| Nsuranceto

ith national health expenditures (NHE) rising rapidly,

many policy makers fear the cost implications of reform

proposals that would extend coverage to the estimated

37 to 38 million uninsured Americans. Thus, new
health expenditures by or on behalf of those who otherwise would
be uninsured are perceived as an important element of reforming
the nation’s health care system. Analysts and policymakers come
to different conclusions about the likely cost of covering this seg-
ment of the population. This chapter examines the assumptions
underlying estimates of the costs of covering uninsured people.
The analyses reviewed are summarized in table 4-1.

The first part of this chapter briefly discusses the different ap-
proaches various reform proposals take to provide coverage to
uninsured people. Then it examines the different assumptions
analysts make for estimating the incremental and total costs of
those provisions. The third section compares approaches taken in
analyses of reform proposals with methods and findings of recent
studies about utilization and expenditure differences between in-
sured and uninsured people (e.g., Long and Marquis (91 ); Spill-
man (151)). The final section compares the results of these studies
with the results of analyses.

The chapter’s focus is on analyses of proposals that would pro-
vide for universal coverage by a specific date (e.g., the American
Health Security Act of 1993 (H.R. 1200/S. 491), other single-
payer, tax-financed proposals, and the Health Security Act of
1993 (H.R. 3600/S. 1757)). Some attention is given to analyses of
proposals that would provide coverage gradudly (e.g., H.R.
5502, H.R. 5919, and H.R. 5936 in the 102d Congress), athough
there istypically less information on the methods and results of
these analyses than for the universal coverage proposals.
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TABLE 4-1: Analyses of the Impact of Health Reform Proposals on National Health Expenditures Reviewed in This Report

Proposal

Analyses®

Applying
government cost
controls
(chapter 2)

Encouraging
managed
competition
(chapter 3)

Providing universal
coverage to
uninsured people
(chapter 4)

American Health Security Act of 1993 (H.R. 1200/S. 491)
Comprehensive Health Reform Act of 1992 (H.R. 5919)°

Health Care Cost Containment and Reform Act of 1992
(H.R. 5502)°

Health Security Act (H. R. 3600/S. 1757)

Health Security Act (H.R. 3600/S. 1757)°, Lewin-VHI
scenario without government cost controls
Managed Competition Act of 1992 (H.R. 5936)°

Managed competition plan, Starr version

National health plan, full savings scenario

National health plan, administrative savings scenario

Single-payer plan, CBO version with patient cost-sharing

Single-payer plan, CBO version without patient
cost-sharing

Single-payer plan, GAO version

Single-payer plan, Grumbach et al. version

Single-payer plan, Lewin-VHI version

Single-payer plan, Woolhandler and Himmelstein version

Universal Health Care Act of 1991 (H.R. 1300)°

CBO CBO
CBO CBO
CBO CBO CBO
Clinton Administration Clinton Administration Clinton Administration
Lewin-VHI Lewin-VHI Lewin-VHI
Lewin-VHI
CBO @0
ESRI
Sheils et al.
CBO
CBO
CBO CBO
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KEY: CBO = U.S. Congress, Congressional Budget Office; GAO = US. General Accounting Office; ESRI = Economic and Social Research Institute.

‘Full citations for the analyses are in appendix B.
bBill numbers are for 103d Congress.
CBill numbes are for 102d Congress.

dAnalysis was conducted by Lewin-ICF, Thecompany was acquired and expanded in 1992. For purposes of this report all Lewin analyses are Identlfied as Lewin-VHI.

SOURCE: Office of Technology Assessment, 1994.
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The chapter also devotes attention to the dis-
tinction between incremental and total expendi-
tures related to covering uninsured people.
Incremental expenditures are the additional ex-
penditures that might be incurred by or on behalf
of people previously (or currently) without insur-
ance if they became insured. Total expenditures
combine the baseline healthcare expenditures that
uninsured people incur even in the absence of in-
surance, plus the incremental expenditures esti-
mated to result from insurance-induced demand
for services. ' The amount of incremental expendi-
tures is important to projections of NHE, the sub-
ject of this report. Total costs maybe important in
so-called distributional analyses, and for analyses
of Federal budget impacts. These issues are im-
portant, but are beyond the scope of this report.

The Office of Technology Assessment (OTA)
faced several obstacles in developing this chapter.
One that may be particularly frustrating to users
interested in the cost of a covering uninsured
people under a specific proposa is that some ana-
lysts do not report these costs in their publications.
A second obstacle is that when cost estimates are
available, they may be difficult to compare be-
cause they are based on different assumptions.
Some analysts assume that newly insured people
will have utilization patterns typical of those in-
sured under current law, not reflecting in their esti-
mates the scope and depth of the benefit package
proposed by the reform (e.g., Lewin-VHI (89);
Sheils, Lewin, and Haught ( 146)).2 In other analy-
ses, the estimates do reflect the benefit package
and other aspects of a particular reform proposal
(e.g., Doyle (28); Thorpe (154)). Anaysts may
make different assumptions about baseline spend-

ing by uninsured people. Using a lower baseline is
likely to result in higher incremental costs, al oth-
er things being equal. Finally, analysts differ in
how they take into account currently “uncompen-
sated” care for uninsured people, some or all of
which is now cost-shifted to people with insur-
ance.

It is difficult to compare evidence from the em-
pirical research literature on the incremental costs
of covering uninsured people to analysts esti-
mates because the few current research studies
available focus largely on expenditures for a sub-
set of the health services that might be covered un-
der any particular reform bill (91,1 51), or do not
compute total costs (198).’

PROVISIONS FOR PROVIDING
COVERAGE FOR UNINSURED PEOPLE
IN REFORM PROPOSALS

Proposals to extend coverage to uninsured people
vary according to whether the purchase or provi-
sion of coverage is mandatory, the scope of ser-
vices covered, the depth in terms of patient
cost-sharing,” and how quickly the coverage is
phased in. Selected proposals that provide for uni-
versal coverage or incremental approaches to cov-
erage are described below and summarized in
table 4-2.

8 Proposals for Universal Coverage

OTA characterizes a proposal as a universal cover-
age proposal if it provides that all Americans le-
galy in the United States would have insurance
coverage by a specified date. Universal coverage
proposals that take this approach and that have

!'As described later in this chapter, people with insurance have been found to use more services than those without insurance, all other things
being equal. The expected increase in the use of services that is associated with obtaining insurance is sometimes referred to as insurance-in-
duced demand. In economic terms, consumer demand increases as the price decreases; the (immediate) price to the consumer decreases be-
cause most or al of the cost of a service is being paid by a third party (the insurer).

2 Analysts may account for differences between the expenditures expected undercurrentbenefit packages and expenditures expected under

the benefit package described in a reform proposal elsewhere in their analytic process.

3 There is more fesearch evidence on the utilization (as opposed to expenditure) patterns of insured versus uninsured people (e.g., Long and

Marquis (9 | ); Office of Technology Assessment ( 189)).

“Patient cost-sharing is the share of providers’ charges that insured patients are obligated to pay themselves (191).



TABLE 4-2: Approaches to Expanding Coverage in Selected Health Care Reform Proposals

Proposal

Approach to expanding coverage

Scope and depth of benefits

Universal Coverage

American Health Security Act of
1993 (H. R. 1200/S. 491)

Consumer Choice Health
Security Act (H.R. 3698/S. 1743)

Health Equity and Access
Reform Today (H.R. 3704/S.
1770)

Health Security Act (H. R. 3600/S.
1757)

Managed competition plan, Starr
version

Single-payer plan, CBO version,
with patient cost-sharing

Single-payer plan, CBO version
without patient cost-sharing

Universal Health Care Act of
1991 (H. R. 1300)

Proposals that gradually
expand coverage
Comprehensive Family Health
Access and Savings Act (HR.
3918/S. 1807)

Comprehensive Health Reform
Act of 1992 (H.R. 5919)

Tax-financed, government-administered Insurance
program

Individual mandate, with individuals assisted by re-
fundable tax credits

Individual mandate effective January 2005; prior to
2005, voluntary, but availability increased by employ-
ers mandated to offer but not required to contribute
and phase-in of Federal subsidies for low-income per-
sons depending on savings

Individual and employer mandate, plus Federal
subsidies

Individual and employer mandate, plus Federal
subsidies

Tax financed, government-administered insurance
program

Tax-financed, government-administered insurance
program

Tax-financed, government-administered insurance
program

Purchase of Insurance voluntary, subsidies for pre-
mium expenses of certain persons with pre-existing
conditions, phase-m of Federal subsidies, contingent
on Federal Medicare and Medicaid savings

Tax deductibility of health insurance for self-employed,
regulation of employment-based health insurance

Comprehensive, including long-term care, no patient cost-
sharing

All medically necessary acute care and prescription drugs; max-
imum deductibles at $1,000 per indvidual and $2,000 per family
through 1998, adjusted to reflect CPI increases after that; out-of-
pocket limit is $5,000 for years prior to 1998

Scope and depth to be determined largely by a board but voted
on by Congress; cost-sharing differs between “standard” and
“catastrophic” plans

Comprehensive, “excluding long-term care’; three levels of
combination patient cost-sharing and delivery systems®

Comprehensive, high cost-sharing and low cost-sharing
Actuarially equivalent to Medicare and current private coverage;
patient cost-sharing equivalent to current typical levels

Same as above, but no patient cost-sharing

Comprehensive, including nursing home, home health, long-
term care for disabled, no patient cost-sharing

Relatively minimal standards for catastrophic plans, high cost-
sharing (at least a $3,000 deductible)

Not specified
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- TABLE 4-2: Approaches to Expanding Coverage in Selected Health Care Reform Proposals (cont'd.)
Proposal Approach to expanding coverage Scope and depth of benefits
Health Care Cost Containment Voluntary Improvements in Medicare and Medicaid, Most would be covered by same scope and depth of coverage
and Reform Act of 1992 (H R new Federal health Insurance program for children, as today, some expansion of public benefits
5502) and extension and expansion of tax deductibility of

health Insurance costs for self-employed Insurance
market reforms

Managed Competition Act of Voluntary: Subsidies for low-income people, regulation Uniform package to be specified by a national health board
1992 (H R. 5936) of private Insurance market expansion of Medicare preventive service benefits

KEY: CPI = consumer price index

‘Comprehensive can have different meanings, but typically Includes a mandated benefit package that covers payment for hospital care, physcian and other professional services, prescription drugs
preventive health services, and some mental health benefits.
bLong-term care refers to home- and community-based services to assist people unable to perform specified numbers of activitles of daily living.

‘The three levels are lower cost-sharing, higher cost-sharmg, arid combination cost-sharing For purposes of calculating premium costs of covering uninsured people, the Clinton Administration uses
the higher cost -sharing plan, which is essentially equivalent to current conventional fee- for-service indemnity plans (e.g., with annual individual and family deductibles and coinsurance of 20 percent
for most services) except that fee schedules are required The lower cost-sharing and combination cost-staring plans differentiate cost-sharing for In-network and out-of-network services The lower
cost-sharing plan specifies a table of flat copayments for most in-network care, but does not include a deductible

SOURCE Off Ice of Technology Assessment, 1994
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been analyzed in terms of their impact on NHE in-
clude the American Health Security Act of 1993
(H.R. 1200/S. 491) and the Health Security Act
(H.R. 3600/S. 1757), both introduced in the 103d
Congress, and the Universal Health Care Act of
1991 (H.R. 1300), introduced in the 102d Con-
gress. In addition, the Consumer Choice Health
Security Act (H.R. 3698/S. 1743) and the Health
Equity and Access Reform Today Act (H.R.
3704/S. 1770) are universal coverage proposals
that have been introduced during the 103d Con-
gress, but, to OTA’s knowledge, have not been
subject to analysis in terms of their impact on
NHE.

As summarized in table 4-2, these proposals for
universal coverage use different strategies. The
American Health Security Act of 1993 would es-
tablish a federally-mandated single-payer nation-
a health insurance program administered by the
states. The program would replace most private
and public health insurance programs and provide
coverage for a comprehensive set of health and
long-term care benefits. The program would re-
quire no per-service cost-sharing by patients.

In contrast, the Health Security Act (H.R.
3600/S. 1757) would require al personsto either
purchase or be covered by a comprehensive heath
benefits package. The act would require all em-
ployers to pay for a portion of health insurance.
Unemployed and self-employed individuals
would be required to buy their own insurance.
Subsidies would be available to people below a
certain income and to certain types of firms, and
increases in premiums for the standard benefit
package would be held to the rate of growth in the
Consumer Price Index (CPl) (see chapter 2 for de-
tails).

Under the Consumer Choice Health Security
Act (H.R. 3698/S. 1743), all persons would be re-
quired to purchase health insurance through plans
that meet Federal benefits, rating, and underwrit-
ing standards. Employers currently providing
health benefits would be required to convert them

into added wages, at least in the first year. Federal
subsidies would be in the form of refundable tax
credits for a portion of the premium cost of quali-
fied health insurance plans and other medical ex-
penses. The plans would have relatively higher
patient cost-sharing than those under the Health
Security Act and the American Health Security
Act of 1993. This reform proposal has not been
analyzed in terms of itsimpact on NHE.

The Health Equity and Access Reform Today
Act (H.R. 3704/S. 1770) would combine an indi-
vidual mandate effective in the long-term (i.e., in
2005) with phased-in subsidized coverage for
low-income uninsured individuals as savings
from other provisions of the proposals are
achieved. There has been no analysis of this pro-
posal in terms of itsimpact on NHE.

1 Proposals That Phase in Coverage

Some proposals attempt to extend coverage by re-
lying on incentives and market reforms to encour-
age individuals and families to purchase health
insurance, including: the Managed Competition
Acts of 1992 (H.R. 5936 in the 102d Congress)
and 1993 (H.R. 3222/S. 1579 in the 103d Con-
gress), the Comprehensive Health Reform Act of
1992 (H.R. 5919 in the 102d Congress), the Af-
fordable Health Care Now Act of 1993 (H.R.
3080/S. 1533 in the 103d Congress), and the
Comprehensive Family Health Access and Sav-
ings Act (H.R. 3918/S. 1807 in the 103d Con-
gress) (table 4-2). Not dl of these proposals have
been subject to analysis in terms of expenditures
associated with covering uninsured people or their
impact on NHE.”

It is important to try to estimate the effects of
expanded coverage on NHE for all these ap-
proaches, but this chapter focuses primarily on the
methods used to project costs of covering unin-
sured people under “universal coverage” bills that
have been analyzed. A brief section is devoted to
methods and assumptions used in analyses of a

5 The Congressional Budget Office (CBO) completed 8N analysis of the Managed Competition Act 0f 1993 as this report was being prepared

for publication (134, 174).
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more incremental approach to covering uninsured
people.

ANALYSES OF REFORM PROPOSALS

1 Overview of Basic Analytic Approaches

Although projecting the cost of covering newly
insured people for any year and under any propos-
a requires answering a series of complex ques-
tions (see box 4-1), the typica overall conceptual
approach can be described quite simply. Analysts
overall seem to follow arelatively similar frame-
work:

1. They estimate the expenditures that uninsured
people would incur if they remained uninsured
in the first full year of the reform;

2. They estimate the expenditures currently in-
sured people who are demographically similar
to uninsured people would incur in the first full
year of the reform;

3. Then analysts subtract 1 from 2, to derive an es-
timate of the incremental cost of (expenditures
associated with) covering previously unin-
sured people.’

There are differences among anaysts in how
they implement their framework and in what esti-
mates and information on methods they choose to
publish. These differences are important to the in-
terpretations that may be placed on any particular
number.

These differences include the following:

- how analysts define the benefit package under
reform (i.e., services covered and patient cost-
sharing);

m how analysts account for a change in benefits
under reform;

= how analysts define insured and uninsured
people;

+ how analysts determine what prices will bein
the future, particularly if the prices are regu-
lated;

= how analysts take account of previously un-
compensated care; and

- the general statistical approach that analysts
take to estimating the costs of covering unin-
sured people.’

The next section of this chapter reviews in
greater depth the methodological detail that is
available on the key assumptions and inputs un-
derlying the analytical approaches used to esti-
mate costs of covering uninsured people under
proposals for universal coverage. The section fo-
cuses on analyses of the American Health Security
Act of 1993 (H.R. 1200/S. 491); other tax-fi-
nanced, single-payer, universal-coverage plans
(e.g., the Universal Health Care Act of 1991 and
generic single-payer plans with and without coin-
surance); and the Health Security Act of 1993
(H.R. 3600/S. 1757). Analyses of these hills were
conducted by the Congressional Budget Office
(CBO), the Clinton Administration, and/or Le-
win-VHI. Table 4-3 summarizes the available es-

6 An implicit assumption of this approach is that previously uninsured people will use health services asdo demographically similar people
who are already insured. Analysts make this assumption in part because there islittle or no experimental data on how uninsured people will
respond once they become insured. This issue is discussed later in this chapter.

"General statistical approaches include the folk) wing:

= Use a two-part econometric model, which involves first estimating if uninsured peopléave used any services, and then estimate how much

they cost, using a variable for insurance status;

= Statistically match expenditures of insured people to uninsured people;

« Use an econometric model for estimating utilization differences and use average expenditure figures to cost out new services,

= Statistically match utilization (physician visits and hospital days) and use average expenditure figures to cost out new services,

. Multiply insurance costs for currently privately insured people by a previously calculated factor that measures insurance-induced demand.
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BOX 4-1: Information Required To Estimate the Effects

of Extending Health Insurance to Uninsured People

1. How many people have no health insurance?
v full year
= partyear
* Dby age, sex, health status, iIncome, region, employment status, family composition

2. How many people would be newly covered by the proposal?

3. What is the current health care utilization of persons with:
* nocoverage
part-year coverage
coverage less complete than mandated!
« coverage similar to that proposed/mandated
« by type of service:
hospital
inpatient
outpatient
emergency room
physician
ambulatory
inpatient
dental
pharmaceutical
mental health
optical

other
4. What are the health expenditures of persons currently without coverage—part year, full year, by type of service?

5. How will health care utilization of various services change for newly insured persons?2
* part-year to full-year coverage
» expanded coverage (services covered)
= by plan type
= by age, sex, income, health status, and so forth
by type of service
» inresponse to changes in coinsurance requirements

6. How will expenditures change?
= Dby type of service

! Some items may not be addressed explicitly in all analyses. According to Anderson, these items are always required at least

implicitly.
2This is sometimes analyzed intwo steps: 1) effects of change from uninsured to hypothetical average or standard plan; 2) effects
of specific proposed coverage, copayments. and so forth, relative to average/standard plan (7).

SOURCE: Office of Techriology Assessment, 1994, based in part on Anderson, March 1994 (7). Full citation is at the end of this report.
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timates of costs, in 1994 dollars, of covering
uninsured people under universal coverage pro-
posals that have been subject to analysis. Table
4-4 sets out some of the key assumptions underly-
ing these estimates. Table 4-5 summarizes the es-
timates as percentages of projected baseline NHE.*

1 Analyses of Proposals
for Universal Coverage

CBO’S Analyses of Single-Payer Universal
Coverage Proposals

Box 4-2 presents CBO’S general approach to esti-
mating the demand response of previously unin-
sured people to insurance coverage under any
benefit package. As described below, aspects of
particular reform proposals or other factors may
cause CBO to make additional or alternative as-
sumptions that may change the results of its analy-
sis. It is not aways possible to discern the effects
of the alternative assumptions because, as noted
above, CBO rarely reports its estimates of costs of
covering uninsured people separately from its
overall NHE estimates (see table 4-3).

CBO has concluded generally that with univer-
sal coverage, expenditures by or on behalf of cur-
rently uninsured people would increase by 57
percent under typical employment-based insur-
ance with 25 percent coinsurance, and by 93 per-
cent under policies without requirements for
patient cost-sharing.’It is important to note that
these percentage increases do not represent per-
centage increases in overall NHE, but only per-
centage increases in expenditures on behalf of
uninsured people.

Generic single-payer proposals
CBO’S April 1993 analysis examines two hypo-
thetical single-payer systems (not related to spe-

cific reform proposals). CBO defined a
single-payer system as one in which all covered
health care services are insured and paid for by a
single insurer.

The first single-payer system (SP1 ) formulated
and costed out in terms of NHE by CBO in its
April 1993 memorandum had the following fea-
tures: it would require the kind of patient cost-
sharing that is now typical in the United States; the
plan’s benefits would be actuarially equivalent to
the average benefits now paid under Medicare and
private insurance; and it would prohibit balance
billing.

As formulated by CBO, the second single-
payer system (SP2) is a “Canadian-style single-
payer system” with universal coverage, but no
cost-sharing.

CBO’S April 1993 analysis of the two single-
payer reform systems incorporated into its esti-
mates of the cost of covering uninsured people
some, but not all, assumptions about the potential
effects of hypothetical reform systems (see table
4-4). For example, analyses of SP1 and SP2 as-
sumed the use of Medicare’'s payment rates for
hospital and physician services to estimate the
costs of services now covered by al types of third
party payers. On the other hand, CBO did not in-
clude in its April 1993 analysis ‘the effects of cost
containment provisions-such as effective expen-
diture caps or price and utilization controls-that
might reduce spending if these were part of the
new system” (165).

CBO’S April 1993 analysis estimated that the
increase in expenditures for new physician and
hospital servicesin 1991 would be $21.9 billion
under SP1 (with coinsurance), and $30.9 billion
under SP2 (with no coinsurance); these estimates
are inflated to 1994 dollars in table 4-3.

‘Each table also presents findings from the research evidence on costs reviewed later in thischapter.

*According to CBO and others, the increase would be greater for physician services than for hospital services .
10 | contrast, in an example described i CBQ’s November 1993 memorandum providing background onits behavioral assumptions, CBO

noted that it assumed “no change in average payment rates for providers.”



TABLE 4-3: Summary of Estimates and Research Evidence of Incremental, Total, and Premium Costs of

Providing Insurance for Uninsured People?

Estimated increase in Estimated total Estimated total
Proposal subject to analysis and spending spending “premium” costs
research evidence Analysis’ (1994 $ hillions) (1994 $ billions) (1994 $ billions)
Proposal
Single-payer proposals
American Health Security Act of CBO NA NA NA
1993 (H.R. 1200/S. 491)
Single-payer, CBO version with CBO $29.2 $75.8 (0)° NA
patient cost-sharing
Single-payer, CBO version without CBO $41.1° $87.7 (O)c NA
patient cost-sharing
Universal Health Care Act of 1991 CBO NA NA NA
(H.R. 1300)
Managed competition proposals
Health Security Act (H.R. 3600/S.  CBO NA NA NA
1757)
Clinton  Administration $83.6° NA NA
Lewin-VHI $28.4 NA $82.2 (0)'
Managed competition plan, Starr Sheils et al. $39.8' $85.2 (0)° NA
version, low patient cost-sharing
Managed competition plan, Starr Sheils et al. $33.7 $78.0 (0)" NA
version, “typical” patient cost-
sharing
Research evidence
Long and Marquis $17.6 -31.9 (0) (P) $62.3 -$77.0 (0) (P) $77.0
Spillman $41,4 (o) (P) $66.6 (P) NA

KEY: CBO = U.S. Congress, Congressional Budget Office; NA = not available, O = OTA calculation, P = partial estimate, not comparable to others that may consider all of personal health care expendi-
tures

°All estimates have been converted to 1994 dollars by either increasing or decreasing the amounts at annual rates of 10 percent Ten percent is a rough estimate of recent annual inflation in national
health expenditures

bFull Citations for the analyses are in appendix B. Full citations for the research studies--Long and Marquis (91) and Spillman (151)--are in the list of references at the end Of the report

CBy addition.
dAssumes no patient cost-sharing (therefore, higher projected utilization).
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TABLE 4-3: Summary of Estimates and Research Evidence of Incremental, Total, and Premium Costs of

Providing Insurance for Uninsured People? (cont'd.)

eCalculated based on method suggested by Off Ice of Management and Budget analysts as follows The Administrations unpublished estimate of costs of newly expanded coverage for insured people,
plus costs of covering previously uninsured people, is $95 billion in 1994 dollars (155,202) The Administration does not have a separate estimate for covering previously uninsured people, but suggests
that using the same proportions used by Lewin-VHI in its analyses of the Health Security Act would provide a rough idea of the distribution between newly covered people and expanded benefits for
previously insured people (202) In Lewin-VHI's December 1993 analysis, it estimated that the cost of covering uninsured people and the cost of expanded coverage for people already insured would
be a total of $47 billion in 1998, the flrst full year of plan Implementation (89) (A total of $47 billion in 1998 is approximately equivalent to $28.4 billion in 1994, using a 10% annual discount (inflation) rate)
The $416 billion of this total relevant to covering previously uninsured people is equivalent to 88 percent of $47 billion. Eighty-eight percent of $95 billion is $836 billion

fAssumes low Patient ~ost-sharing (a $10 copayment per Outpatient visit, but no deductible). Further assumes that total utilization under the low patient-cost-sharing plan would be about 2 percent
higher than in the high cost-sharing plan for persons who are not now enrolled in plans with lower cost-sharing Sheils and colleagues identified privately insured persons in the National Medical
Expenditure Survey data who are already in plans without cost-sharing by examining the source of payment data reported for services used by those individuals (1 46)

9Calculated by adding Sheils and colleagues’ estimate for baseline 1998 spending by uninsured people to Sheils and colleagues’ estimate for new 1993 spending by newly insured people with low
cost-sharing, plus the estimated impact of reduced patient cost-sharing, and inflating to 1994 dollars

hCalculated by adding Sheils and colleagues’ estimated baseline to their estimate of expenditures associated with Increased utilization by newly insured people and inflating to 1994 dollars.

IOTA calculation, based on Lewin’s premium estimate being 15 percent higher than the Administration’s ($1 ,933 « 1.15 = $2,223) times 37 million full -time-equivalent uninsured people.
SOURCE Office of Technology Assessment, 1994.
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TABLE 4-4: Key Assumptions in Estimates of Costs of Providing Insurance for Uninsured People and in Research Studies

Analysis or
Proposal subject to analysis study® Key assumptions

Proposal

Single-payer proposals

American Health Security Act of CBO The program would cover virtually all spending for hospital care, physician and other professional

1993 (H.R. 1200/S, 491) services, nursing home care, and home health services, all spending on prescription drugs, and
“all baseline third-party payments and half of baseline out-of-pocket expenditures for durable
medical equipment ,.

For hospital care, physician and other professional services, nursing home care, and home health
services, “the estimate excludes only other private funding (Including nonpatient revenues and
philanthropic contributions), 20 percent of current out-of-pocket spending (representing an esti-
mate of services that the new program would not cover), and spending by the Veterans Adminis-
trationand Indian Health Service.”

State plans would have to cover routine dental care for all beneficiaries.d

‘Spending for drug abuse treatment [apparently, for newly Insured and others] would triple over
baseline expenditures, adding $16 billion to the cost of these benefits by the third year of the
plan.”

“The benefit for home and community-based services and the unlimited mental health benefit
would add over $50 billion a year to uncapped health spending after three years [this apparently
applies to newly insured and previously insured people combined].”

Single-payer plan, CBO version with CBO “Typical” contemporary coinsurance (e.g., deductible + 20% coinsurance, with out-of-pocket
patient cost-sharing maximum);‘Medicare payment rates; baseline spending $46.6 billion (1994 dollars); no effects
of supplementary coverage; potential provider offsets not considered; effects of potential cost-
containment provisions not included.
Single-payer plan, CBO version with- CBO First dollar coverage;"Medicare payment rates; baseline spending $46.6 billion (1994 dollars); no
out patient cost-sharing effects of supplementary coverage; potential provider offsets not considered; effects of potential
cost-containment provisions not included.
Universal Health Care Act of 1991 CBO Policy parameters as specified in H.R. 1300; “estimated additional demand for health services
(H.R. 1300) generally based on the methodology detailed in CBO'S April 1993 staff memorandum (165)";
spending would increase in proportion to the growth in the use of health services.
Managed competition proposals
Health Security Act (H.R. 3600 /S. CBO Estimate of insurance induced demand uses the assumptions described in CBO’s November 1993
1757) memorandum  (169).
Clinton Coverage equivalent to that under the Health Security Act; OTA calculation, per Administration

Administration

guidance-product not equivalent to multiplication of average alliance fee-for-service premium
by 37 million FTE uninsured people.
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TABLE 4-4: Key Assumptions in Estimates of Costs of Providing Insurance for Uninsured People and in Research Studies (cont'd.)

Analysis or
Proposal subject to analysis study* Key assumptions
Lewin-VHI Incremental costs represent increased health expenditures under current law and utilization pat-
terns following from existing distribution of insurance plans (i e., not adjusted for proposed cost-
sharing or other provisions of the act), total premium costs calculated by OTA, based on Lewin-
VHI premiums 15% higher than Administration’s and 37 million FTE uninsured
Managed competition plan, Starr Sheils et al Impact of reduced patient cost-sharing
version, low patient cost-sharing
Managed competition plan, Starr Sheils et al. Makes assumptions about nature of high versus low patient cost-sharing, assumes a relatively
version, “typical” patient cost- comprehensive uniform minimum benefit package
sharing
Research evidence
NA Long and Incremental and total expenditure costs are for physician and hospital expenditures only, baseline
Marquis spending for physician and hospital services equivalent to $447 billion (1994 dollars) total pre-

mium costs include coverage for physician and hospital services plus coverage for ‘ other pro-
fessional’ services and prescription drugs, with typical coinsurance under a mix of managed
care and indemnity plans

NA Spillman Expenditures for basic’ (physician and hospital services) only baseline spending estimate was
$252 billion (1994 dollars).’

KEY: CBO=U.S. Congress Congressional Budget Office. FTE = full-tirRguivalent: NA + not applicable.

*Full citations for the analyses are in @PPeENdiX & run citations for the research studies are at the end of the report.

°CBO notes that, "The bill authorizes the board to place limits on the cost and frequency of benefits for eyeglasses and durable medical equipmentHowever, the source of these figures used by CBO to
estimate the impact of this provision of the bill is not provided in CBOs memorandum (170)

‘The Veterans Administration is now the Department of Veterans Affairs

“CBO estimates that this represents approximately 50 percent of baseline dental spending from all sources of payment in 1996, initially about $100 per person per year. The source of these flgures is not
provided in CBOs memorandum (170)

‘These were assumptions rather than policy parameters set forth in a particular reform proposal because CBO designed the generic systems analyzed in its April 1993 analysis

‘The benefit package was assumed to include hospital Inpatient and outpatient care, physclan care, laboratory tests and x-rayspsychiatric services, prescription drugs, preventive and primary care.
and other professional services referred by a physician The plan was assumed to not cover dental care eyeglasses or cosmetic surgery.

By excluding from calculations of use and spending by currently uninsured people those who received some pubic benefits under various programs Spillman's analysis excluded those with the
potentially heaviest use of services (169). Spillman's estimate of baseline spending by ininsured people under her definition of uninsured) was $15.6 billion in 1989 dollars (equivalent to $25.2 billion in
1994 dollars) Spillman's estimate of baseline spending by uninsured people is substantially different from Long and Marquis's estimate of baseline spending ($40 6 billion in 1993 dollars equivalent to
$447 billion in 1994 dollars)

SOURCE Office of Technology Assessment 1994
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TABLE 4-5: Incremental Costs of Covering Uninsured People as a Percentage of NHE

Estimated Increase as a

Proposals subject to analysis percentage of baseline NHE
and research evidence Analysis® in projection year
Proposal
Single-payer proposals
American Health Security Act of 1993 (HR. CBO NA
1200/s, 491)
Single-payer plan, CBO version with patient CBO 2.9%
cost-sharing
Single-payer plan, CBO version without patient CBO 4.1%
cost-sharing
Universal Health Care Act of 1991 (H.R. 1300) CBO NA
Managed competition proposals
Health Security Act (H.R. 3600/ S. 1757) CBO NA
Clinton  Administration NA
Lewin-VHI 3.0%"
Managed competition plan, Starr version Sheils et al.* 3.4%

Empirical research studies not connected to
particular proposals
Spillman 39% (O) (P)

Long and Marquis 1.8-3 2% (P)

KEY: CBO = U.S. Congress, Congressional Budget Office; NA = not available, NHE = national health expenditures, O = OTA calculation, P = partial

estimate, not comparable to other estimates
aFull citations for analyses are in appendix B. Full citations for the research studies are at the end of the report.

bBaseline for 1998 NHE used by Lewm-VHI (89) waS $1,395 billion.

‘Note that under Sheils and colleagues’ method, the particular reform proposal is Irrelevant except to the extent it affords universal coverage and the
benefit package (services covered) are more-or-less comprehensive (i.e., typical of a package sponsored by a large group such as in an employ-
ment setting) See text

dCalculation by OTA using CBO baseline of $664 billion for 1989 (167).

SOURCE Off Ice of Technology Assessment, 1994

American Health Security Act of 1993 Rather, al of the figures “represent weighted aver-
(H.R. 1200/S. 491) ages of the estimated increases in demand on the
CBO published little description of its method for  part of the currently uninsured, Medicare benefi-
estimating additional demand for health services  ciaries, Medicaid recipients, and people with pri-
by previously uninsured people in its December  vate health insurance coverage” ( 170).

1993 analysis of S. 491 (170). Instead, CBO re-

ferred readers to the methods detailed initsNo-— ana\vses of Managed Competition Universal
vember 1993 memorandum, “Behavioral Coverage Proposals

Assumptions. . . .“ and noted that its analysis of

insurance-induced demand under S. 491 does not ~ Lewin-VHI's analysis of Starr's managed
distinguish between the additional spending at- ~ competition proposal

tributable to currently uninsured persons and  Sheils and his colleagues 1993 analysis of Starr’'s
additional spending due to enhanced coverage. managed competition proposal with universa
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BOX 4-2: CBO's Generic Approach to Projecting Costs of Covering Uninsured People in the

Context of Calculating Premium Costs

General Approach
Accordingto a November 1993 memorandum, the Congressional Budget Office generally takes the follow-
ing steps to project the costs of covering previously uninsured people:

1. Overall,". . .using data from the 1987 NMES [National Medical Expenditure Survey], [CBO] bases its esti-
mates of the effectofinsurance coverage onacomparison of use by otherwise similar demographic groups
who differed only in whether they had insurance during the year." In this step:

nimosirad ~em tha N

Tha ITe} MEQY vine ardn 1in Af nannle inAar nao BR ~rt ro=y
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throughout the year, even if some public-sector payments were made on their behalf during that time. The insured

groupwas composed of peopie younger than 65 who had empioyment-based orunion coverage throughoutthe year
and who received no health benefits from public programs.

2. CBO calculates:

. .what costs and payments for services used by the uninsured group would have been if those individuals had
beeninsured by giving specificuninsured demographic groups the same average use as the correspondinginsured
group, summed over all groups. The demographic groups are defined by age, sex, (self-reported perceived] health
status, and income relative to the poverty threshold.!

According to CBO:

The adjusted results indicate that uninsured people cost about 64 percent of what they would cost (at current
charges) if they had insurance. Hence, their use of services would increase by 57 percent? if they received coverage
under atypical employment-based plan (whichincludes copaymentrequirements), with no access to benefits under
public programs (169).

Important Underlying Conditions and Assumptions
CBO'sgeneric methodincorporates someimportantunderlyingconditionsandassumptions, andhassome

limitations recognized by CRQO. For example, CRO typically imposes the following conditions
mitations recognizeCc by L. For exampie, LU typically Imposes the 1onowing Cconciions

1. that currently uninsured people will be covered by a “typical employment-based plan” (as of 1987);

2. that the plan includes typical copayment requirements,3 and

3. that newly insured people will have no access to benefits under public programs.

In addition, CBO considers whether a proposal prohibits requires, or assumes copayments atthe point of ser-
fexpe

sien DN ~alnnilatag tho agenriatant inaran oynanditiirng mulhinhane
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crease” factor of 1.57 by a factor of 1.23 for a total increase in expenditures of 1.93 (169). The factor
based on CBO's analysis of results of the Rand Healith Insurance Experiment (169).4
CBO benchmarks (or “control totals") its initial results to the national health accounts (133).

1 In this aspect of its analysis, according to CBO: “Costs were measured as reported charges. reduced by insurer discounts
where applicable; they included all services used, even if the providers were not compensated. Payments included only services for
which patient-specific payments were made to the providers.” (169)

2|f uninsured people "cost” 64 percent of what they would cost with insurance, the increase in costs is (1/.64)~1=_56, or approxi-
mately 57 percent

3Because CBO derives expenditures information directly from NMES, it does not actually use coinsurance informationincalculat-
|ng expenollures ramer CBO uses a factor based on the Rand Heaith insurance txpenmem iater in its process io deduce what ex-
penditures might be if coinsurance were not included under reform

4 issues related to the impact of patient cost-sharing on use of services are not covered in this report. For a discussion of limita-
tions of the Rand Health Insurance Experiment, see OTA's background paper, Benefit Design: Patient Cost-Sharing (191)

SOURCE: Office of Technology Assessment, 1994, based on CBO sources as shown. Full citations are at the end of the report
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coverage projected a $30.6 billion increase in
NHE in 1993 ($33.7 hillion in 1994 dollars; table
4-3), equal to about 3.4 percent of baseline pro-
jected NHE in 1993 (table 4-5). AsCBO did, Le-
win-VHI based its estimates on a comparison of
expenditures by otherwise similar demographic
groups who differed only in whether they had in-
surance during the year.

Lewin-VHI’'s method differs from CBO'S in at
least one way. According to CBO, projections by
Lewin-VHI (eg., Sheils, Lewin and Haught
(146)) of the percentage increase in expenditures
related to increased utilization by newly insured
people may be too high because Lewin-VHI in-
cluded people with public benefits, such as Medi-
care-disabled " and Medicaid, in the group it
defined as “insured” ( 169).

According to CBO, thisis the reason one of Le-
win-VHI's estimates of increases in health care
utilization and expenditures for newly insured
people (74 percent overal) is higher than CBO'S
estimate of 57 percent (see above). Lewin-VHI
has countered that including people with public
coverage in the insured group is legitimate be-
cause nearly all health reform plans would excuse
patient cost-sharing for low-income persons even
if they are employed (144). In any event, Lewin-
VHI'Sand CBO'S estimates do not differ by much
when adjusted roughly for health care cost infla-
tion (see table 4-3). For example, CBO'S April
1993 estimate for universal coverage with a typi-
cal cost-sharing plan is $29.2 billion (when ad-
justed to 1994 dollars by OTA) (165).
Lewin-VHI's estimate for the “high cost-sharing”
version of managed competition (essentially
equivalent to contemporary cost-sharing arrange-
ments) is $33.7 billion ( 1994 dollars) ( 146), a dif-
ference of $4.5 hillion.

Lewin-VHI's analysis of the

Health Security Act

In December 1993, Lewin-VHI calculated that the
Health Security Act would increase expenditures
by previously uninsured people by $41.6 billion
in 1998 (approximately $28.4 billion in 1994 dol-
lars; table 4-3), equal to approximately 3 percent
of both baseline and reform 1998 NHE'2 (table
4-5). Aswith the Lewin-VHI estimate for Starr’s
managed competition proposal, this figure repre-
sents the incremental costs of coverage, assuming
utilization patterns similar to those of people with
insurance coverage in 1987, adjusted for esti-
mated changes in utilization between 1987 and
1990 (89).

Clinton Administration’s analysis of the
Health Security Act

The Clinton Administration produced projections
of NHE in January 1994( 197) but did not publish
estimates of the costs of covering newly insured
people. Two groups in the U.S. Department of
Health and Human Services (the Agency for
Health Care Policy and Research (AHCPR) and
the Health Care Financing Administration
(HCFA)) have included estimated expenditures
associated with covering previously uninsured
people to model premium costs under the Health
Security Act (28, 135, 154). Their methods are de-
scribed in box 4-3. In addition, in response to
OTA’s requests, Administration analysts have
provided an estimate of the costs of new and en-
riched insurance coverage taken together and ex-
plained how one could then derive a separate
dollar estimate of costs of covering uninsured
people under the Health Security Act (box 4-4) As
explained in box 4-4, the resulting Administration
estimate of incremental costs of covering unin-

| 1People under 65 with disabilities may be eligible for, and receive services thatare paid tor, by Medicare.

12 According 1o Lewin-VHI's analysis, baseline and reform NHE would be nearly identical in 1998.
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BOX 4-3: HCFA and AHCPR Methods for Projecting Costs of Covering Uninsured People

HCFA’s Method
According to testimony
The first step in HCFA's simulation process wa

51
Q

etermine each individual's insurance status. The

e and considered a person to be insured
‘OF NS, ang considered a person 1o de insured

if he/she was covered by employer-sponsored insurance, other private insurance, CHAMPUS, Medicare,
or Medicaid. HCFA then adjusted health expenditures to reflect the coverage offered through the regional
alliance plan. That coverage is for hospital care, physician and other professional services, prescription
drugs, and durable medical equipment other than vision and hearing products. Therefore, the analysts ex-
cluded all other Nationa! Health Accounts (NHA) expenditure categories.

The cost of coverage of mental health, dental, and preventive care in the standard benefit package was
estimated separately, from aggregate data, and added in at the end of the process. Once expenses were
adjusted for coverage differences, the modelers applied the fee-for-service plan deductibles, coinsu-
rance, and cost-sharing limits to each person covered through the regional alliances.

An insurance—induced demand adjustment was applied to all those enrolled in the regional alliance.
The basis for the induced demand was the difference between out-of-pocket spending under current law
and that determined by the reform simulation already described. The induction factor varied by type of
service. Post-induction spending is equal to the expenditures calculated previously plus (or minus) in-
duced spending

Following these steps, HCFA imputed expenses to currently uninsured people. Existing patterns for
use for the uninsured person were discarded, because those patterns are influenced by the absence of

ance An imnitation filo wacg created fnor each service coverad inder the reainnal alliance To create
ancCe. Ah impuiatuon e was createG 10r €aln ServiCe Coverct unGer ine regidnas amance, 16 creae

the file, iInsured people were divided into groups according to gender, four age classes, and three poverty
status classes. Expenditures were tabulated for each group to determine: (a) the proportion that had no
expenditure and (b) means expenditures and use for each decile of the user distribution. Expenses were
inputted for uninsured persons using these imputation files. .

After plan benefits had been determined, premiums were calculated for each of the policy and alliance

types. An offset was applied to expenses to reflect current-law cost-shifting attributable to uncompen-

Accordlng to testimony

. following conventions in health economics, AHSIM estimates a two-part model of expenditures for
each service. The unit of observation is the person. The first equation in each service's set of two equations
estimates the probability of using the service at all as a function of demographic, income, insurance, em-
ployment, and health status measures from the 1987 NMES-2. The second equation estimates annual ex-
penditures on the service for all users of the service, as a function of the same explanatory variables.
Combining the results of these equa
second equation) yields an equation
ditures are aged to 1994.

Health expenditures for each person are then predicted for each of the ten services included in the
AHSIM [Agency for Health Care Policy and Research’s Simulation Model] model using this system of equa-
tions. Predictions for both the probability and the level (given any use) of an expense were made for each
person based on these regressions. The procedure assigns the same expected values to people with pri-
vate insurance and similar personal characteristics, based on a hypothetical “average” insurance policy.
Expected values are modified to take into account specific pian provisions using information from the Rand
National Health Insurance Experiment about the effects of such provisions. . . (154).
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s (i.e., multiplying the probability of use times the coefficients in the
at predicts expenditures for each type of person. Predicted expen-
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BOX 4-3: HCFA and AHCPR Methods for Projecting Costs of Covering Uninsured People (cont'd.)

An April 1993 memo from AHCPR explains the AHSIM model on a step-by-step basis as follows:
= Step 1: AHCPR estimates a multivariate model predicting the probability of use and the level of ex-
penditure per user for 10 categories of expenditures, from the 1987 NMES;

Step 2: AHCPR uses the coefficient estimates from the model to impute 1987 expenditures under
\FHLPHR I 1 est romthen 10 !/mpute 1887 e es aer

Step 2. uses the coefficier nates odel t xpenditures un

alternative insurance arrangements to everyone under the age of 65 in the NMES household sample.
The AHCPR memo iliustrates the use of this step in the AHSIM model to:
1. estimate the effect of age, gender, health problems, and geographic site on the baseline probability
of hospital use and the level of expenditure if the person is hospitalized. The effects of all characteristics
are “summed. . .in order to determine the predicted values for a person with the specified characteristics”;

2. predict the expected hospital expenditures of a currently uninsured person in the baseline survey

»

data;
3. alter the predicted values when, “as a result of reform, the person is covered all year by a plan that is
typical of employer sponsored insurance." According to AHCPR:

amnlover-gsnonsared insurancel is switchad from 0 in the bageline to 1
c Cyer-sponsgred insurance;j is swacheg iromuinthe paseine 101

AHCPR then takes the following steps:

»  Step 3: Adjust the expenditures assigned to each person for the relative generosity of the benefit
package being simulated, based mainly on findings from the Rand Health Insurance Experiment
(HIE). "Generosity” is defined in terms of patient cost-sharing provisions.

= Step 4: Calculate benefits paid and out-of-pocket expenses for each person in the database under
a particular plan, by applying the plan provisions to the expenditures imputed to each person.

» Step 5: Project the claims and expenditures of each family to 1994.

= Step 6: "Age” the NMES sample “by age, race, and sex to the Census Bureau's 1994 population
projections,” incorporating “the population growth rates observed between 1987 and the mast recent
Current Population Survey (CPS) with respect to insurance status (employer-sponsored, other pri-
vate, pubilic insurance, and uninsured) and family income in reiation to the poverty iine”;

« Step 7: Tabulate the projected health expenditures database for 1994 to calculate estimated health
expenditures statistics under the baseline and reform scenarios, or use the projected microdata for
more elaborate simulations and ‘calculations (7,199).

AHCPR's memo illustrates the effect of all steps in the AHSIM model, for the uninsured person whose hos-
pital expenditures were predicted in Step 2 above. The AHCPR model can also introduce the values for
each person and family “into a more elaborate simulation model that calculates premium payments and
subsidies for out-of-pocket expenditures under various scenarios for health care reform” (199). According
to testimony, the following steps have been taken to calculate premiums under reform (specifically, the
Administration's Health Security Act):

Every individual included in the AHSIM mode! actually had three types of reform expenditures assigned to them,

indicating their (assumed) behavior under fee-for-service (FFS) , managed care (HMO), and preferred provider

(PPO) insurance arrangements. . .Premiums for each type of insurance pian were computed on the basis of aver-

age benetfits paid per insurance policy plus an administrative load. . .In this way, each person was taken into

account in computing initial premium levels. Premiums were adjusted for current regional variations in pre-

miums. . .
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nigher expenditures.

hold employer-sponsored insurance.

BOX 4-3: HCFA and AHCPR Methods for Projecting Costs of Covering Uninsured People (cont'd.)

Two passes through the data were made to compute the final set of premiums. . . The first pass. . .determines
‘he extent to which a household's direct costs will be offset by supplemental insurance and out-of-pocket dis-
sounts. In the second pass through the data, expenditures are increased to reflect additional spending induced
oy supplemental insurance and out-of-pocket discounts. Insurance premiums are then adjusted to reflect these

The AHCPR memo also shows the predictions of the model with respect to the 1984 annual expendi-
tures of all persons who are uninsured all year under current law, if they were provided with a full year of
coverage under the 20th percentile fee-for-service plan and why the predicted per capita expenditures of
the all-year uninsured do not vary greatly from the expenditures predicted for the population that currently

SOURCES: Oftice ot Technology Assessment, adapted from Anderson, March 1994 (7); Thorpe, Nov. 22, 1993 (154), Department ot
-ealth and Human Services, Jan. 26, 1994 (199). Full citations are at the end of the report

sured people (table 4-3) is not equivalent to other
analysts' estimates of incremental costs. The pri-
mary reason is that Administration analysts do not
include previously uncompensated costs in their
basg] inc. *

CBO’S analysis of the Health Security Act

CBO’ S February 1994 analysis of the Health Se-
curity Act of 1993 (H.R. 3600/S. 1757) provides a
brief overview of projected NHE by sources of
funding. However, CBO does not go into any de-
tail about how it arrived at costs of covering unin-
sured people, or what proportion of increased
NHE in any year would be attributable to coverage
for previously uninsured people (172). CBO'S
analysis refers to coverage for uninsured people as
a factor contributing to increases in demand for
services (and associated expenditures), and as a
component of its estimates of average health in-

surance premiums for the standard benefit pack-
age. 'However, CBO provides no quantitative

estimates of the amount of the increase from cov-
ering uninsured people.

According to CBO, the calculation of the aver-
age premium follows the method specified in sec-
tion 6002 of the Health Security Act. According to
CBO, the estimate proceeds in three steps:

1. calculate theinitial amount of health spending
in the baseline that would be paid for by pre-
miums collected by the alliances,

2. increase that base amount in proportion to the
expected increase in the use of health services
by individuals who are currently uninsured or
who have coverage that is less comprehensive
than the standard benefit package,

3. divide the result by the number of people cov-
ered by alliance premiums.

CBO assumed that the Administration’s stan-
dard benefit package would initially be 5 percent
more expensive than the average benefit of pri-
vately insured people in the baseline. It is unclear
from its report how CBO used this assumption to

13 Administration analysts arguethat it ismorerational to think about the costs of enriched insurance overall, rather than considering sepa-

rately the costs of providing insurance for those currently without any insurance and providing enriched benefits to those who are already in-

sured (202).

14 CBO notes that: [ the proposal's] provisions for covering the uninsured [and other provisions] would increase the demand for health
services. But the 1imits on the growth of health insurance premiums and the reductions in the Medicare program would hold down health spend-
ing. For the first few years after the proposal was in place, the increases in spending would exceed the decreases. . . . From 2000 on, however,
national health expenditures would fall below the baseline by increasing amounts.”
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BOX 4-4: Why Clinton Administration Estimates of Costs of Covering Uninsured People

Are Different from Other Estimates

Clinton Administration officials have said that the costs of new and enriched insurance coverage taken
together would be $95 billion (in 1994 dollars) (202). Officials at the Office of Management and Budget
(U.S. Executive Office of the President) provided the Office of Technology Assessment (OTA) with a formula

for deriving the newly insureds’ share of the costs {202). This formula consists of applying the Lewin-VH!

proportions for: 1) coverage for previously uninsured people (88.5 percent), and 2) coverage for new bene-
fits to previously insured people (11.5 percent) to the $95 billion figure. The result of this calculation is a net
cost for covering previously uninsured people of approximately $83.6 billion in 1994 dollars.

It is important to note that a major component of this estimate is the “offset applied to expenses to
reflect current-law cost-shifting attributable to uncompensated care” (see box 4-3). For estimating the
costs of covering uninsured people, this offset means that only the out-of-pocket expenditures of unin-
sured peopie are considered in the baseline (155). in contrast to other analysts' approaches, then, the
Administration's approach is roughly as follows:

saseiine estimate =

Jninsureds’ out-of-pocket expenditures for services | $ 1

= Total baseline expenditures $

'ncremental expenditures =

may not be compensated (based on National Medical

Zxpenditure Survey utilization figures) g

+ Uninsureds’ use of “insurance-induced" services [$

Jninsureds' historical use of services for which providers $ ‘~|

+ Uninsureds’ use of new services due to enriched \$ —‘

enefit package \—l
Total incremental expenditures li:]

lotal expenditures attributable to newly insured = baseline + $
ncremental expenditures

Implicitly, then, the Administration's approach assumes that the costs of services for which providers
are not compensated by uninsured patients now (and for which providers may shift costs to other payers)
nay not be fully recouped under reform and they make this adjustment on their costs of covering previous-

V i thio + ~f thair
y uninsured pecple. In contrast, other analysts {e.g., Lewin-VH!) implicitly assume in this aspect of their

sstimates that uncompensated costs will be recouped under reform. However, as does the Clinton Admin-
stration, other analysts may account for some reduction in other aspects of their analyses. For example, as
shown in table 1-3 in chapter 1 in this report, Lewin-VHI's analysis of the Health Security Act dealt with
incompensated care costs by calculating gross increases in provider reimbursement as a result of pre-
siously uncompensated care being compensated under the act, and then assuming “that a portion of the
ncrease in provider reimbursement would be returned to consumers in the form of reduced charges
hrough the negotiation process in managed care pians, resulting in a [smaller] net increase in provider
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BOX 4-4: Why Clinton Administration Estimates of Costs of Covering Uninsured People

Are Different from Other Estimates (cont'd.)

reimbursement...” (i.e., the “reduction in cost shift” shown in the table) (89). These adjustments are made
in the portion of the Lewin-VHI analysis termed “change in provider reimbursement” and "pre-empt reim-
bursement windfall," and not in the Lewin-VHI estimate of the costs of covering uninsured people. The

Clinton Administration builds into its nrpmnlm cans (see r‘hnntpr 2 in this mnnrt\ an |mnI|r~|t mechanism for

LQUnls Laps \sStt Ul

recouping the “reimbursement windfall” that would come from providing coverage to previously uninsured
peopie 2

In terms of calculating change in NHE, either approach seems reasonable. The difference in ap-
proaches means, however, that Lewin-VHI's and the Clinton Administration's dollar estimates of incremen-
tal costs of covering uninsured people are not comparable.34 This difference in estimating methods alone
is likely to account for a considerable part of the apparent difference between the Administration’s and

- L RPN PR, ) -

others' estimates of incremental costs of covenng uninsured peopie T'IOW(:‘VG( without additior nal informa-
tion from the analysts, it is difficult to estimate just how much assumptions about uncompensated costs
matter.

1Specitic numbers are unavailable

2To suggest howthis offset might work, OTAdid atrial calculation similar to the one infootnote i of table 4- 3, inwhich itmultiplied the
Administration’s estimate of the premium for a single person ($1,933) and CBO's estimate of the premium for a single person ($2,100)
by an estimate of the number of tull-year uninsured people (37 to 38 million), for a roughly estimated range in total premium costs ot
$71 5 billionto $79.8 billion. Note thatthisrange is both less than the incremental cost of covering newly insured people (as calculated
by OTA following the Clinton Administration's instructions) and in the same range as the other analysts' estimates

3inaddition, Lewin-VH! and the Clinton Administration differ with respect to their estimates of the amount of physician uncompen-
sated (1.e., cost-shifled) care that will be recouped under reform (135,145). Any attempt to reconcile the Clinton Administration and
Lewin-VH] estimates of NHE would have to account for this difference

4There are other reasons why the Lewin-VHI and Clinton Administration estimates of changes in NHE are different (see Lewin-VHI
(89): Rivlin et al. (135); Rivlin et al. (136); Sheils and Lewin (145))

SOURCE: Ottice of Technology Assessment based on sources as shown. Fult citations are at the end of the report

calculate increased spending attributable to newly
insured people.

CBO dso says that its “estimate of the base
amount of spending includes all baseline private
health insurance premiums, subsidies from State
and local governments for public hospitals and
clinics, half of State and local subsidies for mental
institutions, all Medicaid spending for noncash

beneficiaries, and federal Medicaid payments for
disproportionate share hospitals.” Thus, CBO'S
definition of the base amount differs from the Ad-
ministration’s.

Overall, CBO says its premium estimates are
about 15 percent higher than the Administra-
tion’s. ™"

15 The difference was smaller for the single-person premium: CBO estimated a $2, | 00 total premium for asingle person; the Administration

estimated $1,933 for a single person.

16 To get arough €stimate of the total premium costs for covering uninsured people, OTA multiplied CBO'S premium estimate for a single

person by theapproximately 37 million to 38 million full-time-equivalent uninsured people in the United States, for an estimate of $77.7 billion
10 $79.8 billion (all figures in 1994 dollars; see table 4-3); this estimate is slightly lower than similar estimates calculated by others (e.g., from
using the same methodto calculate total premiums for uninsured people using Lewin-VHI's estimated premiums (see table 4-3)). Given that
OTA used the same rough formula to calculate Lewin-VHI and CBO total premium costs, the difference between the OTA estimates can be
accounted for by different premium estimates for single persons provided by Lewin-VHI and CBO. These calculations are not helpful in figur-

ing the incremental costs of covering uninsured people (i.e., how much NHE would increase due to providing insurance to uninsured people),

however.
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To estimate the incremental spending attribut-
able to newly insured people, CBO reports it used
an estimate of induced demand using the assump-
tions described in its November 1993 memoran-
dum (see box 4-2).

Summary of Analyses of Universal
Coverage Proposals

Because of differences in analysts' assumptions,
available estimated spending increases attribut-
able to insurance coverage for previously unin-
sured people appear at first glance to differ
markedly. Overal, the available range of in-
creases is $28.4 billion to $83.6 billion (1994 dol-

lars) (89,165).

Several problems arise in trying to draw solid
conclusions about the actual range in estimated in-
creases, however. Comparisons of estimated total
spending may provide a better sense of the esti-
mated magnitude of spending by previously unin-
sured people, '7 but such comparisons do not
provide information on the incremental change in
expenditures associated with covering uninsured
people.

Issues raised in comparing estimated increases
in spending include:
= Very few incremental estimates are actualy re-

ported, so the range presented above may not be

representative of analysts' estimates of the cost
of insuring uninsured people.

. Perhaps more importantly, the estimates that
are presented by or obtained from analysts may
have strikingly different components. For ex-
ample, the estimates make different assump-
tions about benefits covered. Some estimates
represent spending assuming past insurance
coverage and utilization patterns, not the types
of insurance coverage and utilization patterns
that may occur under particular reforms

(89,165). Other estimates include spending by
previously uninsured people that would occur
under the benefit package provided under re-
form. In addition, some analyses differ in their
definitions of insured and uninsured, and esti-
mates differ in what they assume about uncom-
pensated care costs.”

The next section of this chapter provides a brief
overview of analyses of proposals that would
phase in coverage. The analyses report no separate
estimates of the cost of covering uninsured
people. The analyses were al done by CBO.

Analyses of Proposals That
Phase In Coverage

The preceding section reviewed analyses of pro-
posals that would require universal coverage by a
specific date. Other proposals may aim to increase
the proportion of Americans with coverage gradu-
ally. Some proposals aim to increase coverage by
subsidizing the purchase of private health insur-
ance or by other measures to reduce the price of in-
surance. In estimating the cost and impact of such
bills, a critical assumption is the extent to which
the purchase of insurance would rise with afall in
price. Other bills would place more emphasis on
expanding coverage from public programs, in
which case key assumptions include eligibility
and participation (e.g., H.R. 5502 introduced in
the 102d Congress, H.R. 200 introduced in the
103d Congress). Neither approach would neces-
sarily achieve universal coverage. In either case,
analysts may have a problem in attempting to pre-
dict how many people will either purchase private
insurance or be eligible for public coverage in any
given year. Assumptions about voluntary pur-
chase of coverage may be particularly difficult.
Further, not every eligible person participates in
public coverage programs (145).

17 As shownin the last two columns of table 4-3, most estimates of the rotal spending (or premium costs) of covering previously uninsured

people are in the $70-hillion to $80-hillion range.

18 Questionsabouttherangeinestimatesare different from questions about whether any of the estimates reflect reality. This issue is ad-

dressed later in this chapter.

19 Two papers Prepared under contract to OTA review the literature on insurance choice among consumers (35,140).
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In projecting NHE and the federal budget im-
pact of plans that were introduced in the 102d
Congress, with no specific date for universal cov-
erage, CBO projected increases in the number of
people likely to be covered by health insurance in
selected calendar years (168). However, CBO did
not report estimates of the incremental costs of
covering these people. Because the benefit pack-
ages differ across the reform proposals (or are un-
specified), it would be difficult to use ‘*typical”
employment-based coverage (and associated pre-
mium costs) to estimate gross premium costs per
year. In its July 1993 document, CBO did not pro-
vide enough information to enable another analyt-
ic group to understand or replicate the results in
terms of net new increases in covered individuals,
or in terms of the impact of these increases on
health expenditures. However, in response to
OTA'’s request, CBO provided information on
how it arrived at the numbers of newly insured
people under each of three proposals (see box
4-5).

CBO says that under the Managed Competition
Act of 1992 (H.R. 5936 introduced in the 102d
Congress), newly insured people would increase
their use of health services by 80 percent. CBO
does not, however, explicitly state why, nor the
specific impact this increase would have on na-
tional health expenditures (1 68).”

§ Summary of Analyses

Because analyses of the incremental costs of cov-
ering previously uninsured people under alterna-
tive reforms use varying assumptions and publish
varying types and levels of analysis, comparing
and reaching conclusions about the likely range of

estimates in costs of covering uninsured people is
difficult.

REVIEW OF THE EVIDENCE

OTA’s review of the evidence on the costs of cov-
ering previously uninsured people has two sec-
tions: evidence on utilization and evidence on
expenditures.

I Evidence on Utilization with
Expanded Coverage

The most compelling evidence on how newly in-
sured individuals would increase their utilization
would come from comparing representative sam-
ples of individuals randomly assigned to insur-
ance coverage or not.” N. such study has been
conducted, nor is one likely to be conducted (1 89).
Instead, researchers infer evidence on differences
in utilization among people who are insured or
uninsured, or who go in and out of these condi-
tions, from either the Rand Health Insurance Ex-
periment (HIE) conducted between 1974 and
1981 or, more typically, from surveys that collect
information on health care utilization from people
in various insurance circumstances (e.g., the
Health Interview Survey (HIS), the Survey of In-
come and Program Participation (SIPP), and the
National Medical Expenditure Survey (NMES).”
This section reviews the evidence from these
sources.

Numerous studies have looked at differencesin
utilization between insured and uninsured people.
This review relies heavily on a previous report by
OTA (189) and on a draft review of existing litera-
ture conducted under contract for OTA and for
the Library of Congress Congressional Research

20 The 80 percent increase is not consistent with CBO's generic method for calculating increased utilization (169).

21 Obviously such a study would not be a simple undertaking.

22Sometimes, analystsinformally “combing” both types of information. For example, CBO says that it uses the Rand HIE evidence as a

“floor” for responses to becoming insured (- 169).
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BOX 4-5: CBO's Approach to Estimating the Numbers of Newly Insured People

Under Reforms Without Universal Coverage

This note from CBO provides additional details on the estimates of the number of additional people who
would have health insurance coverage under three legislative proposals. It supplements the information
contained in the CBO paper “Estimates of Health Care Proposals from the 102d Congress” (168). All the

eferred o were introduced in the 102d Congress.

s 1
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H.R. 5502

H.R. 5502, the Health Care Cost Containment and Reform Act of 1992, would reduce the number of
individuals with no health insurance through two mechanisms. The bill would extend Medicaid eligibility to
all children in families with income under 200 percent of the Federal poverty level and to adults under age
65 in families with income below 100 percent of the Federal poverty level. H.R. 5502 would also establish a
new Federal heaith insurance program for chiidren under 19 years of age.

CBO's estimate of the number of individuals who would become newly insured under this plan is equal
to the sum of the previously uninsured individuals enrolling in Medicaid plus other previously uninsured
children enrolling in the health insurance program for children.

The number of individuals ehgible 1or these benefits was estimated using data from the March 1991
come ehglble for Medicaid and who currently lack insurance are assumed to enroll. The participation rate
for all other previously uninsured children and adults qualifying for the Medicaid program is assumed to be
85 percent. In total, 8.6 million previously uninsured individuals would enroll in Medicaid in the year 2000.

The estimate of the health insurance plan for children assumes that 10 to 15 percent of employers who
do not now offer health insurance would offer coverage to employees’ children through the new plan, and
90 percent of the previously uninsured children with family income in excess of 200 percent of the Federal
poverty level would become insured. These figures are based on tabulations by Lewin-ICF that relate the
purchase of nongroup health insurance to its cost relative to income. In total, 0.6 million children would
become insured for the first time.

H.R. 5919

H.R. 5919 would make a number of changes in the health insurance market for small businesses. The
changes would induce some companies to provide health insurance for their workers and cause others to
drop insurance coverage. CBQ's estimate assumed that these small-market reforms would cause no net

change in insurance coverage.

The biii wouid increase heaith insurance coverage by aiiowing the seif-empioyed to deduct their heaith
insurance costs from taxable income. CBO's estimate of the increase in the number of insured people is
based on the Joint Committee on Taxation's estimate of the resulting increase in spending on health insurance.

H.R. 5936
In developing its estimates of H.R. 5936, CBO assumed a baseline number of uninsured persons of
40.4 million in 2000. As a result of the low-income assistance and tax subsidies included in the bill, an

estimated 20.2 million uninsured people would become insured in that year. The net reduction in the num-

wailel U2 SUicQ Py WO el icurcd [£51010 (013

ber of people without health insurance in the year 2000 would be only 13.9 million, however, because an
estimated 6.3 million people now covered by Medicaid or employer-sponsored group health insurance
would lose their coverage. This loss of coverage would occur mainly among current Medicaid recipients
whose incomes exceed the level at which a full subsidy would be paid under H.R. 5936 and who would
decide not to purchase insurance. In addition, some people who work for firms employing mostly low-
wage workers who would be eligible for partial premium subsidies may lose insurance coverage if the firm
decides to cease its employer contribution.
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BOX 4-5: CBO's Approach to Estimating the Numbers of Newly Insured People

Under Reforms Without Universal Coverage (cont'd.)

Of the 20.2 million people estimated to become insured, about 14.7 million would be persons whose in-
comes made themeligible for a full premium subsidy. People withincomes between 100 and 200 percent of the
Federal poverty level would be eligible for a partial premium subsidy and a tax deduction for the portion of the
premium that is not directly subsidized. Assuming a price eiasticity of demand for basic health insurance of
-0.6 and an average marginal tax rate of 15 percent for people who are currently uninsured, an estimated 3.6
million people between 100 and 200 percent of poverty and 1.9 million pecple with incomes over 200 percent of

uninsured people in these two income ranges.
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SOURCE' US Congress.Congressional Budget Office, Mar. 17, 1994 (204). Full citation is at the end of the report.

Service (CRS) by Long and Marquis (91).” Se-
lected recent studies not included in the previous
OTA and the Long and Marquis reviews are also
examined (55,56, 151 ).

Reviews

U.S. Congress, OTA

In September 1992, OTA published a comprehen-
sive review of the association between being unin-
sured or insured on patients’ use of health services
(189)."

OTA’s review of available multivariate stud-
ies”found that, i the aggregate, uninsured
people used health services at approximately 30 to
100 percent the rate of privately insured individu-
als, and at approximately 10 to 50 percent the rate
of publicly insured individuals, depending on the
study. Further, OTA found that uninsured people
had less access to more intensive, relatively high

technology, expensive services. OTA’s findings
support analysts assumptions that uninsured
people typicaly use fewer services and incur few-
er expenditures than insured people, and that the
gap is considerable.

Given the limitations of available data and
studies, however, OTA could not conclude that
there was a causal relationship between health in-
surance and utilization. Other factors, not well
controlled for in studies, could potentialy influ-
ence both patients' and health care providers de-
cisions about the use of health services (e.g.,
availability of health care services, income, pa-
tient and provider attitudes and beliefs, and un-
measured health characteristics).

OTA's review provided little indication of what
newly insured people might do once they obtain
insurance. Finding that insured and uninsured
people use services differently, or that previously
insured people who lose their coverage use fewer

23 The Long and Marquis analysis referred to in this report is being prepared under contract to OTA and CRS in connection with another
OTA assessment ( Technology. Insurance.and the Health Care System) and in connection with CRS’s continuing responsibil ity to provide Con -
gress withadvice on health financing issues. The paper by Long and Marquis will be printed jointly by CRS and OTA.

23 The main purpose of OTA’s September 1992 review was to determine whether having health insurance made a difference to Individuals’
health outcomes, as opposed to their health-scm ice-related expenditures. The fact that there wealmost no studies that directly tracked the
effectsof health msurance status on health outcomes, controlling for other appropriate factors, required OTA to try to trace potential effects of

health insurance status on health care utilization.

23 Multi variate studies use obsery ational data but control statistically for factors that could potentially account for differences in the variable
of interest, In the studies that OTA reviewed 1n 1992 and that are of interest in thisreport, the variable of interest was use of health services.
Potential confounding variables included such factors asincome, health status, gender, ethnicity, and availability of services. Mot all multivari-

ate studies controlled for the same potential confounding factors (1 189).
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services, does not necessarily indicate the quanti-
ty or cost of services that individuals might use
once they are covered. OTA’s analysis of the popu-
lation of people who are uninsured found that they
are a very diverse group in terms of health status,
age, income, employment, education, family
composition, ethnicity, residence (i.e., metropoli-
tan versus nonmetropolitan area), and region (i.e.,
West, South, Midwest, Northeast). This diversity
suggests that a range of responses to obtaining in-
surance coverage could be expected.

Long and Marquis, in press

In preparation for their own anayses of available
data (see below), Long and Marquis reviewed past
studies of estimates of the gap in utilization be-
tween insured and uninsured people. The studies
were published between 1982 and 1992, and had
used survey data from 1976 through 1987. The
studies differed in many respects, including their
definitions of insured and uninsured popul ations
and the way in which they measured utilization
(91). Not surprisingly, Long and Marquis found
that studies differed widely in their estimates of
the access gap. Depending on the study, uninsured
people had from 46 to 100 percent as many ambu-
latory encounters as insured people,”and ob-
tained 31 to 81 percent as many inpatient hospital

services as insured people. In the context of esti-
mating the costs of covering uninsured people,
this wide range of estimates could be of consider-
able concern. As noted above, the larger the gap,
the greater the estimated additional resource cost
of universal access (91).

Long and Marquis examination of the past lit-
erature led them to hypothesize that differences
among past studies could possibly be attributed to
one or more of the following factors:

+ studies were done at different times and there
were changes over time in uninsured people's
use of services relative to insured people's use
of services,

- different populations or different control vari-
ables in the analyses,

n different definitions of health care use,

- different definitions of insurance and lack of it,

= different data collection methods (91 ).

Studies

Rand HIE results

The Rand HIE is the largest experimental study of
people with health insurance, athough it has a
number of limitations (118,191). Its biggest limi-
tation may be that, except for one year in one site
(1 17), no one in the experiment lacked health in-
surance.” According to the Rand HIE study team,

26 Ambulatory encounters were defined differently in different studies.
27In the Rand HIE, approximately 5,800 persons in SiX sites (Dayton, Ohio; Seattle, Washington; Fitchburg and Franklin County, Massa-
chusetts, Charleston and Georgetown County, South Carol ina) were randomly assigned, for 3 years or 5 years, to one of over a dozen fee-for-

service health insurance plans. In Dayton, Ohio, in the initia year of the study, some research participants were uninsured. In all other sitesand at
all other times, research participants had health insurance, although coverage varied in terms of patient-cost-sharing requirements ( 1 1 8,191 ).
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“Strictly speaking, our results have nothing to say
about uninsured individuals® (118).**

Spillman, 1992

Spillman used data from the 1980 National Medi-
cal Care Utilization and Expenditure Survey
(NMCUES)”to estimate how being uninsured
affects utilization of “basic” health care services
(151). Spillman defined basic health services as
emergency visits to hospital emergency depart-
ments, nonemergency services in hospital emer-
gency departments and other ambulatory settings,
and inpatient hospital services. Spillman’s analy-
sis differed from many others primarily because
she used various State- and county-level vari-
ables, including county-level supply of primary
providers of services, to control for factors affect-
ing market price and access to services.”

emergency roomSSZOf their insured Counter-

parts, but children’ s visits did not differ by in-
surance status.

.Uninsured men, women, and children were
only 24 to 30 percent as likely to have any hos-
pital admissions as their insured counter-
parts.”

Long and Marquis, in preparation
In an unprecedented effort to try to narrow the
range of estimates, Long and Marquis used data
from a range of surveys (i.e., the HIS, NMES,
SIPP) and applied similar statistical methods to
the dissimilar surveys.

Long and Marquis's analysis suggests the fol-
lowing:
= |n a single year, adults reporting a complete lack

Spillman found that:

.Uninsured men, women, and children who use
services had only 70 to 80 percent as many non-
emergency ambulatory visits as their insured
counterparts.

= Uninsured men and women had dlightly less
than two-thirds the expected visits to hospital

of health insurance have 61 percent as many
ambulatory health services contacts (that is,
contacts with a physician or other medical pro-
vider working in a physician’s office or clinic,
including a visit to a doctor’s office, a clinic, or
hospital emergency room, and telephone con-
tacts with a physician’s office) and 67 percent

28 Some argue that the experiment’s condition in which family members were obligated to pay 95 percent of the fee for each health care
service (e.g., visit to a physician, x-ray) is functionally equivaent to being uninsured. But the fact that people who are reimbursed even 5 percent
of health care charges, especially with an income-adjusted annual out-of-pocket maximum, makes this conclusion tenuous. In addition, there
were other factors that made these study participants different from the typical insured or uninsured person (e.g., their physicians knew that the
patients were iN @ major National study).

29 The Rand HIE does have some evidence on how insured people respond to the likelihood of decreased coverage. Newhouse and col-

leagues compared utilization and expenditures in the year prior to the experiment (the “accounting year”) to the first year of the experiment. In
addition, they examined differences among groups covered for 3 and 5 years, and spending after families exceeded their annual maximum
dollar expenditures. Newhouse and colleagues found no statistically significant increase in average expenditures during the first year of cover-
age, that the 3- and 5-year groups did not differ measurably, and that spending after exceeding the out-of-pocket maximum did not rise above the
“free plan’” rate. They concluded that “In general, transitory effects for medical services were weak....” The same was not true, however, for
dental services “Dental utilization on the lower coinsurance plans, especially on the free-care plan, was markedly higher in the first year than in
subsequent years” (11 8). There was also an effect for mental health services (11 8). Unfortunately, however, Newhouse and colleagues do not
report results separately for people who were completely uninsured before the experiment began. Information on this group would have been
useful in the current debate.

30 NMCUES was the predecessor to the 1987 NMES.

31Spiliman’s analysis also controlled for factors such as health status (including pregnancy), age, race or ethnicity, education, and income.

32 Emergency visits were defined as hospital emergency room visits for which the respondent reported that treatment *as * ceded withina
few hours (15 1).

33 Average days per admission were found to be less responsive to price than the probability of admission, and the results varied by age and
gender (15 1).
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as many hospital daysin the year as people with
health insurance coverage all year.

= Children lacking health insurance had 70 per-
cent as many ambulatory contacts and 81 per-
cent as many inpatient days as children with
coverage al year.

Long and Marquis point out several factors that
they were unable to resolve that could increase or
decrease their estimates of increased utilization by
previously uninsured people. For example, Long
and Marquis tested the impact of using more com-
plete hedth status measures (e.g., number of
chronic conditions) than the typical measure of
perceived hedlth status,and found that the use of
such measures would increase by about 10 percent
their estimate of the number of ambulatory con-
tacts that uninsured people would use once they
wereinsured, and slightly increase their estimate
of the number of inpatient services that uninsured
people would use once they became insured.”In
contrast, Long and Marquis concluded that their
estimate of insurance-induced demand could be
50 percent too high if other unobserved differ-
ences between insured and uninsured people
meant that previously uninsured people use ser-
vices at 85 percent the rate of those who were pre-
viously insured.

Hafner-Eaton, 1993

Hafner-Eaton’'s anaysis of data from the 1989 Na-
tiona Health Interview Survey examined only the
likelihood of a person having made any physician
visits during the previous 12 months (55). Hafner-
Eaton theorized that initial physician visits are
more patient-initiated than are follow-up visits
and are therefore more sensitive to insurance sta-
tus differences. According to Hafner-Eaton, “If
patients are able to obtain some care, they have
passed the threshold of such utilization determi-
nants as their own perceptions, physician screen-
ing, geographic supply barriers, and so forth”

(55). Hafner-Eaton’ s analysis also controlled sta-
tisticaly for a number of factors other than insur-
ance status that could affect use of physician
services. In addition to the variables that most re-
searchers control for (gender, age, ethnicity, and
perceived health status), Hafner-Eaton simulta-
neously controlled for functional health status,”
comorbidities, region, metropolitan statistical
area, and household head's education. Hafner-Ea-
ton provided results for three different groupings
of survey respondents: 1) those reporting chronic
conditions (who may or may not also have had
acute conditions); 2) those reporting acute ill-
nesses during the 12-month period, but reporting
no chronic conditions; and 3) those reporting nei-
ther chronic nor acute conditions (designated the
“well” people). Hafner-Eaton’ s findings apply to
people under 65.

Hafner-Eaton found that, overall, uninsured
people were fifty percent as likely as insured
people to have had an initial physician visit. Tak-
ing into consideration that Hafner-Eaton defined
the insured population to include people with ei-
ther private or public coverage, this estimate is
roughly similar to that of other researchers. Haf-
ner-Eaton’s findings are also consistent with oth-
ers in that uninsured individuals perceiving
themselves to be in poor health had more visits
than uninsured people in good health, but that
uninsured persons reporting acute illnesses were
less likely to go without care than both uninsured
chronically ill individuals and uninsured well per-
sons.

Hahn, 1994

Hahn's recently published article based on NMES
also reports findings roughly consistent with other
anaysts (e.g., Long and Marquis (91 )). Hahn ex-
amined data only for adults ages 18 to 64, used rel-
atively complex measures of utilization (e.g.,
reactive versus proactive visits) and insurance sta-

% Perceived health status is measured by questions such as“tn general, would you say that your health isexcellent, good, fair, or poor?”

35 The increasein inpatient services was not quantified.

36 Functional health siapus was not further defined, and results in Hafner-Eaton appear to be presented only for perceived health SlatUS.
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tus (see table 4-6), and controlled for health status
using only perceived health status. Hahn con-
trolled for sociodemographics using family in-
come and education, but did not include controls
for region or residence (i.e., metropolitan area ver-
sus nonmetropolitan area).

Hahn presented her findings in terms of the ex-
pected additional (or fewer) visits or hospital
nights that could result from extending full-year
private insurance coverage to uninsured people.
Hahn estimates that, on average, reactive physi-
cian visits would increase 69 percent (from 1.6
visits per patient per year to 2.7 visits per patient
per year), preventive visits would increase 60 per-
cent (from .204 visits per patient per year to .327
visits per patient per year), and hospital nights
would increase 83 percent (from .331 nights per
patient per year to .606 nights per patient per
year). In contrast, Hahn found that physician visits
and hospital nights for people with Medicaid cov-
erage could decrease if they received private cov-
erage instead.”

# Evidence on Expenditures with
Expanded Coverage

Asdescribed earlier in this chapter, analysts who
calculate the costs of covering uninsured people
under particular reform proposals may take some-
what different statistical approaches. The re-
searchers who have done estimates of costs of
covering uninsured people under a universal cov-
erage scheme, although not in the context of par-
ticular reform proposals, also take differing

statistical approaches. For example, the Long and
Marquis and Spillman estimates described below
first estimated differences in utilization as de-
scribed above, and then assigned expenditures to
services that were: 1) used previously and 2) ex-
pected to be used under universal coverage.”In
contrast, the third study reviewed here only uses
survey data on expenditures for health services by
insured and uninsured individuals without first es-
timating utilization differences (198). This sec-
tion reviews conclusions of three studies of
estimated costs of covering previously uninsured
people.”

Spillman, 1992

Following her analysis of differencesin utiliza-

tion of physician and hospital services (see

above), Spillman asked, “What is the monetary

cost of the additional resources that would have to

be committed to health care if the uninsured were

to use basic services on a par with the insured?’ To

arrive at this estimate in 1989 dollars, Spillman

adjusted utilization differentials for nonemergen-

cy ambulatory and inpatient care using:

= estimates of the percentage of persons unin-
sured for any part of 1987 (the most recent year
for which such estimates were available when
she did her analysis),

.the average share of the year spent without in-
surance computed from NMCUES data,

. population estimates by age, and

. per capita spending data derived from HCFA'S
1984 and 1989 National Health Accounts.”

37This isan interesting example of a situation in which, although utilization maybe lower under private coverage, expenditures are likely to
be higher, because of relatively low Medicaid provider payment rates (56).

IX Only two studies describedin the “utilization™ section above went onto estimate the costs associated with reducing the gap in utilization
between insured and uninsured people.

39 §ome have made the rgument that covering the currently uninsured would lead to cost Savings because the care received by uninsured
people isoften of amore expensive, emergency nature. However, no analyst has made this assumption.

40 Spilimanused a complicated method to compensate for several deficiencies (relative o her goals) in the HCFA and NMCUES data (€..,
the fact that nationat health accounts do not include separate estimates for individuals younger than 65, for adults separately from children, or
for outpatient against inpatient hospital spending). Spillman notes several implicit and explicit assumptions that arise from the methods she used
(e.g., that spending ratios for elderly and nonelderly people were roughly the same in 1984 and 1989; that spending is approximately propor-
tional to utilization; that being uninsured affects the probability of use by children but not average use once admitted to the hospital; and that
ratios of inpatient to outpatient care in community hospitals are similar to those for all hospital spending) (151 ).
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TABLE 4-6: Additional Methodological Details in Studies on Differences in Utilization of,

and Expenditures for, Health Services by Insured and Uninsured People?

Study cited in source of evidence

Type of health insurance for
which relevant

Selected original studies
Spillman, 1992

Long and Marquis, in preparation

AHCPR, December 1991

Hafner-Eaton, 1993

Hahn, 1994

Health insurance on average

Private employer-sponsored cover-
age; adjusted for all versus partial -
year coverage

Any private insurance or public in-
surance‘but no private Insurance
versus persons uninsured through-
out 1987

Any private insurance, Medicaid,
Medicare, military coverage (e.g.,
CHAMPUS); the category uninsured
was a residual

Five mutually exclusive Insurance
groups created from the data. 1)
uninsured for the full year, 2) private
Insurance for the full year, 3) private
insurance for part of the year and
uninsured for the remainder; 4) Med-
icaid coverage for the full year, and
5) Medicaid coverage for part of the
year. Privately Insured Included mili-
tary coverage (e.g., CHAMPUS)
Study sample of persons with public
Insurance Included only those cov-
ered under AFDC or a similar pro-
gram, and excluded people who
had coverage because they were
sick and disabled (e g., medically
needy Medicaid coverage).

Measures of utilization used

Emergency visits to hospital ED, nonem-
ergency services in hospital EDs and
other ambulatory settings; inpatient hos-
pital services®

Numbers of ambulatory encounters and
numbers of inpatient days, ambulatory
services Included contacts with physi-
clans in their offices and clinics, as well
as, to the extent it was able to be differ-
entiated, outpatient hospital services

Expenditures for personal health ser-
vices. direct expenses Incurred for hos-
pital stays, emergency room and outpa-
tient clinic visits, ambulatory physician
visits, nonphysician ambulatory care,
dental visits, prescription medicines,
home health care, and other items (e.g.,
medical equipment and supplies)

Llkelihood of a person having any physi-
cian visits during the previous 12
months

Three types of medical care visits
Reactive ambulatory measured using
the sum of 3 variables (1) number of
outpatient hospital visits to a physician,
2) number of medical visits not in an
outpatient hospital setting to a physi-
cian; and 3) number of visits to an emer-
gency room) only if the reason for the
visit was not preventive or proactive,
Preventive or proactive, measured using
same 3 variables as reactive visits, but
counted as prevent we or proactive if
identified as a vision exam, maternity
care visits, immunization, or general
checkup not associated with a condi-
tion;

Hospitalization, measured as 1) number
of hospital stays, 2) number of nights
spent in the hospital
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TABLE 4-6: Additional Methodological Details in Studies on Differences in Utilization of,

and Expenditures for, Health Services by Insured and Uninsured People? (cont'd.)

Type of health insurance for

Study cited in source of evidence

which relevant

Measures of utilization used

Reviews
OTA, September 1992

coverage

Long and Marquis, in preparation Varied

(review portion)

Varied; studies did not provide
enough information to distinguish
among scopes and depths of

Utilization Patient reports of having a
usual or regular source of care, and of
foregone or delayed care, physician vis-
its, inpatient hospital stays, use of clini-
cal preventive services.

Process of care Hospital length of stay,
cost of hospital care, number of proce-
dures, types of procedures, negligent
adverse events, patient satisfaction with
process of care,

Ambulatory encounters (probability of
an ambulatory contact, plus number of
contacts, combined)’, Inpatient hospital
services (probability of an inpatient stay
plus length of stay, combined)

KEY: AFDC = Aid to Families with Dependent Children, AHCPR = U S Department of Health and Human Services, Public Health Service, Agency for
Health Care Policy and Research; CHAMPUS - Civilian Health and Medical Plan of the Uniformed Services ED - emergency departments NA= not
applicable or not available, OTA — U S Congress, Off Ice of Technology Assessment

°Study results are shown in table 4-2

bSpillman used the two-part model of utilization made standard after the RandHealth Insurance Experiment

‘Persons with public insurance include those with Medicaid, Medicare, CHAMPUS and State and local medical assistance programs (198)
dAmbulatory encounters can include phone calls or visits to physicians’ or other providers Offices or visits to hospital outpatient departments Sur

veys do not always distinguish among these types of encounters and settings for encounters and studies using surveys do not always define their

terms clearly

SOURCES Off Ice of Technology Assessment, 1994 based on sources as shown Full citations are at the end of this report

Spillman projected the incremental cost of
closing the service gap at $25.7 billion in 1989
dollars ($41.4 billion in 1994 dollars) (151), an in-
crease by or on behalf of previously uninsured
people of approximately 165 percent.” Spil-
Iman’s estimate amounts to 3.9 percent of NHE,
using a baseline of $664 billion for 1989, and is
higher than estimates from the other two studies
reviewed here (OTA calculation, based on base-
line from CBO ( 168)).

In its November 1993 publication on behavior-
al assumptions, CBO comments that the Spillman
analysis probably overstates the increase in ex-
penditures because of the way Spillman defined
the uninsured population: “By excluding those

who received some public benefits under various
programs, she excluded the only segment of the
uninsured population that has significant health
care expenses’ (169). As a result, Spillman’s esti-
mate of expenditures on behalf of uninsured
people was atypically low.

As noted above, CBO estimated that baseline
spending by uninsured people was approximately
$35 billion in 1991 ($46.6 billion in 1994 dollars,
by OTA’s caculation (165)). By comparison,
Spillman estimated that baseline spending by
uninsured people was $15.6 billion in 1989 ($1 8.9
billion in 1991 dollars, and $25.2 billion in 1994
dollars, by OTA's caculations (151 )). The differ-
ence between CBO'S approach and Spill man ap-

41 Thatis $25.7 l.new spending/$ 15.6 in spending at uninsured utilization level™1.65.
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preach suggests the importance of understanding
how the uninsured population is defined for esti-
mates of incremental costs of covering uninsured
people. It is aso important to understand that Spil-
Iman’s total applies to a smaller portion of person-
a health care expenditures than the analysts
estimates (see table 4-5).”

Long and Marquis®

Long and Marquis converted estimates of differ-
ences between insured and uninsured people into
predicted units of ambulatory and hospital inpa-
tient services (i.e., numbers of ambulatory en-
counters and numbers of inpatient days) for
uninsured people, and used the predicted units to
calculate the potential cost of covering the unin-
sured (91).

Asdid Spillman’s, Long and Marquis's cost in-
formation came primarily from the HCFA Nation-
al Health Accounts (86), and their estimates of
aggregate use came from the HIS.*

Long and Marquis concluded that, if previous-
ly uninsured people were insured with a typical
employment-based policy, they would incur an
additional $19.9 hillion in payments to physicians
and hospitals in 1993 alone ($21.9 billion in 1994
dollars, as calculated by OTA) (91). Long and
Marquis estimated that thisincrement is equal to
2.2 percent of projected baseline 1993 NHE.*

In addition to noting uncertainties that could af-
fect their estimates of utilization, Long and Mar-

quis noted other uncertainties that could affect
their estimates of the costs of covering uninsured
people (91). In 1993 dollars, Long and Marquis
estimate that incremental costs could range from
$16 billion to $29 billion.

AHCPR Analysis of NMES, 1987

The National Medical Expenditure Survey
(NMES) is the basic source of information on ex-
penditures that most analytical groups use to make
projections of the costs of more complete insur-
ance coverage. In a 1991 report, analysts at the
AHCPR analyzed the NMES data and found that
“differences in health care use and expenditures
according to insurance coverage remained when
economic status, ethnic/racial background, and
health status were considered separately” (198).
The NMES results suggest that individuals un-
der 65 who were uninsured all year incurred aver-
age total expenditures of $915 per user, compared
with an averageof$1,316 for people with any pri-
vate insurance all year, and $2,619 for people with
public insurance only. Thus, prior to adjustments
for other factors likely to affect the use of services,
uninsured individuals who used services incurred
costs that were 69 percent of those incurred by
people with private insurance, and 35 percent of
those incurred by people with public insurance
only.”Thus, to bri ng expenditures of the average
uninsured health care user to the level of a private-
ly insured health care user would increase expen-

42 Physician and hospital services account for about 65 percent of personal health care expenditures, and 60 Percent Of overall NHE (83).

43 gee previous note on the Long and Marquis analysis.

44 Other sources of data were also used. For example, charges per inpatient day for privately insured patients compared with self-pay or
no-charge patients were derived from AHCPR's Hospital Cost and Utilization Project, adj usted by data on days per discharge from the 1990

National Hospital Discharge Survey (9 I).

45 Adding baseline expenditures to the increment] costs of covering uninsured people for physician and hospital services would resultin
total spending on physician and hospital services of $67.0 billion (in 1994 dollars). As an example of what gross premium costs might be, Long
and Marquis assumed that “other professional” services and prescription drugs might be covered under a universal coverage proposal, and that
adding those services, adjusting for coinsurance (which would decrease premium costs), and adjusting for “administrative load” on the insur-
ance premiums (which would increase premium costs at about the same amount that patient cost-sharing would decrease, according to Long
and Marquis) could result in gross premium costs of $77.0 billion in 1994 dollars (table 4-3).

46 OTA calculations based on table 1 in AHCPR's report (198).
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ditures an average $401 per user, a 44 percent
increase on average.”

B Findings and Policy Implications
Findings
Tables 4-3 and 4-5 earlier in this chapter present
analysts estimates of incremental or total health
spending for newly insured people under univer-
sal coverage proposals, alongside results from
empirica research on the same topic,” Table 4-4
presented key assumptions used by the analysts
and the researchers.

These summary tables highlight three issues:

Many analyses do not report dollar estimates of
the incremental or total costs of covering newly
insured people but some estimates are available
(e.g., Lewin-VHI (89); CBO (165)).

m While the available estimates are al similar in
direction (i.e., covering uninsured people will
add to national heath expenditures under re-
form), they appear to vary a great deal from
each other in magnitude, even for the same pro-
posal (from $28.4 billion (89) to $83.6 hillion
(Clinton Administration, based on OTA’s cd-
culation) (both figures are in 1994 dollars, as
calculated by OTA). The greatest difference be-
tween these estimates can probably be ex-
plained, at least in part, if one knows that the
Clinton Administration included part of the
costs of previously uncompensated (i.e., cost-
shifted) care in their estimate of new spending
for previously uninsured people, while the oth-
er analyst included an estimate of cost-shifted
care in their estimates of baseline spending by

uninsured pe0p| e.49 Both analysts subtracted

some of the cost-shifting elsewhere in their
NHE analyses. Other differences between ana-
lysts' estimates appear to stem primarily from
the type and scope of ingyrance coverage that
is assumed under reform, and policy parame-
tersfor patient cost-sharing requirements.

.Research studies support analysts' conclusions
that adding new people to the insurance rolls
will increase national health expenditures, but
the two available studies also vary from each
other ($17.6 billion to $41.4 billion in incre-
mental costs (in 1994 dollars, as calculated by
OTA)). The two research estimates would natu-
rally tend to be lower than estimates associated
with reform proposals because the research es-
timates generally apply to a smaller portion of
personal health and national health expendi-
tures.

Without access to the analysts' models or docu-
mentation, it is only possible to explain differ-
ences among analysts' estimates qualitatively; it
is not possible to reconcile them.

In summary, al available evidence suggests
that providing coverage to uninsured people is
likely to increase national health expenditures un-
der reform. Some of the differences among esti-
mates can be explained, at least in part, through a
relatively close examination of the assumptions
underlying the analysts' and researchers esti-
mates. However, it is not possible for OTA to se-
lect or calculate a specific dollar figure as the
correct incremental (or total) cost of covering pre-
viously uninsured people under reform.

47Notall Uninsured people use services. According to AHCPR'S analysis of the NMES, 63.7 percent of uninsured people and 87.3 percent
of privately insured people used SENVICES in 1 987. (Uninsured was defined as uninsured all year).
48 AS discussedin chapter 1, 0TA uses the terms gnalyst and analvses inrelationto estimates of specific proposals for health reform, Empiri -

cal research studies are estimates of the costs of covering uninsured people, having no specific reform proposal in mind.

49 CBO does not provide separate dollar figures oncosts of covering uninsured people, but, as discussed above, it appears 10 have included
uncompensated care and public spending m its base figures for the Health Security Act (172).
50 For example, Lew in- VHIassumes an extrapolation” of current coverage (89), and the Clinton Administration (and CBO (172)) assume the

expanded benefit package under the Health Security Act.
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Policy Implications
As noted above, analysts predicting the impact of
reform on NHE do not always report information
about the component of the change in NHE that
derives from the potential cost of covering unin-
sured people. Analytical groups may require clear
guidance from Congress about whether Congress
requires such discrete estimates.

If Congress is interested in having analysts re-
port separately projections of the potential costs of
covering uninsured people, it will likely have to

determine the types of information that it will find
most useful. Are estimates of the cost of covering
uninsured people under assumptions of current
policy (i.e., with no other aspects of reform em-
bedded) sufficient? Or do policy decisions require
analysts to integrate into their estimates of costs of
covering uninsured people the potential effect of
other aspects of reform, such as the proposed
benefit package? How should current cost-shift-
ing be treated?



