1990 Current
Population Survey.

Notes: 1. Employers either pay 80% of the cost of covering full-time (18 hours a week or more)
workers and their nonworking dependents or a tax appled to payroll.
2. Employers who "play” must provide insurance meeting the requirements of a uniform
benefit package or the actuarial equivalent.
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hybrid approach to health care reform. Depending on the payroll tax rate chosen, these proposals
would result in a relatively large public plan, while still retaining a relatively large role for the

private insurance sector.
Some key findings are the following:

0 Comprehensive play or pay systems would guarantee all Americans regular access tc
health care. Nonworking persons currently in Medicaid and low-income uninsured
persons would be covered under the public plan. The government would provide
subsidies to help pay for the cost sharing requirements of low-income persons,
whether they are insured privately or through the public health plan.

0 The number of persons with private, employment-based health insurance is likely to
decline under play or pay mandates -- from 142.2 million persons currently to 131.8
million persons under a plan that requires employers to either pay a 9 percent payroll
tax or provide health insurance and to 104.7 million persons under a 7 percent payroll
tax requirement.

0 Because small employers’ payrolls are much lower than average, and their health
insurance costs are higher than average, they would find the payroll tax option more
attractive than providing health insurance directly. We predict, for example, that 64
percent of private sector workers in firms with fewer than 25 workers would be
enrolled in the public plan under a 9 percent payroll tax option.

o Government’s costs would increase by $25.2 billion under a 9 percent payroll tax rate
and by $36.4 billion under a 7 percent tax rate. Employers, on the other hand would
spend $44 billion more for health insurance under the 9 percent play or play plan, and
under the 7 percent plan their costs would increase by about $30 billion. These would
offset some of the current costs that individuals pay for insurance premiums, out-of-
pocket costs, and uncompensated care charges. In addition, some emplovers would
save money under a play or pay proposal -- when the payroll tax is less expensive
than their current health insurance costs and when private insurance costs are lower
because working dependents will shift to their own employers’ plans.

The increases in employers’ health care costs may be difficult for some employers to
sustain. It is possible that they would pass some of the cost increases on to workers.
Consequently, some workers could experience declines in cash wages in exchange for guaranteed

health insurance. Most play or pay proposals would phase-in participation of small employers so
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that employers could adjust to increased cost of insuring their workers (Pepper, 1991).
Nevertheless, the effect of play or pay proposals on wages needs to be examined carefully.

Further analysis will also be required to examine the full distributional effects of play or pay
proposals. It will be important to understand the effects by location, industry, and population
subgroup. It will also be important to show sensitivity to design options. As mentioned earlier,
the 80 percent cost share required of employers for family coverage is relatively high by today’s
standards. Some workers could afford to pay a larger share out-of-pocket to cover dependents.
This type of option would reduce the proportion of workers enrolled in the public plan, reduce the
governments costs, and reduce the reliance on a proportional tax to finance health care. We also
need to examine alternative definitions of part-time work. If employers did not have to cover
persons working less than 35 hours a week (a traditional definition of full-time work), the effects
of play or pay proposals could be substantially different that those shown here. We also need to
consider the effects of these proposals over time. As mentioned above, most proposals suggest
that small employers be phased into the play or pay system.

All reform proposals imply shifts in how we finance health care. Given the high and rapidly
increasing costs of health care, any approach to system reform will be expensive. Different reform
approaches vary considerably in choosing who will bear the burden for health care costs. Play or
pay proposals place much of the burden on employers and their workers; other approaches would
finance health care through the tax system. It is also important to remember that most of the
health care reform proposals contain health care cost containment mechanisms. It is the long run

success of these mechanisms that will be most important in determining the future burdens of

different payers.
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Notes

1The March CPS reports firm size, rather than establishment size, for workers. However,

employers’ play or pay decisions would be made at a lower lower of aggregation. Many firms
include units with separate management and legal structures. Consequently, payroll data are
available at the establishment level, and sometimes, the enterprise level. Thus, we map a
worker’s firm size to an establishment category using data from the May 1988 Current
Population Survey which provides both variables for workers before matching payroll to the
workers.

2Some employers/workers, particularly those with private coverage today, may prefer private
coverage to the public plan, even if the cost is a little higher than the public plan. Workers with
broader coverage than provided by the uniform benefit package, for example, may prefer to
retain that coverage. Future analysis will explore this possibility. However, we expect that
employers will make the most financially advantageous decisions in the long run. In addition,
workers and employers could purchase wrap-around insurance policies to broaden their coverage.
Thus, there would be little incentive to retain private coverage that is more expensive for the
same level of coverage.

3Some observers believe that costs to small firms could be reduced the levels faced by large firms.
This type of assumption will be considered in the larger version of this paper.

4Note that the model also incorporates price variations by industry and location. Space does not
permit full presentation of the premium matrix. See Acs et al (1992) for more details on
premium assumptions.

5Most of the legislative proposals suggest a phase-in period for small employers wno do not
currently provide health insurance so that they can adjust to the new costs.

6The average payroll figures shown in figure 5 reflect average pay from the CBP data muiched to
workers on the CPS reweighted to reflect pay for full-time workers by CPS firm size ¢ate gories.

T
Workers in employer plans that provide benefits better than the uniform benefit plun r<iain that
coverage as long as the employer chooses to retain a private plan. For example, some =mployers
currently pay more than 80 percent of the cost of insurance for their employees.

8As shown earlier, we assume that the government purchases insurance at the same price currently

paid by large firms (more than 1,000 workers) in a given location, and large firms tuce the lowest
prices for the the mandated benefit package.

9 We do not show employers’ cost net of taxes because we reflect payments 0 insurers. In
addition, the full effects of financing the tax deductions for employers is beyond the scope of this
project. Under play or pay systems employers’ costs (whether premiums or payroll tixes) would
be deductible as business expenses. Thus, the government would finance part ot the costs
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shown.

10Background Material and Data on Programs within the Jurisdiction of the Committee on Ways
and Means, the 1991 Green Book, May 7, 1991.
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challenging Clinton to be honest about his 9% payroll tax.
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1) prove Bush has a health care plan,
2) prove Clinton has a 9% payroll tax, and
3) remind everyone that Clinton is slippery.
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 Health Care

Campaign 92: Universal Health Care

During the presidential campaign - after earlier reluctance - Clinton embraced a
universal health care proposal. In 1991, Clinton's health care position was basically,
we'll figure it out after I'm elected. In October he stated, "I would bring in all the
players within the first 60 days and tell them to develop a national health care plan."!
However, by January 1992, he said, "A Clinton Administration will treat affordable,
quality health care as a right, not a privilege" as he announced his health care
proposal.? He has attacked the President's proposal calling it "cynical. "3 Even though
Clinton refrains from classifying his plan as similar to the pay-or-play plans offered by
Democrat leadership, the plan is of the same root substance. Compare the proposals:

Clinton plan: "employers and employees will either purchase private
insurance or opt to buy into a high-quality public program. "4

The HealthAmerica legislation sponsored by Mitchell, Kennedy, Reigle

and Rockefeller stipulates that "businesses will be offered a choice of

providing coverage meeting minimum standards for employees and their

families or making a contribution to the public plan. The contribution

will be a set percent of the payroll.™S . . . S
Clinton's approach to cure our ailing health care system has five points: controlling

~ costs; guaranteeing universal coverage; improve preventative and primary care; expand

long-term care and intensify health education. ‘ '

Cost Containment

—_ \

« = i

Clinton blithely concludes that enough savings will be generated by his plan to
allow every American to receive health care. As he stated, "Clearly, this program
fully implemented will save far more than it costs to extend comprehensive coverage to
all Americans... ."¢ And in March 1992, Clinton stated, "There's $100 billion of
inexcusable, unrelated-to-health-care costs in this system."? Clinton proposes  ten
different cost-containment measures i his plan.

« Clinton advocates insurance reforms. S;Scciﬁcally, he proposes that "underwriting
practices that balkanize Americans into smaller and smaller risk groups must be
banned in favor of a broad-based community rating. Access, continuity, and
renewability of coverage under a community rating system will be guaranteed."$
He relates this to grocery shopping: "... insurance companies make money the way
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grocery stores 1o; a little bit of money on a lot of people instead of trying to i'nsur.c
groups of 50 25-year old women who spend four hours a day at the gym, .wmch is
what they are doing here." He has even stated that the insurance companies could
be “bullied” into reform: “First of all, an election would be a referendum on that.
Second of all, if they don't reform, they will end up with a Canadian system wher
they are knocked out all together. 10 i

Clinton would limit overall expenditures by creating a national board to define "a
core benefit package that all insurers would provide."!! The package would include
ambulatory physician care, in-patient hospital care, prescription drugs, basic mental
health, and preventative care programs including pre-natal care and annual
mammograms. This board will also establish "annual health budget targets
nationally and state by state, to guide expenditures in the public and private sectors,
to develop an all-payor reimbursement system. "2

Clinton proposes that his plan would eliminate the uneccessary paperwork within
the health care system. He claims that there are over 1,500 separate sets of rules
and forms within the system and that an all-payor system would eliminate these
forms and relieve the providers of the time currently needed to process these.

Clinton plans to limit costs by reducing drug price increases. Clinton supports
Senator David Pryor's proposal to eliminate existing special tax breaks for drug
companies that raise their drug prices at a rate of increase greater than growth in
personal income. Clinton also supports acceleration of the FDA approval process,
which he believes is adding to the cost of drfigs and unnecessarily delaying their
impact. While Clinton would maintain the R & D tax credit on prescription drugs,
he would limit the deductibility of marketing and lobbying costs. Clinton would
ensure that American pharmaceutical companies don't charge buyers in their own
country more than they charge those of other natdons.!* Clinton does not
specifically outline how he would accomplish this.

Clintop belteves his plan will reduce billing fraud by "moving away.from the
complex billing systems that invite abuse, and by vigorously prosecuting
offenders. 14

Clinton plans to control the unnecessary spread of medical technology. According
to Clinton, many hospitals purchase high-tech machinery, even if it duplicates
neighboring institutions. To mafke up those costs, hospitals unnecessarily use these
high-tech machines, adding to costs without improving health, Under Clinton's
health care plan, the cost review board will develop recommendations and
incentives for more sensible capital budgets, including the shared use of technology
where appropriate. 15



TEL : Sep 01'92  18:28 N0.015 P.04

« The Clinton health care plan includes cost reduction through the development of a
*rational* medical liability system. Clinton attributes huge increases in consumer
and health care provider insurance premiums to malpractice litigation. To protect
themselves from litigation, physicians practice "defensive medicine,” resulting in
tests that are frequently unnecessary, but ordered to insure the provider against a
malpractice suit. Clinton specifically proposes to create alternative dispute
resolution mechanism in every state. 16 B

 Also to reduce malpractice litigation and cut costs, Clinton plans to provide medical
practice guidelines to health care personnel. As his plan states, “Providing medical
Practice guidelines to health care personnel to help them make the right decisions
about treatment will save money and lives, and help eliminate improper care.™!?

« Clinton's proposal would create a single computerized database for quick and swift
exchanges of medical records between institutions of providers. He also stated that
“eventually, everyone will carry a 'smarn card' -~ small microchips or magnetic
strips coded with their personal medical information.*!®

« Clinton's cost reduction platform for health care reform requires that insurers,
health care institutions, and individual health care providers collaborate to develop
local group care models called "Health Networks.” These networks would serve
thé private and public programs. Individual Health Networks would operate under
a global budget based on the population they insure and/or provide care for,
Networks would negotiate fees with participating providers and institutions, and the
providers and institutions that affiliate with a given network would collectively
manage care delivery with the global budget.?=This is an amazing statement, sifice

%,nm_mmin the United States for individuals enrolled in HMOs. (see
kansas statistics) -4

-
- -

-

Universal Coverage

Outside of employer-based coverage, Clinton maintains that the d';éabled and the
elderly will haVe access to comprehensive long-term care under Medicare. The poor
and unemployed will have access to his pmowcver, Clinton maintains
*All will be asked to share some of the costs ... Co-payments must not be burdensome
but should be sufficient to discourage over-utlitization and to encourage shared
responsibility."2¢  Clinton would limit this amount to a percentage of income.2!
Clinton ends by saying, *No persop>will be cut off, canceled, denied, or forced to
accept low quality care "2 ' ;

Clinton claims his health care plan will protect small business from rising health
care costs in a number of ways. First, the insurance premiums paid by all employers
will be based on a community-based rating system rather than an experience-based
rating system, and small employers will be able to buy into Health Networks that serve
large numbers of people. Insurance premiums will be based on the health needs of the
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community, not on the health of particular employees at one firm or another. ~ Clinton
claims he would provide: (1) the opportunity to buy into the public program if it is less
expensive, (2) allowing small businesses to band together to form larger groups to
purchase health insurance for moderate prices, and (3) phasing in small employers' and
new businesses' responsibility as costs can be reduced, during which time their
employees will be covered by the public program with co-pay requirements.?

Preventative Care

Clinton is convinced that providing preventive care will reduce medical costs
and claims his plan would provide an adequate number of primary and preventive care
clinics in inner city and rural areas, where health care is not readily available. He
would also increase access for children to primary health care by providing school-
based clinics as a supplement to universal coverage. Clinton's plan encourages medical
providers to practice preventive and primary care, provides incentives for professionals
to serve in primary care professions in rural and undeserved areas, and increases
support for training mid-level professionals, such as certified nurse-midwives and nurse
practitioners.2¢

Clinton explains in this section that Arkansas has been a leader in preventative
care and cites his own Director of Health, Joycelyn Elders as a nationally renowed
innovator in preventative care. It is interesting to note that Dr. Elders attacked
Clinton's plan. It was reported that Elders said that "none of the major presidential
candidates, including her boss, have talked enough about what it takes to reform the
nation's health care system. " '

PR

Long-Term HeaTth Care

s,

Clinton believes he can provide more services to the elderly and the disabled by
expanding Medicare to include a wide range of services to be paid for through
affordable and equitable cost-sharing mechanisms. Clinton plans to reduce existing
restrictions, allowing Medicare payments to assist family members for in-home long-
term cacs, privake nursing, adult day care, and senior citizen transportation needs. To
assist with the increased need for long-term care workers, Clinton has proposed a
National Secvicz Corps of young Americans. The government would provide funds for
a college education, in exchange for which the new graduates dedicate a few years
working in community based positions such as long-term health care. 26

Heiﬁth Education

Clinton believes that billions of dollars could be saved in health care costs if the
American people took responsibility for their own health. To ensure this change,
Clinton proposes increased education efforts in homes, schools, workplaces, and senior
centers. Ths national government, insists Clinton, should support these efforts with
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incentives either in funds, or in manpower through his proposed National Service
Corps.?’

Cost of Pay or Play

While the notion of insuring all is politically appealing, the cost is grave when
you look the impact this plan could have on employment. Using figures from
CONSAD Research Corporation on pay or play, thg.impact could be devastating:

-There could be over 9 million jobs which are potentially affected that
are at risk, 11.37 percent of the total private sector workforce. Arkansas
itself could be the hardest hit state in the country: 17.18 percent of the
jobs affected.

-There could be over 23 million jobs potentially affected by this plan,
29.06 percent of the workforce.  Arkansas could be the second hardest
affected with 37.04 percent of the workforce potentially at risk.

Those who could be hurt the most include those most in need of help -
minorities, women, elderly, and the impoverished.

- Nationally 2.8 million of the jobs affected, or 31.4 percent could come
from youth, between the ages of 19-24. _In Arkansas, 6.3 percent of ..
those affected could be over the age of 65, the highest rate in the
country. "

- It could also affect women — nationally 5.1 million jobs or 56.6

percent could be affected.

- Minorities could also suffer - nationally 24.3 percent of those affected
codld bé minorities, 11.8 percent black. In Arkansas, 21.9 percent of °
those affected could be black, the seventh highest in the country,

- An astonishing 7.7 million or 85.2 percent of those jobs-at-risk could
come from individuals with ipcomes of under $5,000. And 62.5 percent
of those jobs could come from families earning less than $30,000 per
year. In Arkansas, 75 percent of those jobs could come from families
earning less that $30,000 per year.

This is a large difference from the Clinton in October 1991 who stated, "This [health

N care] is not a problem which you solve with tax and spend, with taxing more money, "2
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'Bare Bones Legislation’

In 1991, after eleven years as Govemor, Clinton provided for the issuance of
insurance to provide those who are uninsured for over a year with a minimal standard
of coverage. Ultimately with fewer benefits the premiums would be lower, or
affordable enough for small businesses to provide coverage to the 500,000 uninsured
people of Arkansas?®. This bill, House Bill 1117, which became enrolled Act 238 of
1991, specifically authorized "the development of new classes of hospital and medical
insurance coverage for qualified groups, families and individuals; and. . .authorizefs]
the Arkansas Insurance Commissioner to develop a means to assist in limiting the
marketing and administrative costs of certain of such new classes of insurance
coverage.” A qualified family or group is made up of individuals who are "employed
in or [are]. . .residents] of Arkansas and who [have] been without health insurance
coverage. . .for the twelve (12) month period immediately preceding the effective date
of * policies issued under this act.%

Certain coverages would still be mandated by law, "while specific options must
also be made available to the insured.” The basic mandatory coverages include
"primary, preventive, and hospital care, including but not limited to, the following: (1)
Fifteen (15) days of inpatient hospitalization coverage per policy year. . . . A basic
level of primary and preventive care, including two (2) office visits per calendar year. .

~,"31'jg also mandated. All family policies must include "coverage for newbom infant

children of the insured from the moment of birth, and for adopted minors from the date
of the interlocutory decree of adoption. . . ."32
Options that must be offered are "prenatal gare, including one .prenatal office

" visit per month during the first two trimesters of pregnancy, two office visits per month

during the seventh and eighth months of pregnancy, and one office’ visit per week
during the ninth month until term.* Also, "coverage for children!s preventive health
care services on a periodic basis from birth through age six. . ." rhust be offered as an
option. Finally, obstetrical care must be offered as an option. Clinton signed this bill
in February 1991. Immediately thereafter, the Insurance Commissioner began
working on devising the specific regulations for the insurance policies.

By July 1991, the Commissioner and representatives of the insurance industry
agreed to terms of the coverage: $200 deductible and a 20% payment of services up to
$5,000 per year. The coverage provided for 15 days hospital care per year; 5 office
visits per year, all catastrophic illnesses and injuries; and all services which are
medically necessary to treat illness agd injury except for in-vitro fertilization; mental
illness, routine care for well babies, impairment of speech or hearing; alcohol and drug,
dependency treatment; mammograms; children's preventative health care or care of .
children 19 or older who live with their parents.?*

The regulations require a "non-cancelable and/or guaranteed renewable"
provision so that no one can be dropped without evidence of nonpayment or fraud.
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Interestingly, the regulations even describe the size and boldness of the type required
on notices and disclosures of these provisions by the insurer.
~ As the commissioner is not required to file a report on this new program until
1994, it is doubtful much information exists as to its effectiveness and extent of
coverage. As of December 1991, the plan had not been implemented and not one
policy had been developed. This lack of action was mainly due to what an Insurance
‘ ent official said was the fear by state insurance companies that only a few
people would buy the policies.¢
Also passed by the 1991-legislature was a "program to provide universal child
health care by the year 2000. It emphasizes preventive and primary care for all
children 16 and under, regardless of family income and builds on the dramatic
expansion of Maternal and Child Health Care in the last two years. "

AIDS

Recently, Clinton was interrupted by an ACT-UP supporter, and questioned
about what a Clinton administration would do to support AIDS activists. Clinton took
10 minutes with the man, gaining warm applause from other ACT-UP supporters in the
crowd. Clinton has said more anention should be paid to the national commission on
AIDS, and called for more AIDS education, and money for medical research.’ Said
Clinton, *In a Clinton administration, we will pursue a national AIDS strategy that
- ) offers real hope for a cure of AIDS. This strategy will include commitment of
— increased government resources of the research, testing, and development of an AIDS
vaccine; 2 national health care plan that controls the cost of AIDS treatment and
- provides health coverage 1o those who need it; and'a national AIDS education initiative
in which resources are devoted at the local, state, and federal level to improving
* knowledge about AIDS and encouraging our children to take personal responsibility for

their own health. "37 - L
In May 1992, Clinton made his strongest stand yet on AIDS and homosexuals,

First, he attacked the Administration,

Over a amillion Americans are now HIV positive, yet the administration
is still curiougly silent until the famous fall. ... Then someone says
something appropriate. ... But this administration ignores its own
commission reports, underfunds research and treatment ... says behavior
modification is the issue, then refuses t0 embrace the cause of sex
education in our schools that would give our children a chance to save
their lives.’s ol

Clinton then proposed that if he were President, he would appoint an AIDS czar
and create a task force to coordinate a "Manhattan Project” to fight AIDS.3® He
concluded by saying, "My fellow Americans, we have too much to do to endure quaint

Wrd to_waste the hearts and minds of the gays and

o
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Jesbians. "4 However, there are supporters of AIDS research who are very dxspleased
“with Clinton. Drew Toon, president of the Arkansas Chapter of ACT-UP wrote in a
press release, "George Bush has done more for people with AIDS in Arkansas than Bill
Clinton. That's sickening."4! Trey Mermitt, also of the group, in clarifying the
statement, added further evidence of the lack of attention Clinton has shown this issue.
He said, "Everything that has been done on AIDS in Arkansas has been done with

federal money. 42

AIDS in Arkansas

As of 1988, out of 100,000 people in Arkansas only 2.2 have contracted Human
Immunodeficiency Virus.¢* As of 1988, there are also 80 people with AIDS and 50
people who have died from AIDS.*# While this may seem like a remarkably low
number, if Clinton would have engaged this problem in 1984, when there was only 1
case and no deaths, then maybe the 80 deaths would have been only 50 by 1987.

In 1986, Clinton's budget recommendations to the State Legislative Council
failed to include "some requested program increases, including one to address public

health problems posed by Acquired Immune Deficiency Syndrome."+S

In March,

1987, Clinton approved an AIDS education proposal. This leading proposal would
"channel $8,000 in federal money from the state Health Department to the Arkansas
AIDS foundation. The Foundation proposed to distribute brochures and hold classes
for homosexual and bisexual men to educate them about AIDS."% Clinton said,

1 don't want to leave here [legislative session] somehow with the
lingering doubt that the Legislature doesn't-think we ought to have -AIDS - -
education..,.We need it desperately, and we nead it now, and the money
is a pittance. We don't want to by somehow not approvmg this cut off

our eligibility for future funds.*?

-

Also in 1987, Clinton supported a proposal to mandate AIDS testing ‘during the
blood test for a marriage license. The Arkansas House of Representatives approved
such a bul by a_vote of 68-6. This bill, HB 1615, the Premarital Exammauon Act of

1987, would:

require any person applying for a marriage license to have a certificate -
from a licensed physician that he or she has been tested for the presence
of AIDS antibodies. This bill would prohibit issuance of a license if an
applicant refused to take thesest. If either applicant for a marriage
license tested positive for the AIDS antibodies, the license would not be
issued until a physician files an affidavit that he has counseled the parties
conceming AIDS. 49

However, the Arkansas Senate killed this measure, 19-11.59 Also in 1987, Clinton

signed a bill which provided free testing for AIDS. 5!
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During the summer of 1987, Dr. Yamauchi, a member of Clinton's advisory
committee on AIDS, testified - at the request of Clinton - before an NGA committee on
AIDS. He proposed five recommendations: A call for AIDS education programs,
more AIDS research, long-term care facilities for AIDS patients, increased funding for
AIDS testing and confidentiality of test results,52

By late 1987, the Sheriffs Association was vehemently requesting Govemor
Clinton to propose a bill to protect emergency workers from exposure to AIDS.
Clinton's response was to defer the issue to his advisory committee and to work within
existing regulatory authority than.%

During the 1990 campaign, Clinton's outlined what Arkansas should be doing to
combat the AIDS crisis:

These items are essential components of an AIDS program for Arkansas:
accessible HIV testing and counseling, (confidential and anonymous);
diagnostic screening and testing; community-based organizations;
rehabilitation services; child welfare; advocacy; HIV surveillance and
seroprevalence surveys; school-based education.’*

Also in 1990, Clinton proclaimed December 1, as World AIDS Day in
Arkansas.$$ However, Andre Guerrero, Regional AIDS Interfaith Network, asked that
day, "Where is a strategic plan for the State?"56

During the 1991 legislative session, Clinton signed three pieces of AIDS
legisiation. One of the laws, Act 289, would permit the HIV testing of health care.
patients without their consent and it stipulated that *health care providers or facilities -
may not deny appropriate care based upon the results of an HIV test, 57

Act 575 requires those individuals who areengaged in the business of collécfing
blood, to conduct a second HIV test if the first test proves to be positive, because the
first test given is cheap and somewhat ineffective. If a donor is.found to have this .
virus, the company is to notify the Department of Health.58 ‘I’hxs law became a-
necessity because a blood donor in Arkansas was identified as testing positive, but the
lab through only threw out the blood, they did not notify the man.*? Finally, Act 967
provides for confidentiality of state Health Department records.é0

1 o

- Health Care in Arkansas

Health Statistics: Clinton has come under criticism for reneging on his 1990 campaign
pledge to not saek higher office. While he is gallivanting over the countryside running
for the Presidency, his state still has’bme of the nation's worst health care problems:

+ Employer Uninsured Coverage: Arkansas has the second highest rate in the country
for having workers without own-employer-paid health insurance. 42.06 percent of
the total private sector employment is without employer paid insurance - well above
the national average at 33.68 percent.®!
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Infant Morality: In 1988, there were 10.7 deaths per 1,000 live births in
Arkansas, ranking them 15th highest in the country.é?

Low Birth Weight: Between 1980 and 1988, the percentage of low birth weight of
live births had increased from 7.6 to 8.2 percent, an increase of over 7.8 percent.
Nationally, during the same time period the low-birth weight babies increased by

only 1.4 percent.$

Hospital Use: As of 1989, Arkansas had 430.2 hospital beds per 100,000 residents,
ranking them 11th highest in the country. Yet interestingly enough, in the same
year, Arkansas hospitals only had a 62.5% occupancy rate, ranking them 3Sth
lowest in the country.® Another report indicates that in 1988, the numbers were
even worse: Arkansas had 448 beds per 100,000 residents (14th highest) and an
occupancy rate of 56.9 percent (40th lowest).*s In 1987, Arkansas is listed as

* having 544 beds per 100,000 residents ranking them 19th in the country. However,

the occupancy rate was 59.7 percent or 44th worst in the nation.® This is an
interesting statistic since a major part of the increases in health care expenditures
nationally are due to hospitals not being used to their full capacities.

Physicians: In 1984, Arkansas had 3,202 physicians in the state, a rate of 136
physicians per 100,000 residents.®” By 1988, this figure became 3,414 physicians,
a rate of 144 per 100,000 residents (45th lowest in the country).®® The national
average in 1984 was 199 per 100,000 residents and in 1988 it was 210 per 100,000
residents. While it looks good that Clinton increased the amount of physicians in
the state by 6.6 percent between 1984-1988, nationally the increase was even
greater at 7.6 percent in the same time period. “However, another report conducted
by the American Association of Retired Persons for the year 1989 lists Arkansas at
138 physicians per 100,000 or 44th lowest in the country.5? s
Recruitment of Doctors: As of 1988, Arkansas only had 978 of their 3,839
physicians under the age of 35 -- only 25.47 percent.? Comparing Arkansas to it's
six neighboring states in 1986, it ranked last in this category, even lower than
Missisgippi:= :

State Percent
Missouni 29.54
Louisiana 28.74
Tennessee 21.52
Texas 4684
Oklahoma 25.79
Mississippi 25.55
Arkansas 25.47

Nurses: Between 1984 and 1988, registered nurses in Arkansas increased from
10,258 to 11,292, or 437 nurses per 100,000 to 473 nurses per 100,000. This was’
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an increase of 10.07 percent. Nationally berween 1984-1988, registered nurses
increased by 9.5 percent.”!

« Physician's Assistants: In 1989, Arkansas did not have any physician assistfmt
training programs and had only 48 physician assistants in the state in 1987, ranking
them 45th worst in the country.”

« Deaths per 100,000: One indicator of a poorly operated health care system is
the amount of deaths per 100,000, especially in a state which is not prone to an
abnormally high violent crime rate. In 1987, Arkansas had 1,023 deaths per
100,000 people, the fifth highest in the country.” By 1988, this figure was at 10.4
per 1,000 residents, still ranking them fifth highest in the country™. .

o Psychiatrists:  Arkansas ranks first in the nation for population without
psychiatrists. In 1990, 67.6 percent of the population was unserved by
psychiatrists,?s

s HMO Enrollment: Only 2.3 percent of Arkansans are enrolled in a health
maintenance organization, ranking the state 43rd lowest. This is an interesting

statistic given the fact that one of Clinton's health care planks is the increased
enroliment into HMOs. %

Elder Choice and Medicare

As early as 1986, Clinton and some members of the Arkansas lcgisl;n;rc

~ expressed support for the states providing personal care at home for elderly people who

otherwise might be placed in nursing homes. According to the "Aging and Adult
Services deputy director, many elderly Arkansans live below the poverty level, but
their incomes are considered too high for them to receive Medicaid-funded personal
care in their homes. Many do qualify, however, to enter nursing homes and receive a
more expensive and higher level of care. Personal care includes such things as helping
a medically needy elderly person dress, attend to personal hygiene or clean house. In
1986, Clinton recommended that the Division of Aging and Adult Services receive $1.5
million during the first year of the biennium and $2.6 million for the second year so
more Arkansans whose incomes are above the $11.05-a-day federal Medicaid limit can
receive personal care.”’

It wasn't until 1991, howegyer, that a $14 million locally oriented and
community based program called Elder Choice was funded.”® ~The Elder Choice
Program allows about 3,000 elderly Arkansans to use money once reserved for nursing
home care for adult day-care centers or home health-care programs.” Proponents
believe that in the long run the program will save more than it spends as it gives older
citizens an opportunity to stay in their homes rather than move into nursing homes. In
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a speech before a joint session of the legislature, Clinton said, "Elder Choice is not just
an sconomic decision, it is a civil rights opportunity for the older people of the state, "80

Clinton also uses Elder Choice as an example of how to improve Medicare. In
March 1992, Clinton spokesman Bruce Reed stated, "Governor Clinton believes we
need to expand Medicare to provide more long-term care for the elderly."$! It was
further reported that *Clinton would duplicate an Arkansas pilot program called Elder
Choices, under which ailing seniors can opt for such things as home health care or
going to an adult day care center rather than straight to a nursing home. “82

Clinton is on record as opposing the 1990 proposal to raise deductibles for
Medicare participants. He said, "a lot of people in Arkansas on Medicare are a long
way from being middle~class folks .... Before I raised deductibles on Medicare, I'd
equalize the tax rate for the people making $100,000 a year and people making a
million."® 1In January 1992, Clinton said he would not back a proposal which asked
those making over $125,000 a year to pay a higher Medicare premiums. He stated,

If you want to say, well the wealthiest of our entitlement recipients
should pay some more, then that's part of a faimess program that's
going to give health care to all Americans and control costs .... But to
throw more money down this rat hole that we've got today where $50
billion a year is being wasted in our system of insurance finance .... it is
to me unconscionable .... I don't want to make any American pay more
for the same health care ‘

Clinton successfully used this as a wedge issue against Paul Tsongas in the
Florida primaries. Tsongas supporied means testing of entitiement programs. Clinton

- was opposed to this during the primaries and rar advertisements against Tsongas™in

Florida. However, in June 1992, Clinton stated, }
-4 ;
I also think that in an attempt to control the cost of entitiements, people
at very high income levels, who are getting back more from Medicare
than they pay in, should pay more for this as part of a comprehensive
long-term plan .... So I would raise the fees for high-income recipients
asa part-of national health care reform. % .

Nursing Home Violations

In 1989, over 14 percent of the residents of Arkansas were 65 years and older,
ranking them 4th highest in the countfy with seniors.® Many of these residents live in
nursing homes. As of 1987, there were 279 nursing homes in Arkansas.®” A 1986
GAO report, commissioned by the Senate Aging Committee indicated severe problems.
with nursing home care in Arkansas. According 1o the report, a quarter of all the
skilled nursing homes in Arkansas were "chronically deficient " in patient care, 3rd
worst in the country, and nearly two thirds of Arkansas homes, (61 percent), had at
least one major deficiency in 1984, also one of the highest in the country.® Clinton
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responded to this report by insinuating that because Arkansas has strict reporting
regulations, the numbers are more negative than states which do not report as
vigorously. He stated, "I am relieved to leamn from Mr. Scott's analysis that the
statistics clearly show that we are diligent in inspecting nursing homes. In fact, our
strong efforts to protect the residents could possibly be the cause of the so-called high
ranking.”® Ray Scott, then director of the state Health Department recited statistics
from his internal survey as a response. The Arkansas Gazefte reported on the review,

While Arkansas has only-1.5 percent of the skilled care nursing homes in
the country, in 1985, 17 homes were found out of compliance and
'adverse actions' were initiated against them. That represented 9 per
cent of the 200 homes placed out of compliance in the county.

Last year, three homes in the United States were terminated from the
Medicare and Medicaid programs. Termination ¢loses the homes. One
of the three was in Arkansas,

The Gazerte article also reported that the state had levied “$19,500 in fines on
seven homes between September 1985 and April 1986 for violations that led to or
created the possibility of death or harm to residents, "' Also, between February 1985
and March 1986, "seven homes received notice of violations for not maintaining health
and safety standards, and three homes were given notice of violation between March
1985 and April 1986 for not completing proper reports. "92

Medicaid in ArKansas
'.J

In 1989, Congress mandated new Medicaid programs which increased states'
costs. Clinton, as well as the NGA, claimed that states should have the right to
determine individual programs that best suited them. In Arkansas the Medicaid
mandates for 1989 consumed nearly a third of the state's new revenues for the year.
"We don't deny-that we've been partners in asking for more Medicaid for maternal and
child health.” said Clinton.”” But other mandates were imposed without consulting
those being forced to foot the bill. “We didn't ask for nursing-home reform " said
Clinton, "... And we didn't ask to be part of the catastrophic health plan ... nobody
thought about what the practical impacts are."%* According to the Department of
Human Services Economic and Medical Services, new federal mandates making more
people eligible for Medicaid, eXfanding the program's scope and increasing
reimbursements to providers, pushed estimated Medicaid costs up to $344 million for:
the budget year beginning July 1, 1990. The Medicaid program is funded with 3-
federal dollars for every ! state dollar.?

By June 1990, Clinton was complaining about federally mandated programs. *I
want to make it absolutely clear that the problem is the result of federally mandated
programs, which were passed by Congress after the last legislative session ...."9% And
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by August 1990, Arkansas had discontinued the medically nwdy'component of its
Medicaid program for adults over age 21. The action was tak.cn.m response to the
growing cost of federal mandates expanding the scope of Medicaid coverage. State
officials estimate that between 1985 and 1990, the mandates have added 20,000 new
clients, 80 percent of whom are children, to the program's rolls and raised the state's
annual Medicaid expenditures by $68 million.%”

To help off-set the new expenditures, in July 1991, Arkansas adopted a
controversial arrangement under which states impose a tax on hospitals or solicit
"voluntary donations” from them to pay part of the state's share of Medicaid. That
increased the amount of federal matching funds a state receives and allows states to
increase their spending as well.® Arkansas's 15 percent Medicaid excise tax is
expected to raise $30 million annually. The state agrees to match the $30 million,
attracting $180 million in federal money.? In August 1991, the Bush administration
called for a halt to federal matching funds for money donated to states by health care
providers, and blamed these "sleight-of-hand” schemes for increasingly driving up
federal costs. 1%

Clinton and the NGA oppose the Bush administration decision. In an August
1991 speech to members of the American Association of Retired People, Clinton
criticized Bush saying, "The same president that signed all those Medicaid mandates ...
that forced states to spend billions and billions of dollars basically said, 'By the way,
we're going to tell you [you] can't raise money the way you want and you have to tax
all your people.'"10! ,

In October 1991, Clinton said he would pay for better health coverage by
moving to control health care costs, something he was unable to do in Arkansas. But
he conceded there may be "some extra revenue" to be found without huge tax

. increases.'® By December 1991, however, Clinon had articulated his plan in which

he promises affordable national health care insurance coverage for all Americans,
emphasizing "a substantial increase in publicly funded -~ not necessarily publicly
operated - community primary and preventive health-care clinicg in rural areas and in
inner city areas. "1

Rural Health Care Statistics

+ Population in rural areas: As of 1988, 60.3 percent of all Arkansas residents lived
in rural areas, ranking them 10th highest in the country,!® In 1980, only 48.4
percent of Arkansans lived in rural areas. 1 :

« Physicians to populations in rural-counties: In 1985, there were 8 small counties
registered as the smallest of non-metropolitan counties (those with under 10,000
residents). In those 8 counties there was only 34.6 physicians per 100,000 residents.
and only 4.3 percent of those were Doctors of Osteopathy. The physicians per
residents tfigure was the 29th worst out of 32 states in the Congressional Office of
Technology Assessment report. 1%
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« State's Effort Level: The U.S. Department of Health and Human Services ranks
states in their level of effort in Health Professions Distribution compared with their
unserved and non-urban populations., They base their rankings on the number of
programs, funding, and number of participants in the program. In the 1986 report,
Arkansas had a 3 level of effort with 4 being the worst, This report also indicated
that there were 177,000 Arkansans listed as the unserved population.!??

Rural Health Care Initiatives

The rural health care issue has reached crisis proportions in Arkansas,
However, the state has done little to address the issue. .According to the September
1990 Health Care in Rural America report, produced by the Congressional Office of
Technology Assessment, Arkansas lacks a single certified rural health care clinic. This
same table shows that 65 counties in Arkansas are designated as medically underserved
and could qualify for certification. 108

In 1990, Clinton confronted this by providing $800,000 in state and federal
grants to 29 rural hospitals and emergency care providers. He used this opportunity to
exclaim: "We can provide Medicaid health insurance for pregnant mothers and children
.... but we've got to get people out there to rural Arkansas to give health care ... if
we're ever going to get the infant mortality rate down."!® Dr. Joycelyn Elders, the
Director of the Health Department, also added, "The major problem is the access to
basic primary care, acute care and emergency services."110 The remarks are true in
their implication of the serious problem Arkansas faces regarding the providing of
health care in the rural areas. The $800,000 sounds good, but it amounts to only

- $29,586 per hospital. . : o—

In 1991, the legislature attempted to expand rural health care assistance, by
approving a bill to "create a rural health commission to developsrural health-care
initiatives and recruit physicians to rural areas.”!!! This bil would have also
prioritized the locating of federal money to assist rural health care initiatives,!!2
Govemor Clinton vetoed this bill. He reasoned that these functions were already being
performed by the Office of Primary Care in the State Health Department and that it
would cos} $60Q,000: "In an effort to give the new acts a chance to work and not to
cause the unnecessary expenditure of state money, I am disapproving the bill."!13
Some legislators saw this as an attempt to protect the Health Department's turf at the
expense of those in need. Senator Lewellen stated: " With all the problems faced by
the Health Department, it has more than it can say grace over already .... The
respongibility is much larger than the Health Department can handle, and the only
people who will suffer will be the peiple in the Delta and other rural areas. 114

Resaarch, June, 1992
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 Health Care

Campaign 92: Universal Health Care

During the presidential campaign - after earlier reluctance - Clinton embraced a
universal health care proposal. In 1991, Clinton's health care position was basically,
we'll figure it out after I'm elected. In October he stated, "I would bring in all the
players within the first 60 days and tell them to develop a national health care plan.”!
However, by January 1992, he said, "A Clinton Administration will treat affordable,
quality health care as a right, not a privilege" as he announced his health care
proposal.? He has attacked the President's proposal calling it "cynical."® Even though
Clinton refrains from classifying his plan as similar to the pay-or-play plans offered by
Democrat leadership, the plan is of the same root substance. Compare the proposals:

Clinton plan: "employers and employees will either purchase private
insurance or opt to buy into a high-quality public program. "4

The HealthAmerica legislation sponsored by Mitchell, Kennedy, Reigle
and Rockefeller stipulates that "businesses will be offered a choice of
providing coverage meeting minimum standards for employees and their
families or making a contribution to the public plan. The contribution
will be a set percent of the payroll.™s . ' & = v o

. ——

~ Clinton's approach to cure our ailing health care system has five points: controlling

costs; guaranteeing universal coverage; improve preventative and primary care; expand
long-term care and intensify health education. )

Cost Containment

1 =
Clinton blithely concludes that enough savings will be generated by his plan to
allow every American to receive health care. As he stated, "Clearly, this program
fully implemented will save far more than it costs to extend comprehensive coverage to
all Americans... ."¢ And in March 1992, Clinton stated, "There's $100 billion of
inexcusable, unrelated-to-health-care costs in this system."” Clinton proposes -ten
different cost-containment measures if{ his plan.

«+ Clinton advocates insurance reforms. Specifically, he proposes that "underwriting
practices that balkanize Americans into smaller and smaller risk groups must be
banned in favor of a broad-based community rating. Access, continuity, and
renewability of coverage under a community rating system will be guaranteed.*®
He relates this to grocery shopping: "... insurance companies make money the way
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grocery stores 10; a little bit of money on a lot of people instead of trying to i.nsur.e
groups of 50 25-year old women who spend four hours a day at the gym, 'whxch is
what they are doing here."® He has even stated that the insurance companies could
be “bullied” into reform: "First of all, an election would be a referendum on that.
Second of ali, if they don't reform, they will end up with a Canadian system where
they are knocked out all together."10 ;

Clinton would limit overall expenditures by creating a national board to define "a
core benefit package that all insurers would provide."!! The package would include
ambulatory physician care, in-patient hospital care, prescription drugs, basic mental
health, and preventative care programs including pre-natal care and annual
mammograms. This board will also establish "annual health budget targets
nationally and state by state, to guide expenditures in the public and private sectors,
to develop an all-payor reimbursement system. "2

Clinton proposes that his plan would eliminate the uneccessary paperwork within
the health care system. He claims that there are over 1,500 separate sets of rules
and forms within the system and that an all-payor system would eliminate these
forms and relieve the providers of the time currently needed to process these.

Clinton plans to limit costs by reducing drug price increases. Clinton supports
Senator David Pryor's proposal to eliminate existing special tax breaks for drug
companies that raise their drug prices at a rate of increase greater than growth in
personal income. Clinton also supports acceleration of the FDA approval process,
which he believes is adding to the cost of driigs and unnecessarily delaying their
impact. While Clinton would maintain the R & D tax credit on prescription drugs,
he would limit the deductibility of marketing and lobbying costs. Clinton would
ensure that American pharmaceutical companies don't charge buyers in their own
country more than they charge those of other nations.!> Clinton does not
specifically outline how he would accomplish this.

Clintop believes his plan will reduce billing fraud by "moving away.from the
complex billing systems that invite abuse, and by vigorously prosecuting
offenders. " 14

Clinton plans to control the unnecessary spread of medical technology. According
to Clinton, many hospitals purchase high-tech machinery, even if it duplicates
neighboring institutions. To maKE up those costs, hospitals unnecessarily use these
high-tech machines, adding to costs without improving health, Under Clinton's
health care plan, the cost review board will develop recommendations and
incentives for more sensible capital budgets, including the shared use of technology
where appropriate. 15
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« The Clinton health care plan includes cost reduction through the development of a
*rational* medical liability system. Clinton attributes huge increases in consumer
and health care provider insurance premiums to malpractice litigation. To protect
themselves from litigation, physicians practice "defensive medicine,” resulting in
tests that are frequently unnecessary, but ordered to insure the provider against a
malpractice suit. Clinton specifically proposes to create alternative dispute
resolution mechanism in every state. 16

« Also to reduce malpractice litigation and cut costs, Clinton plans to provide medical
practice guidelines to health care personnel. As his plan states, “Providing medical
practice guidelines to health care personnel to help them make the right decisions
about treatment will save money and lives, and help eliminate improper care. "’

« Clinton's proposal would create a single computerized database for quick and swift
exchanges of medical records between institutions of providers. He also stated that
“eventually, everyone will carry a 'smart card' —~ small microchips or magnetic
strips coded with their personal medical information."!®

» Clinton's cost reduction platform for health care reform requires that insurers,
health care institutions, and individual health care providers collaborate to develop
local group care models called “Health Networks.” These networks would serve
thé private and public programs. Individual Health Networks would operate under
a global budget based on the population they insure and/or provide care for,
Networks would negotiate fees with participating providers and institutions, and the
providers and institutions that affiliate with a given network would collectively
manage care delivery with the global budget.?~This is an amazing Statement, sifice
Arkansas ranks 43rd in the United States for individuals enrolled in HMOs. (see
Arkansas statistics) o

-
«

Universal Coverage

Outside of employer-based coverage, Clinton maintains that the disabled and the
elderly will haVe access to comprehensive long-term care under Medicare. “The poor
and unemployed will have access to his public program. However, Clinton maintains
“All will be asked to share some of the costs ... Co-payments must not be burdensome
but should be sufficient to discourage over-utlitization and to encourage shared
responsibility."20  Clinton would limit this amount to a percentage of income.2!
Clinton ends by saying, *No persop>will be cut off, canceled, denied, or forced to
accept low quality care, "2 ' ;

Clinton claims his health care plan will protect small business from rising health
care costs in a number of ways. First, the insurance premiums paid by all employers
will be based on a community-based rating system rather than an experience-based
rating system, and small employers will be able to buy into Health Networks that serve
large numbers of people. Insurance premiums will be based on the health needs of the
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community, not on the health of particular employees at one firm or another.  Clinton
claims he would provide: (1) the opportunity to buy into the public program if it is less
expensive, (2) allowing small businesses to band together to form larger groups to
purchase health insurance for moderate prices, and (3) phasing in small employers' and
new businesses' responsibility as costs can be reduced, during which time their
employees will be covered by the public program with co-pay requirements.?

Preventative Care

Clinton is convinced that providing preventive care will reduce medical costs
and claims his plan would provide an adequate number of primary and preventive care
clinics in inner city and rural areas, where health care is not readily available. He
would also increase access for children to primary health care by providing school-
based clinics as a supplement to universal coverage. Clinton's plan encourages medical
providers to practice preventive and primary care, provides incentives for professionals
to serve in primary care professions in rural and undeserved areas, and increases
support for training mid-level professionals, such as certified nurse-midwives and nurse
practitioners.2¢

Clinton explains in this section that Arkansas has been a leader in preventative
care and cites his own Director of Health, Joycelyn Elders as a nationally renowed
innovator in preventative care. It is interesting to note that Dr. Elders attacked
Clinton's plan. It was reported that Elders said that "none of the major presidential
candidates, including her boss, have talked enough about what it takes to reform the
nation's health care system. "% '

- s

Long-Term Health Care ‘
.Jg

Clinton believes he can provide more services to the elderly and the disabled by

expanding Medicare to include a wide range of services to be paid for through

affordable and equitable cost-sharing mechanisms. Clinton plans to reduce existing

restrictions, allowing Medicare payments to assist family members for in-home long-

term cacs, private nursing, adult day care, and senior citizen transportation needs. To

assist with the increased need for long-term care workers, Clinton has proposed a

National Servicz Corps of young Americans. The govermment would provide funds for

a college aducation, in exchange for which the new graduates dedicate a few years
working in community based positions such as long-term health care.26

He’zﬁth Education

Clinton believes that billions of dollars could be saved in health care costs if the
American peopls took responsibility for their own health. To ensure this change,
Clinton proposes increased education efforts in homes, schools, workplaces, and senior
centers. Ths natonal government, insists Clinton, should support these efforts with



TEL ¢ sep 01%92 18:29 No.01S5 P.06

incentives either in funds, or in manpower through his proposed National Service
Corps.?

Cost of Pay or Play

While the notion of insuring all is politically appealing, the cost is grave when
you look the impact this plan could have on employment. Using figures from
CONSAD Research Corporation on pay or play, the impact could be devastating:

-There could be over 9 million jobs which are potentially affected that
are at risk, 11.37 percent of the total private sector workforce. Arkansas
itself could be the hardest hit state in the country: 17.18 percent of the
jobs affected.

-There could be over 23 million jobs potentially affected by this plan,
29.06 percent of the workforce. Arkansas could be the second hardest
affected with 37.04 percent of the workforce potentially at risk.

Those who could be hurt the most include those most in need of help -
minorities, women, elderly, and the impoverished.

- Nationally 2.8 million of the jobs affectad, or 31.4 percent could come
from youth, between the ages of 19-24. _In Arkansas, 6.3 percent of ..
those affected could be over the age of 65, the highest rate in the
country. _ S

- It could also affect women — nationally 5.1 million jobs or 56.6

percent could be affected.

- Minorities could also suffer -- nationally 24.3 percent of those affectad
codld bé minorities, 11.8 percent black. In Arkansas, 21.9 percent of -
those affected could be black, the seventh highest in the country.

- An astonishing 7.7 million or 85.2 percent of those jobs-at-risk could
come from individuals with ipcomes of under $5,000. And 62.5 percent
of those jobs could come from families earning less than $30,000 per
year. In Arkansas, 75 percent of those jobs could come from families
eaming less that $30,000 per year.

This is a large difference from the Clinton in October 1991 who stated, "This [health

st care] is not a problem which you solve with tax and spend, with taxing more money, "2$
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'Bare Bones Legislation’

In 1991, after eleven years as Govemor, Clinton provided for the issuance of
insurance to provide those who are uninsured for over a year with a minimal standard
of coverage. Ultimately with fewer benefits the premiums would be lower, or
affordable enough for small businesses to provide coverage to the 500,000 uninsured
people of Arkansas®. This bill, House Bill 1117, which became enrolled Act 238 of
1991, specifically authorized "the development of new classes of hospital and medical
insurance coverage for qualified groups, families and individuals; and. . .authorize(s]
the Arkansas Insurance Commissioner to develop a means to assist in limiting the
marketing and administrative costs of certain of such new classes of insurance
coverage.” A qualified family or group is made up of individuals who are "employed
in or fare]. . .residents] of Arkansas and who [have] been without health insurance
coverage. . .for the twelve (12) month period immediately preceding the effective date
of * policies issued under this act.3°

Certain coverages would still be mandated by law, "while specific options must

- also be made available to the insured." The basic mandatory coverages include

“primary, preventive, and hospital care, including but not limited to, the following: (1)
Fifteen (15) days of inpatient hospitalization coverage per policy year. . . . A basic
level of primary and preventive care, including two (2) office visits per calendar year. .

. ."™1is also mandated. All family policies must include "coverage for newbomn infant

children of the insured from the moment of birth, and for adopted minors from the date
of the interlocutory decree of adoption. . . ."32 ‘
Options that must be offered are "prenatal_gare, including one -prenatal office

" visit per month during the first two trimesters of pregnancy, two office visits per month

during the seventh and eighth months of pregnancy, and one office’ visit per week
during the ninth month until term.” Also, "coverage for childmn',s'preventivc health
care services on a periodic basis from birth through age six. . ." rhust be offered as an
option. Finally, obstetrical care must be offered as an option, Clinton signed this bill
in February 1991. Immediately thereafter, the Insurance Commissioner began
working on devising the specific regulations for the insurance policies.

By July 1991, the Commissioner and representatives of the insurance industry
agreed to terms of the coverage: $200 deductible and a 20% payment of services up to
$5,000 per year. The coverage provided for 15 days hospital care per year; 5 office
visits per year, all catastrophic illnesses and injuries; and all services which are
medically necessary to treat illness agd injury except for in-vitro fertilization; mental
illness, routine care for well babies, impairment of speech or hearing; alcohol and drug,
dependency treatment; mammograms; children's preventative health care or care of -
children 19 or older who live with their parents.?

The regulations require a "non-cancelable and/or guaranteed renewable"
provision so that no one can be dropped without evidence of nonpayment or fraud.
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Interestingly, the regulations even describe the size and boldness of the type required
. on notices and disclosures of these provisions by the insurer.

~— As the commissioner is not required to file a report on this new program until
1994, it is doubtful much information exists as to its effectiveness and extent of
coverage. As of December 1991, the plan had not been implemented and not one
policy had been developed. This lack of action was mainly due to what an Insurance
A ent official said was the fear by state insurance companies that only a few

people would buy the policies.?

Also passed by the 1991-legislature was a "program to provide universal child
health care by the year 2000. It emphasizes preventive and primary care for all
children 16 and under, regardless of family income and builds on the dramatic
expansion of Maternal and Child Health Care in the last two years, "

AIDS

Recently, Clinton was interrupted by an ACT-UP supporter, and questioned
about what a Clinton administration would do to support AIDS activists. Clinton took
10 minutes with the man, gaining warm applause from other ACT-UP supporters in the
crowd. Clinton has said more attention should be paid to the national commission on
AIDS, and called for more AIDS education, and money for medical research.’ Said
Clinton, *In a Clinton administration, we will pursue a national AIDS strategy that
. ) offers real hope for a cure of AIDS. This strategy will include commitment of
7 increased government resources of the research, testing, and development of an AIDS
vaccine; a national health care plan that controls the cost of AIDS treatment and
- provides health coverage to those who need it; and'a national AIDS education initiative
in which resources are devoted at the local, state, and federal level to improving
* knowledge about AIDS and encouraging our children to take personal responsibility for

their own health, "37 = L
In May 1992, Clinton made his strongest stand yet on AIDS and homosexuals,

First, he attacked the Administration,

Over a sillion Americans are now HIV positive, yet the administration

is still curiously silent until the famous fall. ... Then someone says

something appropriate. ... But this administration ignores its own

commission reports, underfunds research and treatment ... says behavior

modification is the issue, then refuses to embrace the cause of sex

education in our schools that would give our children a chance to save

their lives,3# i

Clinton then proposed that if he were President, he would appoint an AIDS czar
and create a task force to coordinate a "Manhattan Project” to fight AIDS.*® He
concluded by saying, "My fellow Americans, we have too much to do to endure quaint
litle rules ... We can't afford to waste the hearts and minds of the gays and

N
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lesbians. "4 However, there are supporters of AIDS research who are very dxspleased
: with Clinton. Drew Toon, president of the Arkansas Chapter of ACT-UP wrote in a
S press release, "George Bush has done more for people with AIDS in Arkansas than Bill
Clinton. That's sickening."#' Trey Merritt, also of the group, in clarifying the
statement, added further evidence of the lack of attention Clinton has shown this issue.
He said, "Everything that has been done on AIDS in Arkansas has been done with

federal money. "4

AIDS in Arkansas

As of 1988, out of 100,000 people in Arkansas only 2.2 have contracted Human
Immunodeficiency Virus.4* As of 1988, there are also 80 people with AIDS and 50
people who have died from AIDS.# While this may seem like a remarkably low
number, if Clinton would have engaged this problem in 1984, when there was only 1
case and no deaths, then maybe the 80 deaths would have been only 50 by 1987.

In 1986, Clinton's budget recommendations to the State Legislative Council
failed to include "some requested program increases, including one to address public
health problems posed by Acquired Immune Deficiency Syndrome."# In March,
1987, Clinton approved an AIDS education proposal. This leading proposal would
"channel $8,000 in federal money from the state Health Department to the Arkansas
AIDS foundation. The Foundation proposed to distribute brochures and hold classes
for homosexual and bisexual men to educate them about AIDS."% Clinton said,

1 don't want to leave here [legislative session] somehow with the
lingering doubt that the Legislature doesn’t think we ought t0 have -AIDS - -
education....We need it desperately, and we need it now, and the money
is a pittance. We don't want to by somehow not approvmg this cut off
our eligibility for future funds.4?

-

Also in 1987, Clinton supported a proposal to mandate AIDS testing ‘during the
blood test for a marriage license.*® The Arkansas House of Representatives approved

such a blll by a_vote of 68-6. This bill, HB 1615, the Premarital Examination Act of
1987, wodld: ~

require any person applying for a marriage license to have a certificate -
from a licensed physician that he or she has been tested for the presence
of AIDS antibodies. This bill would prohibit issuance of a license if an
applicant refused to take thesest. If either applicant for a marriage
license tested positive for the AIDS antibodies, the license would not be
issued until a physician files an affidavit that he has counseled the parties
concerning AIDS. 4

However, the Arkansas Senate killed this measure, 19-11.59 Also in 1987, Clinton
\«") signed a bill which provided free testing for AIDS. 3!
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During the summer of 1987, Dr. Yamauchi, a member of Clinton’s advisory
committee on AIDS, testified - at the request of Clinton - before an NGA committee on
AIDS. He proposed five recommendations: A call for AIDS education programs,
more AIDS research, long-term care facilities for AIDS patients, increased funding for
AIDS testing and confidentiality of test results.?

By late 1987, the Sheriffs Association was vehemently requesting Governor
Clinton to propose a bill to protect emergency workers from exposure to AIDS.
Clinton's response was to defer the issue to his advisory committee and to work within
existing regulatory authority than.**

During the 1990 campaign, Clinton's outlined what Arkansas should be doing to
combat the AIDS crisis:

These items are essential components of an AIDS program for Arkansas:
accessible HIV testing and counseling, (confidential and anonymous);
diagnostic screening and testing; community-based organizations;
rehabilitation services; child welfare; advocacy; HIV surveillance and
seroprevalence surveys; school-based education.

Also in 1990, Clinton proclaimed December 1, as World AIDS Day in
Arkansas.$$ However, Andre Guerrero, Regional AIDS Interfaith Network, asked that
day, "Where is a strategic plan for the State?"%¢

During the 1991 legislative session, Clinton signed three pieces of AIDS
legisiation. One of the laws, Act 289, would permit the HIV testing of health care.
patients without their consent and it stipulated that "health care providers or facilities
may not deny appropriate care based upon the results of an HIV test, "57 _

Act 575 requires those individuals who are'engaged in the business of collécfing
blood, to conduct a second HIV test if the first test proves to be positive, because the
first test given is cheap and somewhat ineffective. If a donor is.found to have this .
virus, the company is to notify the Department of Health.5? ,‘I'hls law became a-
necessity because a blood donor in Arkansas was identified as testing positive, but the
lab through only threw out the blood, they did not notify the man.5 Finally, Act 967
provides for confidentiality of state Health Department records. 0

1 —

Health Care in Arkansas

Health Staastics: Clinton has come under criticism for reneging on his 1990 campaign
pledge to not seek higher office. While he is gallivanting over the countryside running
for the Presidency, his state still hasfsbme of the nation's worst health care problems:

+ Employer Uninsured Coverage: Arkansas has the second highest rate in the country
for having workers without own-employer-paid health insurance. 42.06 percent of
the total private sector employment is without employer paid insurance - well above
the national average at 33.68 percent.%!
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Infant Morulity: In 1988, there were 10.7 deaths per 1,000 live births in
Arkansas, ranking them 15th highest in the country.?

Low Birth Weight: Between 1980 and 1988, the percentage of low birth weight of
live births had increased from 7.6 to 8.2 percent, an increase of over 7.8 percent.
Nationally, during the same time period the low-birth weight babies increased by

only 1.4 percent.$

Hospital Use: As of 1989, Arkansas had 430.2 hospital beds per 100,000 residents,
ranking them 11th highest in the country. Yet interestingly enough, in the same
year, Arkansas hospitals only had a 62.5% occupancy rate, ranking them 39th
lowest in the country.% Another report indicates that in 1988, the numbers were
even worse: Arkansas had 448 beds per 100,000 residents (14th highest) and an
occupancy rate of 56.9 percent (40th lowest).$ In 1987, Arkansas is listed as

" having 544 beds per 100,000 residents ranking them 19th in the country. However,

the occupancy rate was 59.7 percent or 44th worst in the nation.® This is an
interesting statigtic since a major part of the increases in health care expenditures
nationally are due to hospitals not being used to their full capacities.

Physicians: In 1984, Arkansas had 3,202 physicians in the state, a rate of 136
physicians per 100,000 residents.®’” By 1988, this figure became 3,414 physicians,
a rate of 144 per 100,000 residents (45th lowest in the country).®® The national
average in 1984 was 199 per 100,000 residents and in 1988 it was 210 per 100,000
residents. While it looks good that Clinton increased the amount of physicians in
the state by 6.6 percent between 1984-1988, nationally the increase was even
greater at 7.6 percent in the same time period. ~However, another report conducted
by the American Association of Retired Persons for the year 1989 lists Arkansas at
138 physicians per 100,000 or 44th lowest in the country.5® g
Recruitment of Doctors: As of 1988, Arkansas only had 978 of their 3,839
physicians under the age of 35 -- only 25.47 percent.? Comparing Arkansas to it's
six neighboring states in 1986, it ranked last in this category, even lower than
Missisgippi.=— " =

State Percent
Missouny 29.54
Louisiana 28.74
Tennessee 21.52
Texas 4684
Oklahoma 25.79
Mississippi 25.55
Arkansas 25.47

Nurses: Between 1984 and 1988, registered nurses in Arkansas increased from
10,258 to 11,292, or 437 nurses per 100,000 to 473 nurses per 100,000. This was’
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an increase of 10.07 percent. Nationally berween 1984-1988, registered nurses
increased by 9.5 percent.”!

» Physician's Assistants: In 1989, Arkansas did not have any physician assistant
training programs and had only 48 physician assistants in the state in 1987, ranking
them 45th worst in the country.™

¢ Deaths per 100,000: One indicator of a poorly operated health care system is
the amount of deaths per 100,000, especially in a state which is not prone to an
abnormally high violent crime rate. In 1987, Arkansas had 1,023 deaths per
100,000 people, the fifth highest in the country.”™ By 1988, this figure was at 10 4
per 1,000 residents, still ranking them fifth highest in the count‘.ry"

o Psychiatrists:  Arkansas ranks first in the nation for population without
psychiatrists. In 1990, 67.6 percent of the population was unserved by
psychiatrists,?s

s HMO Enrollment: Only 2.3 percent of Arkansans are enrolled in a health
maintenance organization, ranking the state 43rd lowest. This is an interesting

statistic given the fact that one of Clinton's health care planks is the increased
enroliment into HMOs. %

Elder Choice and Medicare

As early as 1986, Clinton and some members of the Arkansas legxsl;tﬁrc

~ expressed support for the states provxdmg personal care at home for cldcrly people who

otherwise might be placed in nursing homes. According to the Agmg and Adult
Services deputy director, many elderly Arkansans live below the poverty level, but
their incomes are considered too high for them to receive Medicaid-funded personal
care in their homes. Many do qualify, however, to enter nursing homes and receive a
more expensive and higher level of care. Personal care includes such things as helping
a medically needy elderly person dress, attend to personal hygiene or clean house. In
1986, Clinton recommended that the Division of Aging and Adult Services receive $1.5
million during the first year of the biennium and $2.6 million for the second year so
more Arkansans whose incomes are above the $11.05-a-day federal Medicaid limit can
receive personal care.”’

It wasn't until 1991, howegyer, that a $14 million locally oriented and
community based program called Elder Choice was funded.”® ~The Elder Choice
Program allows about 3,000 elderly Arkansans to use money once reserved for nursing
home care for adult day-care centers or home health-care programs.” Proponents
believe that in the long run the program will save more than it spends as it gives older
citizens an opportunity to stay in their homes rather than move into nursing homes. In
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a speech before a joint session of the legislature, Clinton said, "Elder Choice is not just
an economic decision, it is a civil rights opportunity for the older people of the state. "3

Clinton also uses Elder Choice as an example of how to improve Medicare. In
March 1992, Clinton spokesman Bruce Reed stated, "Governor Clinton believes we
need to expand Medicare to provide more long-term care for the elderly."s! It was
further reported that *Clinton would duplicate an Arkansas pilot program called Elder
Choices, under which ailing seniors can opt for such things as home health care or
going to an adult day care center rather than straight to a nursing home."82

Clinton is on record as opposing the 1990 proposal to raise deductibles for
Medicare participants. He said, "a lot of people in Arkansas on Medicare are a long
way from being middle<class folks .... Before I raised deductibles on Medicare, I'd
equalize the tax rate for the people making $100,000 a year and people making a
million."® In January 1992, Clinton said he would not back a proposal which asked
those making over $125,000 a year to pay a higher Medicare premiums. He stated,

If you want to say, well the wealthiest of our entitlement recipients
should pay some more, then that's part of a faimess program that's
going to give health care to all Americans and control costs .... But to
throw more money down this rat hole that we've got today where $50
billion a year is being wasted in our system of insurance finance .... it is
to me unconscionable .... I don't want to make any American pay more
for the same health care.® '

Clinton successfully used this as a wedge issue against Paul Tsongas in the
Florida primaries. Tsongas supported means testing of entitiement programs. Clinton

- was opposed to this during the primaries and ram advertisements against Tsongas”in

Florida. However, in June 1992, Clinton stated, )
A .
I also think that in an attempt to control the cost of entitiements, people
at very high income levels, who are getting back more from Medicare
than they pay in, should pay more for this as part of a comprehensive
long-term plan .... So I would raise the fees for high-income recipients
asa partof national health care reform.3S . :

Nursing Home Violations

In 1989, over 14 percent of the residents of Arkansas were 65 years and older,
ranking them 4th highest in the countfy with seniors.® Many of these residents live in
nursing homes. As of 1987, there were 279 nursing homes in Arkansas.37 A 1986
GAO report, commissioned by the Senate Aging Committee indicated severe problems.
with nursing home care in Arkansas. According to the report, a quarter of all the
skilled nursing homes in Arkansas were "chronically deficient " in patient care, 3rd
worst in the country, and nearly two thirds of Arkansas homes, (61 percent), had at
least one major deficiency in 1984, also one of the highest in the country.®® Clinton
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responded to this report by insinuating that because Arkansas has strict reporting
regulations, the numbers are more negative than states which do not report as
vigorously. He stated, "I am relieved to learn from Mr. Scott's analysis that the
statistics clearly show that we are diligent in inspecting nursing homes. In fact, our
strong efforts to protect the residents could possibly be the cause of the so-called high
ranking."%® Ray Scott, then director of the state Health Department recited statistics
from his internal survey as a response. The Arkansas Gazette reported on the review,

While Arkansas has only-1.5 percent of the skilled care nursing homes in
the country, in 1985, 17 homes were found out of compliance and
'adverse actions' were initiated against them. That represented 9 per
cent of the 200 homes placed out of compliance in the county.

Last year, three homes in the United States were terminated from the
Medicare and Medicaid programs. Termination closes the homes. One
of the three was in Arkansas, %

The Gazerte article also reported that the state had levied “$19,500 in fines on
seven homes between September 1985 and April 1986 for violations that led to or
created the possibility of death or harm to residents."®! Also, between February 1985
and March 1986, "seven homes received notice of violations for not maintaining health
and safety standards, and three homes were given notice of violation between March
1985 and April 1986 for not completing proper reports. "92

Medicaid in ArKansas
'.)

In 1989, Congress mandated new Medicaid programs which increased states'
costs. Clinton, as well as the NGA, claimed that states should have the right to
determine individual programs that best suited them. In Arkansas the Medicaid
mandates for 1989 consumed nearly a third of the state's new revenues for the year.
"We don'{ deny-that we've been partners in asking for more Medicaid for matemnal and
child health." said Clinton.®® But other mandates were imposed without consulting
those being forced to foot the bill. "We didn't ask for nursing-home reform,” said
Clinton, "... And we didn't ask to be part of the catastrophic health plan ... nobody
thought about what the practical impacts are."%* According to the Department of
Human Services Economic and Medigal Services, new federal mandates making more
people eligible for Medicaid, exXpanding the program's scope and increasing
reimbursements to providers, pushed estimated Medicaid costs up to $344 million for.
the budget year beginning July 1, 1990. The Medicaid program is funded with 3
federal dollars for every 1 state dollar.?

By June 1990, Clinton was complaining about federally mandated programs. "I
want to make it absolutely clear that the problem is the result of federally mandated
programs, which were passed by Congress after the last legislative session ...."% And
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by August 1990, Arkansas had discontinued the medically nwdy.componem of its
Medicaid program for adults over age 21. The action was tak'cn' in response to the
growing cost of federal mandates expanding the scope of Medicaid coverage. State
officials estimate that barween 1985 and 1990, the mandates have added 20,000 new
clients, 80 percent of whom are children, to the program's rolls and raised the state's
annual Medicaid expenditures by $68 million.5”

To help off-set the new expenditures, in July 1991, Arkansas adopted a
controversial arrangement under which states impose a tax on hospitals or solicit
"voluntary donations” from them to pay part of the state's share of Medicaid. That
increased the amount of federal matching funds a state receives and allows states to
increase their spending as well.®* Arkansas's 15 percent Medicaid excise tax is
expected to raise $30 million annually. The state agrees to match the $30 million,
attracting $180 million in federal money.?® In August 1991, the Bush administration
called for a halt to federal matching funds for money donated to states by health care
providers, and blamed these “sleight-of-hand” schemes for increasingly driving up
federal costs. 1%

Clinton and the NGA oppose the Bush administration decision. In an August
1991 speech to members of the American Association of Retired People, Clinton
criticized Bush saying, "The same president that signed all those Medicaid mandates ...
that forced states to spend billions and billions of dollars basically said, 'By the way,
we'te going to tell you [you] can't raise money the way you want and you have to tax
all your people.'"10!

In October 1991, Clinton said he would pay for better health coverage by
moving to control health care costs, something he was unable to do in Arkansas. But
he conceded there may be "some extra revenue" to be found without huge tax

- Increases.'® By December 1991, however, Clinton had articulated his plan in which

he promises affordable national health care insurance coverage for all Americans,
emphasizing "a substantial increase in publicly funded -~ not necessarily publicly
operated — community primary and preventive health-care clinicg in rural areas and in
inner city areas. "1

Rural Health Carc Statistics

+ Population in rural areas: As of 1988, 60.3 percent of all Arkansas residents lived
in rural areas, ranking them 10th highest in the country,!% In 1980, only 48.4
percent of Arkansans lived in rural areas. 195

» Physicians to populations in rural-counties: In 1985, there were 8 small counties
registered as the smallest of non-metropolitan counties (those with under 10,000
residents). In those 8 counties there was only 34.6 physicians per 100,000 residents.
and only 4.3 percent of those were Doctors of Osteopathy. The physicians per
residents figune was the 29th worst out of 32 states in the Congressional Office of
Technology Assessment report. 1%
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« State's Effort Level: The U.S. Department of Health and Human Services ranks
states in their level of effort in Health Professions Distribution compared with their
unserved and non-urban populations. They base their rankings on the number of
programs, funding, and number of participants in the program, In the 1986 repor,
Arkansas had a 3 level of effort with 4 being the worst. This report also indicated
that there were 177,000 Arkansans listed as the unserved population,'?’

Rural Health Care Initiatives

The rural health care issue has reached crisis proportions in Arkansas,
However, the state has done little to address the issue. .According to the September
1990 Health Care in Rural America report, produced by the Congressional Office of
Technology Assessment, Arkansas lacks a single certified rural health care clinic. This
same table shows that 65 counties in Arkansas are designated as medically underserved
and could qualify for certification. 108

In 1990, Clinton confronted this by providing $800,000 in state and federal
grants to 29 rural hospitals and emergency care providers. He used this opportunity to
exclaim: *We can provide Medicaid health insurance for pregnant mothers and children
.... but we've got to get people out there to rural Arkansas to give health care ... if
we're ever going to get the infant mortality rate down."1® Dr. Joycelyn Elders, the
Director of the Health Department, also added, "The major problem is the access to
basic primary care, acute care and emergency services."!10 The remarks are true in
their implication of the serious problem Arkansas faces regarding the providing of
health care in the rural areas. The $800,000 sounds good, but it amounts to only

- $29,586 per hospital. —

In 1991, the legislature attempted to expand rural health care assistance, by
approving a bill to "create a rural health commission to develop-rural health-care
initiatives and recruit physicians to rural areas.”!!! This biH would have also
prioritized the locating of federal money to assist rural health care initiatives,!12
Governor Clinton vetoed this bill. He reasoned that these functions were already being
performed by the Office of Primary Care in the State Health Department and that it
would cos} $60Q,000: "In an effort to give the new acts a chance to work and not to
cause the unnecessary expenditure of state money, I am disapproving the bill."!13
Some legislators saw this as an attempt to protect the Health Department's turf at the
expense of those in need. Senator Lewellen stated: " With all the problems faced by
the Health Department, it has more than it can say grace over already .... The
responsibility is much larger than the Health Department can handle, and the only
people who will suffer will be the pedfple in the Delta and other rural areas. !4

Resaarch, June, 1592
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STATEMENT BY SECRETARY OF LABOR LYNN MARTIN
JANUARY 9, 1992

I am pleased to be joined here today by Secretary Louis
Sullivan, my colleague at the Department of Health and Human
Services. Together we will outline for you the results of a
study of the '"pay-or-play" health care proposals.

The Labor Department has regulatory responsibilities for
employer-sponsored health care plans. Because of this, and
because the Administration and the Department are concerned about
access to health care, the Pension and Welfare Benefits
Administration asked the Urban Institute to take an objective
look at the effects various health care proposals would have on
workers and on their jobs.

The research has concluded that a comprehensive pay-or-play
proposal with a seven percent payroll tax on employers -- and
that is the tax usually suggested -- might mean broader health
care coverage. But the costs and the changes in how workers are
covered would be oppressive.

Since most employers now spend more than seven percent of
their payroll costs for health insurance for their workers, many
of them would stop offering insurance and just pay the seven
percent tax. Millions of workers who now have employer-sponsored
plans would be thrown into the public plan, losing both their
freedom to choose the type of coverage they want to have and
their access to private health insurance coverage.

Our study found that an estimated 112 million people would
be covered under the government plan. This would create a public

plan approximately four times as large as Medicare -- with
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all the red tape, bureaucracy, uncertainty, and delay of large
government bureaucracies. In addition, almoét 52 million people
who now get their health care through an employer-sponsored plan
would be forced into the government plan.

A pay-or-play plan of this magnitude would also cost
taxpayers $36 billion a year more than what the Federal
government now spends on health care.

On top of this $36 billion tax increase, employers would
have an added bill of $30 billion a year to pay for the costs of
covering employees who now don't have insurance. Of course, we
need a plan to improve the coverage for uninsured Americans. But
insurance will ring hollow if it comes at the price of a job.

Pay-or-play would strike at the very sector of the economy
that was the engine of job creation in the 1980's and is looked
to for new jobs in the 1990's. Small employers -- those with
fewer than 25 workers =-- would see their health care costs
increase by 71 percent. Costs on average would rise 13 percent
for firms with more than 1,000 employees. To absorb these costs,
companies would be forced to cut other benefits, halt wage
increases, or eliminate jobs, harming the very people we are
trying to help.

As Secretary of Labor, my concern is for the well-being of
America's working men and women and their families, and I can't
sit by and let their interests be damaged by poorly conceived

proposals.
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Pay-or-play is misnamed: it is pay and pay and pay ... and
pay -- by the middle class. Pay-or-play is é great name.
Regrettably, a great name doesn't make a great plan. A lot of
good people want this to work but, it doesn't. Pay-or-play is
backdoor national health insurance, it reduces choice, it is a
health plan managed by politicians, and means fewer jobs. This
doesn't mean today's system is perfect. But pay-or-play is no
answer to our problems in health care.

I have summarized just some of the major findings of our
research. The economic model that was used in our evaluation
builds on a system that has been used extensively to evaluate
various public policies over the past twenty years. The enhanced
model integrates data describing employment-based health plans
and employers' average payrolls with a representative sample of
Americans from the March 1990 Current Population Survey. The
model replicates employers' decisions either to provide insurance
or to pay a payroll tax by comparing workers' health insurance
costs to optional payroll tax payments. It can evaluate the
effects of employers' decisions on the nonelderly population in
the U. S.

Secretary Sullivan will now make a statement and then we

will be pleased to answer your questions.
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The study released today by Secretary Martin documents one
thing I have been saying about health care reform since becoming
Secretary of Health and Human Services: thaﬁ any reform package
must avoid placing overly burdensome mandates on businesses,

particularly small businesses.

Without job creation -- or worse, with job destruction -- we
could end up with more, rather than fewer, persons lacking health
insurance. People can't get employer-sponsored health care if
they don't have jobs. We need to find solutions that leave us

better off than when we started, not worse.

That is why the research done by the Department of Labor is
especially important. The effect of health care reform proposals
on the workplace is an essential element in the debate -- one
that has received far too little attention in some quarters. The
information provided here today fills in some alarming gaps in
our knowledge of pay-or-play. This study shows that pay-or-play
proposals would result in lost jobs, higher employer costs,

higher taxes, and a huge new government-run health program.

One of the most startling results of the study is the size
of the public plan. As Secretary of HHS, I know how difficult it
is to manage and control health care spending. The last thing we
need is a new tax-subsidized government-run plan four times the

size of Medicare.

Furthermore, pay-or-play would constitute a fatal step down



a slippery slope toward nationalized medicine. We need to build
on our achievements by getting an even higher percentage of
people covered by insurance, rather than replacing our system

with something that Americans do not need and would not tolerate.

Now I acknowledge that a number of individuals, as well as
some commissions and study groups, have advocated the "pay-or-
play" solution. I don't question their sincerity. But I do
think this study shows that they have not looked hard enough at

the true ramifications of such a plan.

The fact is, "pay-or-play" is the wrong medicine, and we
shouldn't take it. In fact, what this medicine really needs is a
strong warning label -- and Secretary Martin's report today tells

us just what that label should say.

Some people like "pay or play" because it's easy to
understand -- but that does not make it a solution that will
work. We can do better by the American people -- much better.
It is unacceptable and unnecessary to put real jobs in jeopardy

in order to address our nation's health care needs.



