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NATION’S UNINSURED

WEDNESDAY, APRIL 4, 2001

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HEALTH,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:05 a.m., in
room 1100 Longworth House Office Building, Hon. Nancy L. John-
son [Chairwoman of the Subcommittee] presiding.
. [The advisory and revised advisory announcing the hearing fol-
ow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
March 29, 2001
No. HL-4

Johnson Announces Hearing on
the Nation’s Uninsured

Congresswoman Nancy L. Johnson (R-CT), Chairman, Subcommittee on Health
of the Committee on Ways and Means, today announced that the Subcommittee will
hold a hearing on the uninsured population and solutions for expanding health in-
surance coverage. The hearing will take place on Thursday, April 5, 2001, in
the main Committee hearing room, 1100 Longworth, beginning at 10:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. Witnesses will include experts on the
uninsured population and on policies to increase health insurance coverage. How-
ever, any individual or organization not scheduled for an oral appearance may sub-
mit a written statement for consideration by the Committee and for inclusion in the
printed record of the hearing.

BACKGROUND:

This hearing will focus on the 42 million uninsured Americans. In 1999, for the
first time in more than a decade, the percentage and number of Americans with
health insurance increased. However, one in six Americans remains uninsured.

These uninsured Americans are a diverse group. More than four out of five unin-
sured are full-time workers and their families, and one out of five uninsured work
for employers who offer coverage but choose not to take it. The primary reason cited
for these uninsured workers was the cost of insurance premiums. Others in the un-
insured category consist of lower income individuals who are either ineligible or fail
to enroll in existing public programs.

President Bush has proposed a comprehensive plan to assist uninsured individ-
uals, including offering refundable tax credits to lower and middle-income individ-
uals. The hearing will provide a framework for the development of legislation to
begin to examine the President’s proposal and address the barriers faced in access-
ing health insurance coverage.

In announcing the hearing, Chairman Johnson stated: "Addressing the problem
of the uninsured is absolutely critical because those without health coverage often
go without quality health care. There are a lot of new and innovative ideas circu-
lating to address this problem. This hearing will bring those ideas forward for the
Committee to evaluate and act upon if appropriate. I look forward to working with
the Bush Administration on reducing the number of Americans without health in-
surance.”

FOCUS OF THE HEARING:

The hearing begins the Subcommittee’s consideration of the issues on why many
Americans lack affordable access to health insurance. The first panel will discuss
trends in health insurance coverage and witnesses will help Members identify who
has coverage and who does not. The second panel will turn to examining potential
options for increasing coverage for the 42 million uninsured Americans, and focus
on tax relief ideas, in particular.
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DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect or MS Word format,
with their name, address, and hearing date noted on a label, by the close of busi-
ness, Thursday, April 19, 2001, to Allison Giles, Chief of Staff, Committee on Ways
and Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their state-
ments distributed to the press and interested public at the hearing, they may de-
liver 200 additional copies for this purpose to the Subcommittee on Health office,
room 1136 Longworth House Office Building, by close of business the day before the
hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect or MS Word format, typed in single space and may
not exceed a total of 10 pages including attachments. Witnesses are advised that the Com-
mittee will rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at “http:/waysandmeans.house.gov”.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226-
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.
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NOTICE—CHANGE IN DATE

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
March 29, 2001
No. HL-4

Change in Date for Subcommittee Hearing
on Thursday, April 5, 2001
on the Nation’s Uninsured

Congresswoman Nancy L. Johnson, Chairman of the Subcommittee on Health of
the Committee on Ways and Means, today announced that the Subcommittee hear-
ing on the uninsured population and solutions for expanding health insurance cov-
erage, previously scheduled for Thursday, April 5, 2001, will now be held on
Wednesday, April 4, 2001, at 10:00 a.m., in the main Committee hearing
room, 1100 Longworth House Office Building.

All other details for the hearing remain the same. (See Subcommittee press re-
lease No. HL—4, dated March 29, 2001.)

——

Chairwoman JOHNSON. Good morning. The hearing will convene.

Today’s hearing focuses on Americans who are uninsured and on
solutions that in combination with the Commerce Committee policy
initiatives and probably with the Education Committee actions can
guarantee access to affordable insurance to every American.

It was 2 years ago, in a similar hearing on the uninsured, the
Health Subcommittee found that a record number of Americans
were uninsured. This year, for the first time in more than a decade,
the number of Americans with health insurance has increased. Al-
most 2 million more Americans no longer lack health insurance,
{)rimarily because the economy has been strong and unemployment
ow.

However, 42 million Americans, more than one in six, remains
uninsured. This is a problem that simply must be solved because
those without health coverage often go without health care. Indeed,
the uninsured are more than four times as likely to delay care, use
40-percent fewer services than insured individuals with similar
health and experience a mortality rate 25-percent greater than in-
sured individuals with similar characteristics.

Moreover, without affordable insurance, these Americans run the
financial risk of catastrophic financial burdens and, in addition, im-
pose an increasingly unbearable burden on providers and private
payers.

The uninsured are a diverse group. More than four out of five
uninsured are full-time workers for their families, and one out of
five uninsured individuals work for employers who offer coverage,
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but choose not to take it. The primary reasons cited for these work-
ers being uninsured was the cost of insurance. Making insurance
more affordable will clearly help people purchase insurance.

Many of the uninsured, one-fourth of adults and two-thirds of
children, are eligible for public programs, but fail to enroll, or there
are many complex issues involved, reasons why eligible individuals
do not enroll in public programs. According to the Commonwealth
Fund, the majority of the insured would simply prefer not to have
government as the main source of coverage.

Today, we will hear testimony from researchers at the Employee
Benefit Research Institute and the Health Research and Education
Trust on trends in health insurance coverage and who has coverage
and who does not, about who is uninsured in America and why
they are uninsured. We will also hear their analysis about whether
this favorable trend in insurance coverage will continue.

The second panel will turn to examining potential options for in-
creasing coverage for the 42 million uninsured Americans and focus
on tax ideas in particular. The panelists will discuss their evalua-
tion of the effect of tax credits as well as other options.

President Bush has proposed a multi-pronged strategy to assist
the uninsured, and two key components of his proposals to reduce
the uninsured for which Ways and Means has jurisdiction are tax
credits and medical savings accounts. In this vein, we will be exam-
ining tax credit ideas in this hearing. Second, Committee Chair-
man Bill Thomas will introduce the Medical Savings Account Avail-
ability Act today.

In addition, we will be working with our colleagues and other
committees of jurisdiction to attack this problem by seeking ways
to make insurance more affordable through group purchasing
structure, improving enrollment in Children’s Health Insurance
Program (CHIP) and expanding access to community health centers
and linking them more effectively with hospital coverage.

The hearing will provide a framework for the development of leg-
islation to address the barriers faced in accessing health insurance
coverage by the uninsured, and I look forward to working with the
Bush administration and my Democrat colleagues on reducing the
number of Americans without health insurance. I do consider that
this Congress has a unique opportunity to attack this problem and
pass the package of bills from a variety of Committees that are nec-
essary to really create access for the uninsured to affordable health
insurance.

We have known what the components were now for several
years. We have talked about them. Various committees have heard
various things. Both Presidential candidates talked about this
issue, and the time to act is now. This Subcommittee is going to
do its work on the difficult issue of the role of tax policy in helping
the uninsured gain access to insurance, but that will not be enough
alone, and we are keenly aware of that.

I also want to mention that one of the reasons why we have to
deal with the issue of tax policy for the uninsured is because not
only do they not get the help they need, but they suffer a discre-
tionary impact that is just profoundly unfair. It is unfair to provide
a subsidy to every single person in American who enjoys employer-
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provided insurance and not at least provide the same subsidy at
the same level to those who have to buy insurance on their own.

So this is not only about access to health insurance, but it is
about fair, more even-handed tax policy, and I look forward to the
inputs of those who are going to testify before us today.

I would like to recognize my colleague, Mr. Stark.

[The opening statement of Chairwoman Johnson follows:]

Opening Statement of the Hon. Nancy Johnson, M.C., Connecticut, and
Chairwoman, Subcommittee on Health

Today’s hearing focuses on uninsured Americans and solutions for expanding
health insurance coverage. Two years ago, in a similar hearing on the uninsured,
the Health Subcommittee found that a record number of Americans were uninsured.
This year, for the first time in more than a decade, the percentage of Americans
with health insurance has increased—almost two million more Americans no longer
lack health insurance. The main source for the decline was a strong economy and
a low unemployment rate.

However, 42 million Americans—more thanl in 6 Americans—remain uninsured.
The uninsured are a blight on the nation’s health care system. This committee un-
derstands the importance of addressing this problem because those without health
coverage often go without health care. Indeed, the uninsured are more than four
times as likely to delay care, use 40 percent fewer services than the insured individ-
uals with similar health, and experience a mortality rate 25 percent greater than
insured individuals with similar characteristics. Moreover, without affordable health
insurance, these Americans run the risk of financial catastrophe. Finally, their costs
are often shifted to Medicare and private payors, creating distortions in the market.

The uninsured are a diverse group. More than four out of five uninsured are full
time workers and their families, and one out of five uninsured individuals work for
employers who offer coverage but they choose not to take it. The primary reason
cited for these workers being uninsured was the cost of insurance. Providing more
resources to these people will clearly help them purchase insurance.

Many of the uninsured—one-fourth of adults and 24 of children—are eligible for
public programs but fail to enroll. While there are many complex issues involved
reasons why eligible individuals do not enroll in public problems, according to the
Commonwealth Fund, the majority of the uninsured would prefer not to have gov-
ernment be the main source of coverage.

Today, we will hear testimony from researchers at the Employee Benefit Research
Institute and the Health Research and Education Trust on trends in health insur-
ance coverage and who has coverage and who does not; about who is uninsured in
America and why they are uninsured. We will also hear their analysis about wheth-
er the favorable trend in insurance coverage will continue.

The second panel will turn to examining potential options for increasing coverage
for the 42 million uninsured Americans, and focus on tax ideas, in particular. The
panelists will discuss their evaluation of the effect of tax credits as well as other
options.

President Bush has proposed a multi-prong strategy to assist the uninsured. Two
key components of his proposals to reduce the uninsured, for which Ways and
Means has jurisdiction, are tax credits and medical savings accounts. In that vein,
we will be examining tax credit ideas in this hearing. Secondly, Committee Chair-
man Bill Thomas will introduce the Medical Savings Account Availability Act today.

In addition, we will be working with our colleagues on other committees of juris-
diction to attack this problem, by seeking ways to make insurance more affordable
through group purchasing structures, improving the enrollment in S—-CHIP and ex-
panding access to community health centers.

The hearing will provide a framework for the development of legislation to ad-
dress the barriers faced in accessing health insurance coverage by the uninsured.
And I look forward to working with the Bush Administration and our Democratic
colleagues on reducing the number of Americans without health insurance.

——

Mr. STARK. Thank you, Madam Chair, and thank you for today’s
hearing. I hope that we will be the first of many on this issue.
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As is my staff’s suggestion, I have a long, wordy opening state-
ment, which is more than you want to hear, and I would ask unan-
imous consent that I be allowed to place that priceless tome in the
record in its entirety.

Chairwoman JOHNSON. In its entirety.

Mr. STARK. I also have, I think, a very useful article in a set of
charts from the Center on Budget and Policy Priorities dealing
with tax credits for individuals buying health insurance, and I
would ask that that be made a part of the record.

Chairwoman JOHNSON. So——

Mr. STARK. Thank you.

Having said that, let me summarize, that had I had unlimited
time, what I might have wanted to read to you.

We have the disgraceful distinction of being the sole industri-
alized nation in the world that does not assure or ensure access to
health insurance for all its citizens, and we still, in spite of yester-
day’s stock market, are probably the richest nation in the world.
The uninsured are a problem that has been with us as long as cer-
tainly I have been involved in health care legislation.

It has gone up and it has gone down, but it has been hovering
sadly around 40 to 42 million people. The number also depends on
whether you count people who are insured all the time or only part
of the time during the year. But a majority of uninsured are low-
income, and while 80 percent of them are workers, more than 70
percent of those uninsured workers lack access to a job-based cov-
erage which is where most Americans below the age of 65 get their
health insurance.

The good news is that this idea of expanding health care or ac-
cess to health insurance is back on our agenda, right up there with
pharmaceutical coverage, and that is good. But the bad news is
that even carefully constructed Tax Code proposals will not achieve
the goal of increased coverage in the absence of significant financial
resources being applied to this problem and some, if you will par-
don the expression, stringent regulations.

I don’t believe that just throwing a couple or even a few thou-
sand dollars at this problem for each person will solve it. We could
construct a refundable tax credit that would result in increasing
health care coverage, but, if we are not careful, using the Tax Code
could result only in our paying lip service to the issue while spend-
ing billions of dollars on tax breaks for those who already have in-
surance.

I think there are four elements that we have to keep in mind.
The tax credits must be refundable to get to the people who most
need them. The tax credit has to be large enough to subsidize a sig-
nificant portion of the cost of a meaningful policy.

Sure, you can buy a policy for a thousand bucks a year, but it
is not worth anything. It gives you 30 bucks a day if you get cancer
in the hospital or something like that, but to get basic coverage
that is at least as good as Medicare or Medicaid, you are going to
need to spend a lot more than that. My guess is that the individual
policies are around $2,500 and around $6,500 for a family policy,
and a couple of thousand dollars toward that for a family with in-
come of less-than-$30,000 doesn’t get there.
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There must be a mechanism to deliver the credit directly to the
insurer and make sure that the funds are there consistently during
the year. There is also going to have to be some definition—call it
regulation, if you will—of the health insurance marketplace.

The tax credit would be worthless if the marketplace will not
allow somebody to purchase a policy or if the insurers just raise the
price to soak up that additional money.

I have not seen a proposal this year from either side of the aisle
that meets all of these criteria, but our job is to see if we can make
comprehensive insurance affordable and accessible, and subsidize it
for those who can’t afford it.

I have often said that in this country, there is only a very small
group of Americans, a small percentage, that have a constitutional
right to health insurance, and I will bet even the chairlady doesn’t
know who they are, but under Article IV, they are prisoners. I have
always said what is good enough for Haldeman, Erlichman, and
Rostenkowski is good enough for me. Therefore, I would like to see
us move toward a right for every American to have health care cov-
erage under the Constitution.

Thank you.

[The opening statements of Mr. Stark and Mr. Ramstad follow:]

Opening Statement of the Hon. Fortney Pete Stark, M.C., California

Madam Chairwoman, thank you for having today’s hearing. I hope it is the first
of many on this important issue.

We hold the disgraceful distinction of being the sole industrialized country that
fails to assure access to health insurance for all its citizens. With record surpluses
at our disposal, it is inexcusable to not make a major down-payment toward health
insurance for all.

The majority of the uninsured have incomes under 200 percent of the federal pov-
erty level ($17,180 for an individual, $35,300 for a family of four). While approxi-
mately 80 percent of the uninsured are either workers or dependents of workers,
more than 70 percent of uninsured workers lack access to job-based coverage. Ac-
cording to a 1999 Commonwealth Fund study on workers’ health, most uninsured
employees work for an employer that does not offer insurance or they are ineligible
for the insurance that is offered, often because they work part-time or have not
worked at the firm long enough. Just 12 percent of eligible uninsured workers actu-
ally decline coverage.

The combination of income and workplace variables is particularly harmful to low-
wage workers. For example, only 55 percent of low-wage workers who earn $7 or
less per hour are even offered coverage, compared to 96 percent of workers who earn
more than $15 per hour. In the age of incrementalism, successful efforts to increase
health insurance rates must take all of these issues—and more—into consideration.

There has been a lot of discussion in the past few years about using tax credits
to expand access to health insurance. It seems to be particularly attractive in cer-
tain circles this year. The good news is that expanding access to health insurance
is back on the national agenda. I welcome the discussion. The bad news is that even
carefully constructed tax code proposals will fail to achieve the goal of increased cov-
erage in the absence of significant financial resources and stringent government reg-
ulation. I believe expanding existing public programs would bring the biggest bang
for the taxpayer’s buck.

Don’t get me wrong. We can theoretically construct a refundable tax credit pro-
posal that would result in a meaningful increase in health insurance coverage. But,
if we are not careful, using the tax code to try to improve access to health insurance
could result in Congress paying lip service to the issue of the uninsured while
spending billions of dollars on tax breaks for those who already have insurance.

As I have mentioned, using tax credits to improve health insurance coverage is
not cheap and it requires heavy government regulation to be effective. There are at
least four required elements of an effective health insurance tax credit proposal, and
I would argue that no plan introduced to date meets all the criteria.

1. First, tax credits must be refundable. More than half of the uninsured ei-
ther pay no taxes or have tax liabilities below the levels proposed by most tax credit
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proponents. If the credit isn’t refundable, it’s simply a hollow promise for these indi-
viduals. President Bush campaigned on a refundable tax credit, and Republicans
and Democrats alike in Congress have sponsored legislation that use refundable tax
credits.

2. Second, the tax credit must be large enough to subsidize a significant

ortion of the cost of a meaningful policy. A typical individual policy can cost

2,400 and the average family policy in 2000 was nearly $6,400. Last year, the aver-
age employer contribution was 74 percent of the premium. Even at this level, many
low-wage workers are unable to afford coverage for which they are eligible. Thus,
in order to put coverage within reach of the targeted population—low-income fami-
lies who must balance competing needs with limited funds—the tax credit should
cover at least 75 percent of the cost. Indeed, some research has shown that a sub-
sidy in excess of 80 or 90 percent is needed to induce low-income families to partici-
pate. A tax credit of $2,000 or even $3,000 does little to put a $6,400 policy within
reach of a family living on $30,000 a year. Finally, it is important that the coverage
be comprehensive. Using an inadequate tax credit to buy an inadequate high-de-
ductible policy simply moves individuals and families from the uninsured column to
the under-insured column. This will exacerbate an undesirable trend already perco-
lating.

3. Third, there must be a mechanism to deliver the tax credit directly to
the insurer or make sure that the funds are available more consistently
than once a year. The costs of purchasing insurance are generally incurred on a
monthly basis. Lower income families will not be able to front the cost of the full
premium throughout the year with the promise of a refund the following April.
However, fewer than one percent of individuals eligible for a monthly EITC option
participate because they fear unpredictable income fluctuations will result in their
owing the government at the end of the year. In addition, it is administratively cum-
bersome for a beneficiary to receive the credit and pass it on. The policy should
allow for the credit to be transmitted directly to the insurer or employer.

4, Fourth, there must be significant regulation of the health insurance
marketplace. Any size tax credit is still worthless if the marketplace won’t allow
someone to purchase a policy. Without creating a marketplace that assures the of-
fering of community-rated policies without any medical underwriting, millions of un-
insured individuals with pre-existing health conditions will remain locked out of the
private marketplace even with a sizeable tax credit in their pocket. This is a vital,
but often overlooked component.

These are the tools by which I will measure tax credit proposals. I have yet to
see a proposal this year that meets the test. I urge my colleagues to use extreme
caution when considering tax credit proposals as a real means to expand health in-
surance coverage. We need solutions, not lip service.

Our job is to make comprehensive insurance more affordable and accessible to
every uninsured individual and family. An argument can be made for increasing the
equity of our current tax subsidies, but with the surplus fading fast, we cannot af-
ford to focus scarce resources on those who are already covered. Our efforts should
focus on methods proven to help low-income populations obtain insurance. Expan-
sion of public programs, and mechanisms to improve beneficiary outreach, enroll-
ment and retention are key approaches that deserve at least as much consideration
and funding as changes to the tax code.

e —

Opening Statement of the Hon. Jim Ramstad, M.C., Minnesota

Madam Chairwoman, thank you for calling this important hearing today to exam-
ine the issue of the uninsured.

Our health care system is the finest in the world, with the highest quality of care
found anywhere. However, we still suffer today and incur increased costs to our
healthcare system because 42 million Americans do not have health insurance.

Uninsured Americans are a diverse group with more than four out of five em-
ployed full—time. One out of five of these workers choose not to purchase the cov-
erage offered by their employers, citing the high cost of the insurance premiums.
Others in the uninsured category are lower income individuals who are either ineli-
gible or fail to enroll in existing public programs.

As we consider reforming and modernizing health care, I strongly believe that
adding a host of new federal mandates will have the effect of increasing premiums
and ultimately reducing the number of people with coverage.
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Instead, I support reforms to the insurance market that expand access to health
care and take steps to stem the rise in costs, while preserving our existing high-
quality delivery system.

I believe the best way to help families afford insurance is to reduce the cost of
health care services and insurance policies through market-oriented alternatives. To
this end, I believe we need to give individuals and the self-employed the same
health-insurance tax benefits enjoyed by corporations. This way, individuals can af-
ford to shop the marketplace for the highest quality at the best price.

I also strongly support expanding Medical Savings Accounts (MSAs) so more unin-
sured people are covered and have incentives to “comparison shop.” Lastly, I believe
we must look at reforming the medical malpractice regime to reduce, if not elimi-
nate, the wasteful practice of “defensive medicine.”

Madam Chairwoman, thanks again for calling this hearing. I look forward to
hearing from today’s witnesses on how we can best address this critical issue.

N —

Chairwoman JOHNSON. I would like to call the first panel now.
Paul Fronstin, senior research associate, the Employee Benefit Re-
search Institute; and Jon Gabel, the vice president of Health Sys-
tem Studies at the Health Research and Education Trust.

Dr. Fronstin, we have had a vote called, and my intention is to
hear from Dr. Fronstin. We may have time to also hear from Mr.
Gabel within the five minutes—I am not sure—and then come back
for questions. Otherwise, we will have to break between the two
speakers.

Dr. Fronstin.

STATEMENT OF PAUL FRONSTIN, PH.D., SENIOR RESEARCH
ASSOCIATE, AND DIRECTOR, HEALTH SECURITY AND QUAL-
ITY RESEARCH PROGRAM, EMPLOYEE BENEFIT RESEARCH
INSTITUTE

Dr. FRONSTIN. Thank you.

Chairwoman JOHNSON. You have to talk right into the mic, and
be sure it is on.

Dr. FRONSTIN. OK, thank you. Thank you, Madam Chairwoman
and Members of the Committee. I do appreciate the opportunity to
be here before you today.

My name is Paul Fronstin. I am a senior research associate at
the Employee Benefit Research Institute. EBRI is a private, non-
profit, non-partisan public policy research organization based in
Washington, D.C.

Data from the Census Bureau show that for the first time since
at least 1987, the number of Americans without health insurance
coverage recently declined.

In 1998, the number of uninsured Americans under age 65 had
reached 43.9 million. By 1999, the number of uninsured declined
to 42.1 million. The percentage of non-elderly Americans, those
under age 65, without health insurance declined from 18.4 percent
in 1998 to 17.5 percent in 1999.

The main reason for the decline in the number of uninsured was
a strong economy and low unemployment. As a result, more work-
ers and their dependents were covered by employment-based
health insurance. The likelihood that a worker was covered by em-
ployment-based health insurance increased from 72.8 percent in
1998 to over 73 percent in 1999. The likelihood that a worker was
uninsured declined from over 18 percent in 1998 to 17.5 percent in
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1999. The likelihood that a child was covered by employment-based
health insurance increased from 60 percent in 1998 to 61.5 percent
in 1999, and between 1998 and 1999, the percentage of children
without insurance coverage declined dramatically, from nearly 15.5
percent down to 13.9 percent.

Simply providing access to public programs, even free programs,
does not guarantee that individuals will leave the ranks of the un-
insured. Prior research based on family circumstances and income
has found that over 25 percent of all uninsured adults and nearly
two-thirds of uninsured children appear to be eligible for some type
of public coverage. This accounts for about 15 million of the unin-
sured.

It is notable that the decline in the uninsured occurred at the
time when health benefit costs were going up. When health benefit
costs increase, the percentage of Americans covered by employ-
ment-based health benefits is expected to decline, but as I already
mentioned, more workers and their dependents were covered by
employment-based health benefits in 1999 than in 1998.

Despite rising health benefit costs, small employers are increas-
ingly offering health benefits to workers, and as Jon Gabel will
show in his testimony.

According to a survey conducted by EBRI, the Consumer Health
Education Council, and the Blue Cross/Blue Shield Association last
year, most small employers report that offering health benefits
helps with recruitment and retention and keeps workers healthy,
which ultimately reduces absenteeism and increases productivity.
Clearly, many employers realize there is real business value in pro-
viding health benefits to their workers.

As long as health benefit costs continue to increase, employers
will seek ways to reduce those costs. However, as long as unem-
ployment remains low, employers likely will be unable to modify
existing health benefit programs. With low unemployment, the cost
of not providing health benefits, such as the cost of recruiting and
retaining employees, often outweighs the cost savings that can be
attributed to cutting back on health benefits.

Whether the slowing economy will have an impact on employ-
ment-based health benefits depends on a number of factors. Mas-
sive layoffs have yet to have a substantial impact on the unemploy-
ment rate, which is still at 4.2 percent. However, the combination
of a slowing economy, rising health benefit costs, and worker un-
certainty about the future may make it easier for employers to
modify health benefit programs. Even with low unemployment, if
employees feared that they could lose their job or would have dif-
ficulty finding other jobs, employers may have more flexibility to
reduce health benefits.

The release of the March 2001 CPS this fall may add to the con-
fusion over the impact of rising health benefit costs on the unin-
sured. When those findings are released, the data for 2000 are ex-
pected to show that the number of uninsured Americans continued
to decline. The combination of more employers adding health bene-
fits and more children being covered by the CHIP program in 2000
likely resulted in continued expansion of health insurance cov-
erage.



12

More than 42 million Americans were uninsured in 1999. Even
if the number drops again later this year when the 2000 data are
released, it is likely that 40 million Americans will still be unin-
sured. As long as the economy is strong and unemployment is low,
employment-based health insurance coverage will expand and the
uninsured will decline. However, if the economy continues to weak-
en and health benefit costs continue to increase, the uninsured will
start to increase again.

For example, if the downturn in the economy was severe and the
uninsured represented 25 percent of the non-elderly population,
there would be 63 million uninsured just 4 years from now.

Thank you, again, Madam Chairwoman and Members of the
Committee for the opportunity to appear before you today. My col-
leagues and I at EBRI look forward to working with you in the fu-
ture on this important issue.

Thank you.

[The prepared statement of Dr. Fronstin follows:]

Statement of Paul Fronstin,* Ph.D., Senior Research Associate, and Direc-
tor, Health Security and Quality Research Program, Employee Benefit
Research Institute

Madam Chairwoman, and members of the Committee, I am pleased to appear be-
fore you today to discuss uninsured Americans. My name is Paul Fronstin. I am a
senior research associate and director of the Health Security and Quality Research
Program at the Employee Benefit Research Institute (EBRI), a private, nonprofit,
nonpartisan, public policy research organization based in Washington, DC. EBRI
has been committed, since its founding in 1978, to the accurate statistical analysis
of economic security issues. Through our research we strive to contribute to the for-
mulation of effective and responsible health and retirement policies. Consistent with
our mission, we do not lobby or advocate specific policy solutions.

Health Insurance Coverage

Data from the Census Bureau collected in March 2000, shows that for the first
time since at least 1987, the number of Americans without health insurance cov-
erage has declined. In 1998, the number of uninsured (nonelderly) Americans had
reached 43.9 million (chart 1). In 1999, the number of nonelderly Americans without
health insurance coverage declined to 42.1 million. The percentage of nonelderly
Americans without health insurance coverage declined from 18.4 percent in 1998 to
17.5 percent in 1999 (chart 2).

The main reason for the decline in the number of uninsured Americans was the
strong economy and low unemployment. Since employment-based health insurance
benefits are by far the most common source of health coverage in the United States,
it is not surprising that the low rate of unemployment translated into lower rates
of uninsured. As a result of the strong economy, more workers and their dependents
were covered by employment-based health insurance benefits: Between 1998 and
1999 the percentage of nonelderly Americans covered by employment-based health
insurance increased from 64.9 percent to 65.8 percent (chart 3).

Employment-based health insurance coverage increased substantially for adult
workers between 1998 and 1999. In 1998, 72.8 percent of workers were covered by
an employment-based health plan (chart 4). By 1999, 73.3 percent were covered. The
likelihood that an adult worker was uninsured declined from 18.1 percent in 1998
to 17.5 percent in 1999 (chart 5). Even nonworking adults experienced an increase
in the likelihood of having employment-based health insurance coverage, increasing
from 40.5 percent in 1998 to 41.7 percent in 1999 (chart 6).

The likelihood that a child is covered by employment-based health insurance has
been increasing since 1994 (chart 7). In 1994, 58.1 percent of children were covered
by employment-based health insurance. By 1999, 61.5 percent were covered. Be-
cause of declining enrollment in Medicaid (chart 8), the percentage of children with-

*The views expressed in this statement are solely those of the author and should not be at-
tributed to the Employee Benefit Research Institute, its officers, trustees, sponsors, or other
staff. The Employee Benefit Research Institute is a nonprofit, nonpartisan, public policy re-
search organization.
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out health insurance coverage has actually been growing over most of this period.
However, between 1998 and 1999, the percentage of children without health insur-
ance coverage declined dramatically from 15.4 percent to 13.9 percent (chart 9).

Despite the State Children’s Health Insurance Program (S—-CHIP), public health
insurance coverage did not increase during this time period. Between 1998 and 1999
the percentage of nonelderly Americans covered by Medicaid and other government-
sponsored health insurance coverage did not change (chart 10)— remaining at 10.4
percent in 1999. While the Census Bureau’s March Current Population Survey
(CPS) does not allow researchers to count the number of children enrolled in S—
CHIP, it does appear that some children benefited from expansions in government-
funded programs. Findings from the CPS indicate that the percentage of children
in families just above the poverty level without health insurance coverage declined
dramatically, from 27.2 percent uninsured in 1998 to 19.7 percent uninsured in
1999. Some of the decline can be attributed to expansions in Medicaid and S—-CHIP.
Between 1998 and 1999, the percentage of near-poor children covered by these pro-
grams increased from 39.3 percent to 40.5 percent. However, it appears that expan-
sions in employment-based health insurance had an even larger effect. Specifically,
the percentage of near-poor children covered by an employment-based health insur-
ance plan increased from 30.5 percent to 34.5 percent.!

Health Insurance Costs and Benefits

It is notable that the decline in the uninsured occurred at a time when health
insurance benefit costs were going up. Since 1998, health insurance cost inflation
has been increasing. According to data from a recent study (Gabel et al., 2000),
health insurance costs increased 8.3 percent for all firms between spring 1999 and
spring 2000, and they increased 10.3 percent for smaller firms (with between three
and 199 workers). When health care costs increase, the percentage of Americans
covered by an employment-based health insurance plan is expected to decline, with
employers shifting the cost of coverage onto workers, or even dropping coverage
completely. But as shown above, more workers and their dependents were covered
by employment-based health insurance coverage in 1999 than in 1998. Employers
have not been shifting the cost onto workers. An annual survey by William M. Mer-
cer indicates that the worker share of the premium has been unchanged since 1993
(William M. Mercer, 2001). In contrast, an annual survey by the Kaiser Family
Foundation and the Health Research and Educational Trust found that there was
a slight reduction between 1996 and 2000 in the percentage of the premium workers
were required to pay (Gabel et al., 2000).

Despite rising health insurance costs, employers have been increasingly offering
health benefits to workers. Between 1998 and 2000, the percentage of small firms
offering health benefits increased from 54 percent to 67 percent, with much of that
increase occurring among the smallest of the small firms. Most small employers re-
port that offering health benefits helps with recruitment and retention, and keeps
workers healthy, which ultimately reduces absenteeism and increases productivity
(Fronstin and Helman, 2000). Clearly, many employers realize there is real business
value in providing health care coverage to their workers.

Also worth mentioning is that American workers clearly identify health insurance
coverage as far and away the single most valued work-place benefit. When asked
to rank the importance of all employee benefits, health benefits are by far the ben-
efit most valued by workers and their families. Sixty-five percent of workers re-
sponding to a recent EBRI survey rated health benefits as the most important em-
ployee benefit (Salisbury and Ostuw, 2000).

Outlook

As long as health benefit costs continue to increase, employers will seek ways to
reduce those costs. However, as long as unemployment remains low, employers will
likely be unable to modify existing health benefit programs. With low unemploy-
ment, the cost of not providing health benefits, such as the cost of recruiting and
retaining employees, often outweigh the cost savings that can be attributed to cut-
ting back on health benefits.

1The CPS (and most other surveys) are well known for under-reporting Medicaid coverage
and coverage from other government programs. In the case of the CPS, it may not be picking
up all Medicaid recipients because some states do not call the program Medicaid. In fact, there
is strong evidence that the CPS under-reports Medicaid coverage, based on comparisons of these
data with enrollment and participation data provided by the Health Care Financing Administra-
tion (HCFA), the federal agency primarily responsible for administering Medicaid. See Paul
Fronstin, “Counting the Uninsured: A Comparison of National Surveys,” EBRI Issue Brief no.
225, Employee Benefit Research Institute, September 2000, for more information.
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Whether the slowing economy has an impact on employment-based health benefits
depends on a number of factors. First, massive layoffs have yet to have a substantial
impact on the unemployment rate. While the unemployment rate has jumped from
a 30-year low of 3.9 percent in October 2000 to 4.2 percent in January 2001, it has
remained at 4.2 percent in February and 4.2 percent is still a very low level of un-
employment for the nation. Second, the combination of a slowing economy, rising
health care costs, and worker uncertainty about the future may make it easier for
employers to modify health benefit programs. Even with low unemployment, if em-
ployees feared that they could lose their job, employers may have more flexibility
to reduce health benefits (and other components of total compensation) in order to
control costs in a slowing economy.

Adding to the confusion over the impact of rising health benefits costs on employ-
ment-based health benefits may be the release of the March 2001 CPS in the Fall
2001. When those findings are released, the data for 2000 are expected to show that
the number of uninsured Americans continued to decline. The drop may even be
larger than the 1.7 million decline experienced between 1998 and 1999. As men-
tioned above, between 1998 and 2000, the percentage of firms with three to 199 em-
ployees offering health benefits increased (Gabel et al., 2000). In addition, S—-CHIP
will continue to expand health insurance coverage. This combination of more em-
ployers adding health benefits, along with more children covered by S—-CHIP, will
result in continued expansion of health insurance coverage. However, it should be
noted that the delay in collecting and reporting data often adds to the confusion on
health coverage and the uninsured: The data are often misinterpreted as applying
towards the current time period, rather than the nearly two-year period prior to the
release of the data, when it was collected.

It is also worth noting that while the uninsured declined between 1998 and 1999,
it did not drop by 44 million. More than 42 million Americans continue to be unin-
sured. Even if the number drops again later this year, when the 2000 data are re-
leased, it is likely that 40 million Americans will still be uninsured—more than 15
percent of the population. As long as the economy is strong and unemployment is
low, employment-based health insurance coverage will expand and the uninsured
will gradually decline. However, even if the United States experienced five more
years of declines in the uninsured similar to that which occurred between 1998 and
1999, 34 million Americans would still be uninsured in 2005 (chart 11). In contrast,
if the economy continues to weaken and health benefit costs continue to increase,
the uninsured would quickly start to increase again. Even for those who keep their
jobs, small employers would likely drop health benefits, and large employers would
likely shift the cost of coverage onto workers, resulting in fewer workers accepting
coverage. If the uninsured returned to its 1999 level of 17.5 percent of the non-
elderly population, 38 million Americans would be uninsured in 2005. In contrast,
if the downturn in the economy was severe and the uninsured represented 25 per-
cent of the nonelderly population, 63 million Americans would be uninsured.

Madam Chairwoman, this concludes my statement. It has been my pleasure to ap-
pear before the Committee today. I offer the Committee the assistance of the Em-
ployee Benefit Research Institute as you continue your work, which is vital to the
economic security of all Americans.
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Chart 2
Percentage of Americans Ages 0-564 Without Health Insurance, 1887-1283

Chart 3
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Chart 4
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Chart 8
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Chart §
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Chart 8
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Chart 10
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Chairwoman JOHNSON. Mr. Gabel, if you would proceed, please.

STATEMENT OF JON R. GABEL, VICE PRESIDENT, HEALTH
RESEARCH AND EDUCATIONAL TRUST

Mr. GABEL. Thank you, Madam Chairman and Members of the
Committee.

I am Jon Gabel, vice president of Health Research and Edu-
cational Trust. The trust is a non-profit research organization spon-
sored by the American Hospital Association. The views I express
today are mine alone.

Let me begin with my overall conclusion. I believe job-based in-
surance will cover a smaller share of working families in the fu-
ture.

Public opinion studies suggest the public has two major mis-
conceptions about the uninsured. First, the public is unaware of
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the close link between employment benefits and uninsurance. They
are unaware that 80 percent of the uninsured are from working
families. The uninsured are cab drivers, retail clerks, waters and
waitresses, construction workers and hotel workers.

The second misconception of the public is this: the uninsured get
the same care as everyone else. This is utterly wrong.

The uninsured are four times as likely to delay care. The unin-
sured use 40-percent fewer services than comparable people with
insurance. When admitted to the hospital, they are sicker. While
in the hospital, they get fewer high-tech services. They are more
likely to die in the hospital, and they have a 25-percent higher
mortality rate than similar insured individuals.

About one-half of the uninsured work for firms with 25 or fewer
workers. These same firms only employ 15 percent of the work
force.

Recently, there has been an increase in coverage, and this cov-
erage was driven by the robust economy of the 1990’s. Which small
employers don’t offer coverage? I refer to Exhibit 1 and Exhibit 2.

Earning of the work force largely determine whether a firm will
offer coverage. This stresses that benefits are part of the total ben-
efit package.

A key element in understanding the uninsured is the employer
exclusion. I do not pay taxes on my employer contributions for
health insurance. If my employer contributes $6,000 per year and
my marginal tax rate, including State, Federal, and local govern-
ment is 50 percent, then I receive a subsidy of $3,000.

Turning to Exhibit 3, we show that our employer-based system
today is highly regressive. We give the greatest financial help to
those who need the least assistance and the least help to those who
need the most assistance.

A family earning less than $15,000 a year gets a tax subsidy of
$71. Those making over $100,000 get nearly $2,500.

When we ask employers why they do not offer insurance, year
after year, the overwhelming reason is it costs too much. I refer to
Exhibit 4.

The implication is that employers would buy lower-priced bare-
bones 11l)olicies. The real-world experience of these policies is they do
not sell.

Now let me turn to short-run forces. We have two adverse devel-
opments. The first is the return of health care inflation. I refer to
Exhibit 4.

Premiums have increased by 8.3 percent last year, the highest
increase since 1993, and the situation looks worse for the future.
Higher prices mean fewer small employers will purchase coverage.

Second is the slowing of the overall economy. Over the past 5
years, a tight labor market has shielded American workers from
rising health care cost. A slowing economy will enable employers
to pass on higher costs to workers. Higher contributions will induce
more low-income workers to decline coverage.

Now let me turn to long-term forces. Please refer to Exhibit 8.
Job-based health insurance covers a smaller percentage of working
Americans today than in 1977. The decline in coverage is con-
centrated among those Americans least able to compete in a global
information-based economy.
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Note, there was no decline in coverage among families with col-
lege graduates, but among families headed by individuals without
a high school diploma, coverage fell from 52 to 34 percent.

I see globalization and the information revolution bringing about
greater disparities in health coverage in the future.

Madam Chairman and Members of the Committee, I welcome
your questions. Thank you.

[The prepared statement of Mr. Gabel follows:]

Statement of Jon R. Gabel, Vice President, Health Research and
Educational Trust

Thank you Madam Chairman and committee members for inviting me to testify
about trends in uninsurance. I am Jon Gabel, Vice President of the Health Research
and Education Trust (HRET). HRET is a non-profit 501(c)(3) research organization
affiliated with the American Hospital Association (AHA) and funded largely by
grants from charitable foundations and government research agencies. Today, I
speak to you as an independent analyst who has conducted an annual survey of em-
ployer-sponsored health benefits since 1986.1 The views expressed are my own. In
my testimony, I examine current and long run changes in job-based insurance. The
evidence presented suggests that job-based insurance will provide benefits to a
smaller share of American workers in the future.

Misconceptions about the Uninsured

Employee health benefits and uninsurance are closely intertwined. Unfortunately,
public opinion polls indicate that the majority of American voters are unaware of
this close link. The American public, particularly those who are college graduates
and enjoy higher levels of income, are subject to two major misconceptions about
the uninsured. First, the public is unaware that roughly 80 percent of the uninsured
come from working families.2 The uninsured include cab drivers, retail clerks, wait-
ers and waitresses, construction laborers, and hotel workers.

Second, according to public opinion polls, the majority of Americans believe that
the uninsured get similar care as everyone else.3 In fact, an overwhelming body of
scientific research published in leading medical journals, such as the New England
Journal of Medicine and the Journal of the American Medical Association, says this
is utterly wrong. The uninsured are four times as likely to delay care,* use 40 per-
cent fewer services than insured individuals in similar health, have more avoidable
hospitalizations,® enter the hospital sicker, receive fewer high cost discretionary
services, are discharged from the hospital sooner, are more likely to die in the hos-
pital,” and experience a mortality rate 25 percent greater than insured individuals
with similar characteristics.8

1From 1986-1990, the Health Insurance Association of America sponsored the annual survey.
From 1991-1998, KPMG Peat Marwick was the sponsor, and today the survey is sponsored by
the Kaiser Family Foundation and Health Research and Educational Trust.

2Kaiser Family Foundation and Lehrer Newshour, www.pbs.org/Newshour/Health/Uninsured/
highlights.pdf.

3R.J. Blendon, J.T. Young, and C.M. DesRoches, “The Uninsured, the Working Uninsured,
and the Public,” Health Affairs, November/December 1999, Vol. 18, No. 6, pp. 203—211.

4K. Donelan, R. Blendon, C. Hill, C. Hoffman, D. Rowland, M. Frankel and D. Altman, “What
Happened to the Health Insurance Crisis in the United States?: Voices from a National Survey,”
Journal of the American Medical Association, Vol. 276(16), October 23/30, 1996, pp. 1346-1350.

5S. Long and S. Marquis, “The Uninsured Access Gap and the Cost of Universal Coverage,”
Health Affairs, Supplement 1994, 13:2, pp. 211-220.

6J. Weissman, C. Gatsonis, and A. Epstein, “Rates of Avoidable Hospitalization by Insurance
Status in Massachusetts and Maryland,” Journal of the American Medical Association, Novem-
ber 4, 1992, 268:17, pp. 2388-2394.

7K. Davis, “The Uninsured in an Era of Managed Care,” Health Services Research, February
1997, pp. 641-649; J. Hadley, E. Steinberg, and J. Feder, “Comparison of Uninsured and Pri-
vately Insured Hospital Patients: Condition on Admission, Resource Use, and Outcome,” Journal
of the American Medical Association, Volume 265, No. 3, January 16, 1991, pp. 374-379.

8P. Franks, C. Clancey, and M. Gold, “Health Insurance and Mortality: Evidence from a Na-
tional Cohort,” Journal of the American Medical Association, August 11, 1993, 270, pp. 737-741.
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Who Offers Coverage and the Employer Exclusion

About 50 percent of the uninsured are from families where the head of household
works for a firm employing 25 or fewer workers.® Due to the robust economic expan-
sion of the 1990s and the resulting tight labor market, the percentage of small firms
(firms with fewer than 200 workers) offering health benefits increased from 54 per-
cent to 67 percent from 1998 to 2000. (Exhibit 1)

Exhibit 1
Percentage of Firms Offering Health Benefits, by Firm Size: 1996, 1998-2000
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Source: Kaiser | HRET Survey of Employer-Sponsored Health Benefits, 1999, 2000;
KPMG Survey of Employer Sponsored Health Benefits, 1996; 1998.

With even unskilled workers in short supply in some labor markets, many small
firms offered health benefits to attract scare workers. The earnings of workers at
the company largely predict whether or not a small firm offers health benefits to
its workers. Exhibit 2 shows that among firms where fewer than 35 percent of work-
ers earn less than $10 per hour (or $20,000 per year), 85 percent of such small firms
offer health benefits. When more than 35 percent of workers earn less than $10 per
hour, only 35 percent of small firms offer coverage.

9P. Fronstin, “The Working Uninsured: Who They Are, How They Have Changed, and the
Consequences of Being Uninsured—with Presidential Candidate Proposals Outlined,” EBRI
Issue Brief, August 2000, 224, pp. 1-23.
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Exhibit 2

Percentage of Small Firms (3-199 Workers) in Which Workers Are Offered
Health Insurance, by Percentage of Workforce that is Low Income, 2000
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These statistics demonstrate that health benefits are part of the overall com-
pensation package, and that employer contributions for the cost of health benefits
represent compensation that could have been dedicated to wages.

The preceding statement is subject to an important caveat. Employees do not pay
taxes on employers’ contributions for health benefits. “This employer exclusion,”
grew not from any legislative act but from rulings by the executive and judicial
branches of government to shore up labor shortages during World War II. If my em-
ployer contributes $6000 per year for my insurance, and my marginal tax rate (in-
cluding state and local government) is 50 percent, then I receive a tax subsidy of
$3000 per year. In so doing, the United States has created an “accidental system”
that is highly regressive, giving the greatest assistance to those who need the least
financial help, and the least assistance to those who need the most financial assist-
ance. Exhibit 3 displays the average tax subsidy in 1998 for employer-based insur-
ance according to family income. Families earning less than $15,000 per year re-
ceived an average subsidy of $71 whereas families with income above $100,000 re-
ceived about $2400.10

Exhibit 3

Average Federal Health Benefit Tax Subsidy for Job-Based Insurance, Per
Household, by Income, 1998
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Source: J. Shiels, Health Affairs

10J. Shiels and P. Hogan, “Cost of Tax-Exempt Health Benefits in 1998,” Health Affairs,
March/April 1999, Vol. 18, No. 2, pp. 176-181.
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Among firms who offer health benefits, about 79 percent of workers are eligible
to participate in the company plan; of those eligible to participate, about 84 percent
take-up coverage, and hence, about 65 percent of company workers are enrolled in
the firm’s health plan. In 1988, 73 percent of workers were enrolled in the company
plan. Thus, since 1988, employer-based coverage has declined, not because fewer
firms offer coverage, but because fewer employees in firms offering coverage partici-
pate in the company health plan.11

In our national survey of employers, we have asked employers not offering cov-
erage why they don’t provide health benefits. Consistently, employers answer that
health insurance costs too much. (Exhibit 4)

Exhibit 4

Small Firms’ Reasons For Not Offering Health Insurance, 2000

Very Impor- Somewhat Not Too Im- Not At All

tant Important portant Important Don’t Know

High Premiums ................ 76% 12% 0% 11% 0%
High Turnover 29 9 12 41 9
Employees Covered Else-

where .....ccccoevveeninennen. 34 12 24 26 4
Administrative Hassle .... 17 13 22 42 7
Obtain Good Employees

Without Offering A

Health Plan .................. 22 22 17 23 15
Company Can’t Qualify

For Group Rates .......... 25 32 11 26 6
Firm Too Newly Estab-

lished . 3 0 9 88 0

Source: Kaiser| HRET Survey of Employer-Sponsored Health Benefits, 2000.

In 2000 76 percent of firms not offering coverage cited costs as a “very important”
reason, far outpacing any other reason. By implication, if insurers could offer bare
bones, low-priced coverage, many more small firms would provide health benefits.
Unfortunately, that has not been the real-world experience. For example, the State
of Illinois enacted legislation allowing bare-bones policies. When the legislation was
repealed in 1997, only 20 employers had purchased bare-bones products.12

Short-Term Trends

Two unfavorable developments suggest that the recent expansion over the past
two years in employer-based coverage will come to an end. First, inflation in the
cost of health insurance has returned (Exhibit 5).

11P. Ginsburg, J. Gabel and K. Hunt, “Tracking Small Firm Coverage, 1989-1996,” Health
Affairs, January/February 1998, Vol. 16, No. 7, pp. 167-171; B.S. Schone and P.F. Cooper, “More
offers, fewer takers for employment-based health insurance: 1987 and 1996,” Health Affairs, No-
vember/December 1997, Vol. 16, No. 6, pp. 142—-149.

12State of Illinois Grant Proposal to the Health Resources and Systems Agency, 2000.
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Exhibit 5

Premium Increases Compared to Other Indicators, 1988-2000
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Source: Kaiser | HRET Survey of Employer-Sponsored Health Benefits, 1999, 2000;
KPMG Survey of Employer-Sponsored Health Benefits: 1988, 1993, 1996, 1998; Bu-
reau of Labor Statistics, 2000.

From spring 1999 to spring 2000, the cost of job-based insurance increased 8.3
percent, the highest increase since 1993. In 2000, the average monthly cost of single
coverage was $202, and the average cost for family coverage was $529 (Exhibit 6).13

Exhibit 6

Average Monthly Premium Costs for Covered Workers, Single and Family
Coverage, 2000
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13J. Gabel, “Job-Based Health Insurance in 2000: Premiums Rise Sharply While Coverage
Grows,” Health Affairs, September/October 2000, Vol. 19, No. 5, pp 144-151.
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All indications are that premium increases will be even higher in 2001. From
1994-1998, America enjoyed the lowest premium increases since we have been keep-
ing statistics on job-based insurance. The return of inflation is due not merely to
the health insurance underwriting cycle,24 but to a surge in underlying health care
costs, driven by prescription drug expenses. The surge in underlying health care
claims expenses suggests, unlike the insurance cycle, that the problem will not cor-
rect itself. Higher premiums mean fewer small employers can afford coverage, that
some of the costs will be shifted to workers, and more workers, especially low-earn-
ing workers will decline coverage.

The second unfavorable development is the slowing of the overall economy. Over
the past four years, record low unemployment has shielded workers from rising
costs. In fact, today workers contribute less in monthly nominal dollars for single
coverage than they did in 1996 (Exhibit 7).15

Exhibit 7

Average Monthly Worker Contribution for Single and Family Coverage,
1988-2000
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14The “insurance cycle” is the historic pattern of profitability and pricing in the health insur-
ance industry. When insurers are earning underwriting profits (profits before investment in-
come), then insurers fight for market share through fierce price competition. Claims expenses
rise faster than premiums, and eventually, most insurers realize underwriting losses. By 1996,
about three-quarters of insurers had underwriting losses. Many insurers then exited from local
markets. The insurance industry next enters a phase of catch-up pricing, where the objective
is to restore profitability rather than gain market share. Currently the industry is in the catch-
up phase of the underwriting cycle.

15Tbid., p. 147.
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Source: Kaiser | HRET Survey of Employer-Sponsored Health Benefits, 1999, 2000;
KPMG Survey of Employer-Sponsored Health Benefits: 1988, 1993, 1996, 1998

Low-paid workers are highly sensitive to the cost of health insurance. A softening
of the labor market will enable employers to pass on rising costs to workers, and
as a result, more workers will decline coverage.

Long-Term Developments

Even after nine years of economic expansion, the employer-based health system
covers a lower percentage of the U.S. population today than it did in 1977 (70.5 vs.
66 percent). The decline in coverage is concentrated among those segments of our
population least able to compete in a global, information-based economy. The per-
centage of college graduates with job-sponsored coverage remained statistically un-
changed (79 to 80 percent) while coverage fell among high school graduates from
68 to 63 percent (Exhibit 8).

Exhibit 8

Percentage of Persons Under Age 65 with Employer-Based Health
Insurance, by Education Level, 1977-1996

College Graduate Hgh School Grahuate High §ched Dcopont

ol @1%T @ PN

The most dramatic decline occurred among Americans without high school diplo-
mas, where coverage fell from 52 percent in 1977 to 34 percent in 1996. It is note-
worthy that real hourly wages for non-graduates fell 17 percent from 1973 while
real wages increased 18 percent for college graduates. Hence, the twin forces of eco-
nomic globalization and the information revolution are likely to bring about not only
gf_eat economic wealth, but also greater disparities in future income and health ben-
efits.16

Madam Chairman and members of the Ways and Means Committee, I thank you
{'{)r the opportunity to discuss the uninsured, and welcome any questions you may

ave.

—

Chairwoman JOHNSON. Thank you very much.

Mr. Gabel, do you have any information about the number of em-
ployers that provide only partial of premium coverage?

In my district, I run across a lot of employers that provide only
50 percent of the premium cost, and those people in particular are
very interested in the tax subsidy to help them stay in the plan.
Although the kinds of employments that you point to in your testi-
mony, | understand are uninsured, but there are many others out
there. For instance, the examples in my district are small manufac-

16 J. Gabel, “Job-Based Health Insurance, 1977-1998: The Accidental System under Scrutiny,”
Health Affairs, November/December 1999, pp. 62-74.
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turers, and they are doing their best to provide coverage, but it
does require the employee to provide 50 percent of the premium
and that is unaffordable to many of the workers industry.

Do we know much about this? Do we know much about what per-
centage of the employers do cover only 50 percent of the premium?
Because I think whether or not tax credits keep people in and
bring them in depends a lot on the vitality of that particular type
of plan.

Mr. GABEL. Yes, we do have such data. In fact, the data goes all
the way back to 1988. I know for each employer how much the em-
ployer contributes for each plan.

We have also analyzed how the out-of-pocket contribution for the
employee affects the take-up rate. We find that if a firm has many
higher-income workers, the contribution requirement does not re-
duce the take-up rate. If there are many low-income workers—and
by that, I mean workers making less than $20,000 a year—these
workers are very sensitive to the out-of-pocket contribution.

Chairwoman JOHNSON. Could you look at your data and get back
to me on what the cyclical impact of rising and falling premiums
has on that type of employer plan and whether that shows any dif-
ference, movement in and out, you know, employers dropping it
earlier or later than more costly plans, if you can determine that.
Thank you.

Mr. Stark.

[No response.]

Chairwoman JOHNSON. Mr. McCrery.

Mr. McCRrERY. I would like to ask both of you what you think
the outlook is for employer-provided health insurance coverage. Do
you think more employers in the future will be offering health in-
surance, or do you think fewer employers?

Dr. FRONSTIN. I think it depends. It depends on a lot of factors.

Mr. McCRERY. Like what?

Dr. FRONSTIN. One, if we have a recession and unemployment
does go up—it has not yet, despite the fact that we have slowed
down considerably—if unemployment goes up, employees will be
able to cut back, I think it will take two forms. One, I think we
will see small employers dropping coverage.

Because of the rate at which premiums have been going up for
those employers, as Jon Gabel shows in his study, he mentioned
about 8.3 percent in 2000. It was actually higher. It was over 10
percent in 2000 for small employers, and that is expected to con-
tinue.

I think we will see large employers not necessarily drop coverage.
Just about all of them offer it today, and just about all of them
have always offered it, but you will see them change the benefits
package around. You will see them ask their employees to pick up
a greater share of the premium.

The one thing that small employers do not always have flexibility
on is how much of the premium they can ask their employees to
pay. Because insurance companies often require a certain percent-
age of employees to be covered, in order for the employer to get
that high minimum participation rate, they wind up paying 100
percent of the premium.
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If you look at employee data, if you look at employees and ask
them whether or not they pay anything, you find that more em-
Floyees in large firms pay something than employees in small
irms.

This does not mean that there are not employees in small firms
that do not pay anything. There is probably two pools there de-
pending upon whether or not they are subject to minimum partici-
pation requirements. So I think certainly if the economy slows
down, we can see employers pulling back from this benefit, like
they did in the late 80’s and early 90’s when we had rising health
care costs.

Mr. McCRERY. So two things could reduce the employer coverage
in the country: number one, economic downturn which would re-
duce earnings for the businesses; number two, increases in health
care costs which would increase the premiums that they would
have to pay. Is that correct?

Dr. FRONSTIN. I think you would need both to happen at the
same time. I do not think that health benefit costs going up with-
out a recession is going to translate into more workers leaving cov-
erage because we have already seen—Jon Gabel’s data show this—
between 1998 and 2000 more small employers started offering cov-
erage. The percentage offering coverage, he has in Exhibit 1.

I hate to steal your thunder, Jon.

But it went up by 11 percentage points. I do not remember the
number for the increase in cost between 98 and ’99, but between
’99 and 2000, it was over 10 percent for these employers.

So I think if you have a strong economy, coupled with rising
health benefit costs, there is going to be some give-and-take, and
if you have a strong economy, I think employers are in a better po-
sition to pay the higher health costs. So you may not see employers
cutting back so fast.

Mr. GABEL. I am pessimistic. I am pessimistic because I believe
we are in an economic downturn. We will have a softening labor
market.

I am pessimistic because we know beyond a doubt that health in-
flation is back. What is most disturbing is that we have had a
surge in underlying health care expenses for health plans in the
last years. It has been particularly driven by higher prescription
drug expenses. We know from historical data that when you put
those two forces together, you have declining coverage.

My third reason for being pessimistic has to do with long-run
earnings of low-income workers. Health benefits are a form of in-
come. When we examine the experience of low-skilled workers, par-
ticularly those who are not high school graduates, we see a real de-
cline in wages of about 17 percent since 1973. I believe that is why
there has been a decline in coverage among non-high school grad-
uates.

Of course, when I was in school, you could get a very good job
if you graduated from high school. There were manufacturing jobs
with health coverage. Today, those graduates are in the service in-
dustry and do not get coverage.

So, for those three reasons, I am pessimistic about the future.

Mr. McCreRY. How did we get started with this—oh, my time is
up. That was a quick 5 minutes.
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Chairwoman JOHNSON. Mr. Stark.

Mr. STARK. Thank you, Madam Chairman, and I would like to
thank the witnesses.

Mr. Gabel, you show the average policy at about $2,400 and a
family policy at about $6,400, suggesting that employers pay some-
where between 70 and 90 percent; 73 to 86 percent I think is the
exact figure.

Does it then follow that if we are going to subsidize insurance
and expect people to pick up insurance in the market, then we
have to talk about subsidizing the insurance at about those rates
for people to pick it up? Does that make sense?

Mr. GABEL. I think what the research would indicate is that the
subsidies have to be very substantial.

I just went to a conference, and if I can recall the number—the
subsidy must constitute more than 50 percent of the costs.

The other point I want to make is these are employer-based fig-
ures. Those figures will be about 8-to-10-percent higher in 2001.
Second, if we are talking about buying insurance in the individual
insurance market, you are not going to get this kind of a buy. It
is just not an efficient market.

Mr. STARK. I will come back, if I can, to that in a minute.

I wanted to ask, Dr. Fronstin, if you have any information for us.
Somehow your testimony missed, I was going to say, what is a fact,
but I think it is correct, that the employers are dropping coverage
for retirees, and if these retirees are under 65, it seems to me there
is a large chunk of the “uninsured” who are in that 50-to-65 range.
Do you have any statistics on what has happened to them, or can
you comment?

Dr. FRONSTIN. Congressman Stark, our data would indicate that
there was a dropping of the retiree coverage during the late 80’s
and early 90’s, going up the FASB, Federal Accounting Standards
Board, and then after that, our numbers seem to go up and down.
That is for the early retirees.

Mr. STARK. Yes.

Mr. GABEL. For the Medicare-eligible retirees, there does seem to
be a decline.

Dr. FRONSTIN. I could submit this data when I return to the of-
fice, but what we have found is that since 1994 through 1999, the
percentage of early retirees with coverage from a former employer
have not changed at all. We hear the anecdotes about employers
cutting back on retiree health benefits. We are trying to find out
whether these cutbacks are for current retirees or future retirees.
We need a better interpretation of the types of questions that are
being asked of employers because, as of this point, it does not ap-
pear to have affected where retirees get their coverage from or
whether or not they are uninsured.

Mr. STARK. Thank you. That would be useful information.

I want to come back to Mr. Gabel for a minute. You mentioned
the Illinois experience with the bare-bones policies. Tell me, what
is the difference between somebody, say, with an income of $15-or
$17,000 and a $5,000 deductible policy and someone with no policy
at all.

Mr. GABEL. Not much.
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Mr. STARK. So that, I think that is key, and I do not know
whether Dr. Fronstin’s figures can be extrapolated. At some point,
the coverage does not amount to much, and I wanted to note that.

The only other question is whether or not these figures include—
and whether there is a difference—the folks off the books, both ille-
gal, recent immigrants who are non-citizens, citizens who choose
not to report or collect Social Security and working, as I say, off
the books. I would presume your research does not cover them be-
cause they are sort of below the radar scope. Any estimates of how
many that would add to the pot?

Dr. FRONSTIN. We are using data from the Census Bureau.

Mr. STARK. So you would include that?

Dr. FRONSTIN. If they included it, we would include it, but I do
not know that there is any way to distinguish between the two in
their data.

CﬁVIr. STARK. Thank you both very much. Thank you, Madam
air.

Chairwoman JOHNSON. Mr. Crane.

Mr. CRANE. Dr. Fronstin, as you know, the current Tax Code pro-
vides an open-ended subsidy through the employer exclusion; that
is, one receives a greater benefit for buying a more generous ben-
efit package, particularly if that individual is wealthier and in a
higher marginal tax bracket.

What has been the impact of this policy on health care, and has
this resulted in over-consumption?

Dr. FRONSTIN. I think the question is whether or not the subsidy
has resulted in over-consumption of insurance, more people being
insured than we would have had without the subsidy. If we are
talking about a higher level of income receiving a greater subsidy,
even without the subsidy, they may have the means to buy insur-
ance. So I am not sure. I think there have been some studies on
this that have tried to quantify it. We could take a look through
them, but I am not really sure exactly which direction it goes in.

Mr. CRANE. Do you think workers would be choosing different
types of health care packages if a dollar of wages equals a dollar
of benefits?

Dr. FRONSTIN. 'm sorry. Could you repeat that?

Mr. CrRANE. Do you think workers would be choosing different
types of health care packages if a dollar of wages equalled a dollar
of benefits?

Dr. FRONSTIN. Well, I guess the question really is will employers
offer a different type of benefit because employees often do not
have choice. So, if employees demand less benefits, it is possible,
but I think—you know, it is often said that we are over-insured be-
cause of the tax treatment and people are not sensitive to the cost
of health care. I think it is because people are sensitive to the cost
of health care that they have over-insured, and now that they have
had experience understanding what health care really costs, they
would rather stay with the insurance. I think even if we change
the tax treatment, given people are more risk-averse, they will
1[’)ll"obably, to some degree, stay with the insurance they already

ave.

Mr. CRANE. In your testimony, you tell us that the delay in col-
lecting and reporting data often adds to the confusion on health
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coverage and the uninsured. What can we do about this? It is frus-
trating to those of us trying to understand the current dynamics
of an always changing market; that the best data we have avail-
able is already 2 years old.

Dr. FRONSTIN. It will take more money, first of all, but if you
think about it, the way that the current population survey is col-
lected, it is in March of every year. The Census goes out and inter-
views about 150,000 people and asks them about their health in-
surance coverage for the entire prior year. So they are not waiting
that long between the end of calendar year 2000 and 2001 before
they go out in the field to collect this data, and then they do a very
good job in turning this data around in 6 months.

I do not see much room for improvement there. There are other
studies that may be able to fill some gaps, but they face the same
issues of the cost of going into the field at a certain time and speed-
ing up the process of collecting the data and cleaning the data. Cer-
tainly, they are not going to get as large a sample size as the Cen-
sus Bureau will.

Mr. CRANE. Thank you. I yield back the balance of my time.

Chairwoman JOHNSON. Congresswoman Thurman.

Mrs. THURMAN. Thank you, Madam Chairman. Thank you all for
being here today.

I think, Dr. Fronstin, you must have mentioned something about
the CHIP program. One of the things that I have followed over the
last couple of years and particularly some of the issues in Florida
that have come to bear on us is that when we decoupled the wel-
fare Medicaid program that we had an increase of uninsured chil-
dren, and I do not believe that CHIP has picked that all up. That
is actually being reflected more in the cost of the hospitals of who
they are seeing in emergency rooms and bad debt and some of
those things.

What kind of information do you have, and is there anything in
that area that we should be looking at?

Dr. FRONSTIN. Right now, there is very little information.

There is some information from Health Care Financing Adminis-
tration (HCFA) on the number of children enrolled in CHIP. That
data really is not reflected in the Current Population Survey yet
because it is only as of 1999 and you did not have that many chil-
dren. There were about 2 million children enrolled in 1999, and
there is no separate question for CHIP. So it is hard to identify
them, and it is hard to track people in the CPS over time. You just
cannot do that.

Concurrent with the decline in Medicaid coverage for children
and the increase in the uninsured, there was also an increase in
percentage of children covered by employment-based plans between
1994 and 1997. So there is a lot going on there that we do not quite
understand yet, and I think as the data becomes available, we will
get a better sense of the dynamics behind the program.

Mrs. THURMAN. Do you want to comment on that as well, Mr.
Gabel?

Mr. GABEL. I will pass.

Mrs. THURMAN. Let me ask another question. In the middle to
the late 80’s, there was a concerted effort, I think, by a lot of States
to try to put some programs together called CHIP and some of
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these organizations, and what we have found is that at the begin-
ning there seemed to be a lot of interest in those and people actu-
ally signed up. Then what happened was their costs began to rise,
and, quite frankly, then the private market started to come in and
offer all of these new plans and actually keeping costs down.

What has happened with those alliances to try for people to buy
into those markets? We kind of don’t hear about that much more
when we kind of try to group folks together to keep the costs down
and some of those issues. What is going on in that market today?

Dr. FRONSTIN. Well, in general, the alliances have not taken off.
As you indicated, in Florida, they have been closed down.

Mrs. THURMAN. Pretty much.

Dr. FRONSTIN. I think generally regarded as the most successful
one is the one in California, but even the one in California—even
that, as I recall, only enrolls a very small percentage of the State’s
population. I think one problem is many small employers do not
even know that these purchasing alliances exist.

A second problem has been that they have, in many cases, met
the resistance of the broker community which is so important in
the purchasing of health insurance for small employers. The third
problem is the HIPCS needed a big volume in order to get big dis-
counts to be effective. Since they have never achieved that volume,
they have never reached that critical threshold point to really be
successful.

Mrs. THURMAN. So part of it was marketing, people knowing
about it, having the ability to fall into those alliances?

Mr. GABEL. That is very important.

Chairwoman JOHNSON. The other area that—and just, I guess,
probably because of the part of the area that I represent—and I
have to tell you, this issue is a growing issue and it is probably
going to grow even more over the next couple of years, is this 55-
to 64-year-old that is not on Medicare. Do tax credits help them?

I mean, I do not know how that helps.

Mr. GABEL. Well, if coverage purchased in the individual insur-
ance market, the cost would be prohibitively high for a 55-64 year
old. So it would require a very substantial tax credit.

On the other hand, these people do want coverage—we are not
talking about the 21-year-old who thinks they are immortal. These
individuals are very serious and concerned about the cost of health
care.

Mrs. THURMAN. What we are hearing from our constituents is
that they may not be sick right now, they do not know that they
will not be sick before they get on Medicare, and part of what we
are doing to them is because of the prohibitive costs that they are
not going in to see their doctors, they are not doing their preven-
tive care, and at some point, they end up very sick. It has really
created a problem in the district. I can say that we hear about this
every day. So I hope we can come up with some solutions here for
those folks, and all of them.

Chairwoman JOHNSON. Mr. English.

Mr. ENGLISH. Madam Chair, insofar as I was profiting from the
line of question being advanced earlier by the gentleman from Lou-
isiana, I will yield my time to Mr. McCrery.

Chairwoman JOHNSON. Thank you, Mr. English.
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Mr. McCRERY. I thank the gentleman for yielding.

Dr. Fronstin, what is your Ph.D. in?

Dr. FRONSTIN. Economics.

Mr. McCRERY. Good.

According to the Kaiser Family Foundation, workers paid only 14
percent of the cost of self-only plans provided by their employers,
and those getting family coverage only pay 27 percent of the cost
of that coverage.

As an economist, tell me, if my employer gave me 86 percent of
the cg?st of a new car, do you think the market for Cadillacs might
go up?

Dr. FRONSTIN. As an economist, I would say that the money that
the employer is providing them for coverage really comes off their
cash wages.

Mr. McCRERY. Well, of course, it does. I did not ask that.

Dr. FRONSTIN. So are they really giving them the money for ben-
efits, or can they take it as cash wages? Plus, they are actually not
paying 14 percent because of the tax treatment.

Mr. McCRERY. You have answered my question, even though it
did not sound like you wanted to.

Of course, Cadillacs, you would need more demand for Cadillacs.
If somebody is going to pay 86 percent of the cost of my new car,
I am not going to go get a Yugo. I am going to go get a Cadillac
because I can afford it, because you pay 86 percent of the tab. You
do not have to be an economist to figure that out.

Dr. FRONSTIN. But I am questioning whether or not the employer
is—

Mr. McCRERY. But if you gave that employee wages, if you gave
that employee the equivalent in wages, instead of buying his health
insurance, and you were asked this question before—I am going to
ask it more directly. If you cashed out that employee and, instead
of spending $10,000 on health insurance, you gave him $10,000 in
wages and the employee then could go out and buy health insur-
ance, do you think he would buy exactly the same coverage, first
dollar of coverage that a single employee might——

Dr. FRONSTIN. Some will and some won’t. Some will and some
won’t. It depends upon the person. It depends upon their income
level. It depends upon what they can get in the individual market.

Mr. McCRrRERY. Well, of course, individuals vary, but, generally
speaking, do you think that employee might go shop around for a
different product that would not cost him $10,000——

Dr. FRONSTIN. I think generally——

Mr. McCRERY. So he could use some of that money for——

Dr. FRONSTIN. They will go shopping around. Certainly, they will
go shopping around, but I think they will do their best to try and
find the same product before they settle for something with less
benefits.

Mr. McCRERY. Mr. Gabel, can you give us some background on
hgw this employer coverage started and what was the rationale for
it?

Mr. GABEL. Our employer-based system is an accidental system.
Other countries will point to a legislative act such as the National
Health Care System in Britain. Ours grew out of wartime short-
ages during World War II where wages were capped due to wage
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and price controls. An executive decision was made to allow health
benefits not to be covered by this cap. Once that occurred, a very
strong growth in employer-based health insurance followed.

Mr. McCRERY. Exactly. There was no public policy thought into
this. It was just kind of an accident, and as a result now, we have
this system that leaves out a lot of people because their employers
do not provide coverage or they are in a type of work where they
are in and out of work and they do not get coverage, whatever, and
if you are a high-income worker, you get a big subsidy from the
government through the tax system, but if you are a low-income
worker, even if your employer provides coverage, you get a little
bitty subsidy from the Government. That makes a lot of sense,
doesn’t it?

Mr. GABEL. No. What if we could start all over again? I have met
very few economists, liberal or conservative, who would say an em-
ployer-based system like ours is the right system. In fact, I do not
know if I have ever met any economist who believes our employer-
based system is the right system.

Mr. McCRrERY. Well, as policy-makers, why do we continue to fid-
dle with the current system around the edges instead of offering
comprehensive solutions to health care?

Getting back to the cost issue, I guarantee you if costs continue
to rise, employer-provided coverage is going to drop, and the more
uninsured we have in this country, the greater the cry for us pol-
icy-makers to do something about it. The only thing you will hear,
I am afraid, is let the government do it. We will just pay for it, and
then you may as well just have the Government pay for everybody.
We already pay for Medicare, Medicaid, CHIPs, and now we are
going to do the uninsured, a new tax credit. We may as well just
make it easier and pay for everybody’s health care and then tax ev-
erybody.

If somebody, Dr. Fronstin, does not start worrying about costs in
the health care system and how to control those costs, we are going
to be in a world of hurt because we will be controlling the costs
through a universal budget, and a lot of people will not like the re-
sult of that, mostly me.

Chairwoman JOHNSON. I am going to recognize Mr. Pomeroy,
who is a visiting guest from the larger Ways and Means Com-
mittee, for his background in this, in insurance.

Mr. Pomeroy.

Mr. POMEROY. Madam Chairperson, you are very kind to allow
me to ask questions.

I was a State insurance commissioner in a prior life and sat
where you are testifying to this Subcommittee. This is the first
time as a Member of the Ways and Means Committee I have had
a chance to participate even as a guest on this Subcommittee, and
I really appreciate it.

I very much enjoyed Mr. McCrery’s questions and commend him
for his creative and very sincere thinking on how we can do this
better.

I have a different notion, and that is that the erosion of em-
ployer-based health care insurance will rapidly fuel cause for a full-
blown public insurance system as opposed to private coverage.
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In 1993, as we debated the Clinton health reforms, through 94,
it appeared in looking at my own constituency that the momentum
shifted significantly when those with employer-based coverage
began to have questions as to whether the reforms would change,
and change in a negative way, the kind of employer-based coverage
that gave them security for their health insurance needs.

Dr. Fronstin or Mr. Gabel, do you have any observations in terms
of whether or not employer-based coverage does achieve for our
population critical mass of quality health care insurance, thereby
being a mainstay for the ongoing support for private insurance?

Dr. FRONSTIN. Well, certainly employment-based coverage pro-
vides insurance for 90 percent of the population with private insur-
ance, and it covers 160 million people. We know most of those peo-
ple are satisfied with what they have, and are probably afraid of
what they may lose under a new system and there is a lot of uncer-
tainty about what that new system may bring. It is a lot of people
to put into a new system and experience some type of potential dis-
ruption.

Mr. POMEROY. They were very risk-averse when they began to
really perceive a threat, I believe, is what the Clinton, say, health
experiment would show us.

Mr. Gabel.

Mr. GABEL. I think public opinion polls would show that most
people who have employer-based insurance like their health plan.
They are satisfied with it, and, of course, in general, their coverage,
they generally want to keep.

Mr. POMEROY. Mr. McCrery’s point about an unacceptable level
of insured that will probably, inevitably, rise and that is totally un-
acceptable is completely correct. I have come to the conclusion that
keeping that which works in our system and building reforms for
the rest of it is better than scrapping everything and starting
anew. It is just too much of an undertaking.

That does get me to a second point, and that is a critical feature
within the employer-based coverage is the risk-pooling that takes
place. Some of the reforms would seem to pick away at risk-pool-
ing. I would cite specifically the effort by some to have small em-
ployers self-insure or do it in an association context. I think this
raises questions that you will inevitably return to, times in small
group coverage where you have almost a churning, people coming
in and out of insurance pools for very short durations of time. You
also have questions in terms of whether there is an adequate sol-
vency oversight on self-insurance associations of very small em-
ployer entities.

Dr. Fronstin and Mr. Gabel, do you have thoughts on that?

Mr. GABEL. Well, having studied the small employer market and
talking to employers for many years, my belief is we know one
thing for certain. The small employer market will never be an effi-
cient market until we make major changes in it. Specifically, in a
small employer market, so much of the premium dollar to the sales
force, to the brokers.

Small employers might be paying 30 to maybe even 40 percent
of their premium dollars for administrative expenses.

We do not have, as you noted, Congressman, the risk-spreading
in the small employer market that we do among large employers.
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IVIIr. PoMEROY. My time is about out. I want Dr. Fronstin to also
reply.

North Dakota, just for an example, is largely insured by Blue
Cross/Blue Shield and operates under an administrative component
under 15 percent, and by pooling all of the small employers in this
insured program they have, they do achieve a significant spread of
risk, although there is rating variables based upon the unique cir-
cumstances to a degree.

Dr. Fronstin.

Dr. FRONSTIN. We already have two systems now. Even if all the
small employers were pooled into that, pooled together, we have
the large employers pooled together in the sense that they are all
self-insured and have pulled out of the fully insured market. That
has implications for premiums and the way we spread risk as well,
but I think the issues you raise are important issues. They could
be addressed in legislation.

Chairwoman JOHNSON. We will have good testimony to both of
those points in the next panel.

Before I move on to the next panel, however, I want to pursue
the questioning of my colleague from Louisiana in a little different
light.

First of all, I do absolutely agree with your fundamental point,
and that is that cost is important and that, if you cannot pay for
insurance, you do not get insurance. I think that was clearly dem-
onstrated by President Clinton’s effort to cover early retirees by
opening up Medicare, and the result was that only one in five
would be able to take it because it was too costly.

On the other end of the spectrum, your Exhibit 3 does not show
it. It says it is only looking at employer-covered benefits. We do ac-
tually cover health insurance for 40 million Americans. That is
more than the entire current retired population through Medicaid.
We provide them with complete health coverage, a very generous
plan, and 2.5 million children at this time. So, if you can afford it,
you can have good health coverage, and tax credits are about af-
fordability. That is, I think, important, as we move forward, to re-
member.

On this issue of who gets the subsidy, is it correct that if I am
an employer and I buy the same plan for everyone, low income and
high income, I get the same Government deduction for the pre-
miums of every one of those participants?

Mr. GABEL. You get the same deduction whether you paid for in-
surance or gave it to them as cash wages——

Chairwoman JOHNSON. Right.

Mr. GABEL. With the exception of——

Chairwoman JOHNSON. Correct.

Mr. GABEL. How it is treated by Social Security.

Chairwoman JOHNSON. But you get the same deduction for the
premium for the high earner as the premium for the low earner,
assuming the plan is the same?

Mr. GABEL. Yes.

Chairwoman JOHNSON. Right. So, from the employer’s point of
view, they get the same deduction.

Now, from the employee’s point of view, they get the same health
care, assuming it is the same plan for everyone, correct?



39

So, when your chart here shows on Exhibit 3 that low earners
receive this very low subsidy, all that is saying is that because he
is a low earner and he pays very low taxes that his marginal tax
benefit, were he to get that as income, would not be great, but his
health benefit is enormous. So this chart is only looking at, in a
sense, economic impact on him of the Government-subsidized em-
ployer system. But it is not reflecting—if it were reflecting the
health impact, then all the bars would be equal, recognizing that
most plans are the same for all employees, most company plans are
the same for all employees, would it not?

Mr. GABEL. What you are saying is correct. But I would add that
if you are a low-income worker, you are far less likely to work in
a firm that offers health insurance. If the firm has many low-in-
come workers, predominantly low-income workers, they probably do
not have health insurance or they probably have very meager
health insurance.

Chairwoman JOHNSON. I certainly appreciate that, that most of
the uninsured are working for small firms or self-employed like cab
drivers, but if you are in a firm and many, many firms do provide
the same plan for everyone, if that were translated into income,
you would have a very marginal tax benefit. But if it is not trans-
lated into income, you get a very big benefit. So, if we are talking
about health benefits as opposed to salary—and that is why this
issue of translating this into dollars is a problem because not only
}‘s the income impact different, but the health quality access is dif-
erent.

One of the reasons tax credits are so important is that it gives
the employee more buying power, and many of those small firms
could buy a better plan, but this bill cannot be considered in isola-
tion.

I think if you hear the next panel and some of the new work that
has been done in how we cut marketing costs, how we put more
affordable policies out there, which, of course, the Commerce Com-
mittee will be responsible for discharging that kind of information,
but we also can have an opportunity here to do it, then you can
see that there is an opportunity to really enhance health benefits
through a combination of policies. I just do not want this chart to
hang out there with its impression of variability when the impact
on health benefit availability is very great for low-income workers,
especially low-income workers who work for a company that has a
good plan.

Chairwoman JOHNSON. Thank you so much for your testimony,
Dr. Fronstin and Mr. Gabel, and I look forward to hearing a little
bit more information back from you on these employers that I un-
derstand to be a rather small number of plans in the market, rel-
atively speaking, where the employee takes a much higher respon-
sibility for the premium. Thank you.

The next panel will be Lynn Etheredge, who is with the Health
Insurance Reform Project at George Washington, University; Mark
Pauly, a professor of Health Care Systems, Wharton School, Uni-
versity of Pennsylvania in Philadelphia; Sara Singer, the Executive
Director of the Center for Health Policy, Stanford University; and
Steven Larsen the Commissioner of the Maryland Insurance Ad-
ministration, Baltimore, Maryland.
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Welcome to all of our panelists, and, Lynn, thank you for your
thoughtful conversations with me over many months now, and look
forward to your testimony.

STATEMENT OF LYNN ETHEREDGE, CONSULTANT, HEALTH IN-
SURANCE REFORM PROJECT, GEORGE WASHINGTON UNI-
VERSITY

Mr. ETHEREDGE. Thank you, Mrs. Johnson. For the past several
years, there has been increasing discussion about how to use tax
policy to accomplish a number of important objectives: reducing the
number of Americans, now 42 million, who are uninsured, for
health insurance; expanding retirement plans and savings to assist
half the workers who lack employer-provided pensions; raising the
national savings rate, which is now at a 40-year low; and expand-
ing higher tax credits for education, first-time home purchase and
many other needs.

This morning I want to share with the Committee a new ap-
proach that might be useful to accomplish all of these objectives,
a flexible benefits tax credit. Let me first describe how it might
work, and then some of its major advantages.

For example, let’s assume that the Congress were to provide a
$1,000 to $1,500 flexible benefits tax credit for workers as part of
this year’s tax legislation. For workers without health insurance,
this tax credit would go to pay for health insurance, usually a pri-
vate plan chosen at the work place or maybe through a State safety
net program if the worker declined the credit in writing. In this
way, all workers would be covered for health insurance, financed
by the tax credit and their own contributions. So for workers with-
out health insurance, the tax credit goes to health insurance. For
workers who have health insurance but don’t have an employer re-
tirement plan, the $1,000 to $1,500 could be elected by them as a
payment to their retirement or savings plan, like an IRA. IRAs can
now be used for higher education, first-time home purchase and
catastrophic medical expenses. So these flexible benefits credits
could help to finance those purposes, as well as retirement. And
then, finally, the workers who have health insurance and retire-
ment plans already, could elect to take their $1,000 to $1,500 flexi-
ble benefits credit as cash income.

This example makes clear, I think the most important point
about a flexible benefits approach. It adapts, or more accurately, it
allows the American worker to adapt the tax credit assistance to
the family’s needs at one point in time. When a worker is without
health insurance—and that is usually short term, 6 or 12 months—
the credit pays a health insurance premium. When the worker has
health insurance, a flexible credit helps with other needs like sav-
ings for a home, or higher education, or retirement savings, or if
working have health insurance and a retirement plan already, they
could take the credit as cash income.

The second important point about flexible benefits is that not
only does it offer a menu for American families, it makes very effi-
cient use of taxpayer dollars compared to many stand-alone health
credit proposals. In a typical health insurance tax credit, for exam-
ple, the designers have to worry a lot about unraveling employer
group coverage, so we usually add billions of dollars, sometimes
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tens of billions of dollars, for people who already have health insur-
ance, even for employers. That just makes the current health insur-
ance subsidies more expensive. In some bills more than half the
costs go to people who already have health insurance.

Now, with a flexible benefit approach, the workers who already
have health insurance can elect new benefits in a form of cash, ei-
ther cash payment into their pension retirement account, which
they will be able to spend, or as cash income. So the workers them-
selves get the cash income, not employers.

And, third, another important aspect of flexible benefits is that
adding this flexibility to new options doesn’t really increase govern-
ment’s costs. With a $1,000 to 51,500 credit per worker, the govern-
ment’s cost is still $1,000 to $1,500 per worker, even if the Amer-
ican family has more options for spending it. For example, to put
it into a tax favored pension plan if they have that need.

Finally, one last point, and that is that this flexible benefits ap-
proach, which I lay out more in the testimony and the attached
paper, is a concept that is compatible with a large number of
health insurance tax credit ideas. And I think it broadens the po-
tential support and the potential usefulness of those ideas. It would
fit with many of the ideas that other people on the panel will be
describing.

In summary, I would suggest that the Committee think about a
flexible benefits tax credit as a new approach for helping people
meet health insurance, and also retirement and other needs. It has
important advantages, as part of a legislative strategy. And most
importantly, I think the American families and workers would wel-
come these types of benefits, as well as the ability to make choices
that meet their needs. Thank you.

[The prepared statement of Mr. Etheredge follows:]

Statement of Lynn Etheredge, Consultant, Health Insurance Reform
Project, George Washington University

Chairman Nancy Johnson and Members of the Committee, Good morning. My
name is Lynn Etheredge. For the last several years, I have been working on issues
of health insurance, retirement policy, and tax credits at George Washington Uni-
versity. My background includes more than thirty years of work, with the public and
private sectors, on health care and related issues. I am appearing today as an inde-
pendent witness.

Thank you for the invitation to participate in your discussions this morning. The
focus of my presentation will be on the idea of a “flexible benefits” tax credit. A
flexible benefits tax credit offers Congress a means to achieve health insurance cov-
erage for most uninsured workers and children, as well as to close large gaps in re-
tirement/savings plan coverage and offer a future with real economic security for
American families.

Separate tax credits for health insurance, retirement/savings plans, higher edu-
cation, first-home purchase and other purposes have been discussed for a number
of years. A “flexible benefits” tax credit is a new approach. In this statement, I will
outline major features of this approach and its advantages. A recent paper (at-
tached) provides additional material.

To start with a basic example, let us assume that the government makes available
a $1,000-$1,500 per worker “flexible benefits” tax credit for low to moderate income
workers. Here’s how the flexible benefits provisions could work:

* A worker without employer provided health insurance would be expected to use
this credit to purchase health insurance, via automatic enrollment and payroll with-
holding at his/her workplace. If a worker did not elect to use a credit to purchase
private health insurance, by declining in writing, the tax credit would be assigned
to state government for safety net coverage (a “default” option). Thus all eligible
workers would have health insurance coverage, either through a private health in-
surance plan of his/her selection or a public program. A $1,500 premium (e.g. a
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$1,000 tax credit plus about a $10/week worker contribution) would support a Medi-
care-level benefit for workers.

* A worker who has health insurance coverage, but does not have an employer-
provided retirement/savings plan, could elect to have his/her $1,000— $1,500 flexible
benefits tax credit paid into a retirement/savings plan (such as an IRA). With a
$1,500 tax credit (and $500 worker contribution) annually, a worker could anticipate
savings of $150,000 or more at retirement (in current dollars). A two-worker family
could invest twice the amount and have twice the total account balance. IRA funds
can now be withdrawn for higher education, first-time home purchase, and cata-
strophic medical expenses. Early distributions from retirement/savings plans that
use flexible benefits tax credits could similarly be made available for these purposes.

* A worker who already has employer-provided health insurance and a retire-
ment/savings plan could elect to receive his/her $1,000-$1,500 flexible benefits tax
credit as cash income.

For American families, a flexible benefits tax credit would thus offer a menu of
assistance options from which they could choose depending on their differing cir-
cumstances, as well as on how their needs change over time. While 42 million Amer-
icans now lack health insurance coverage, measured at a point in time, lack of
health insurance coverage is most often a short-term problem—for example, six
months to a year. At other times, a family’s financial needs may include higher edu-
cation or first-time home purchase. For older workers, such as baby-boomers, retire-
ment savings becomes an important issue. About one-half of the workforce now
lacks employer-offered retirement/savings plans.

A flexible benefits tax credit could also be used to provide incentives for coverage
of uninsured children, particularly the 94% of uninsured children below 200% of
poverty—6.7 million children—who are already eligible for Medicaid or SCHIP but
are not signed up. Workers could be required to have health insurance for their chil-
dren (signing them up for SCHIP or Medicaid, or purchasing private coverage) as
a condition for receiving flexible benefits tax credits for their own health insurance
coverage. The flexible benefits tax credit would be an incentive, e.g. $2,000/couple,
for childrens’ coverage.

As illustrated by the above example, a flexible benefits tax credit design can
broaden benefits (and potential political support) without additional budget costs. If
there were a $1,000-$1,500 per worker single-purpose tax credit, for example, ex-
panding it into a flexible benefits tax credit (to include such benefits as retirement
savings, higher education, first-home ownership, etc.) would not increase govern-
ment’s budget costs (which would still be $1,000-$1,500 per worker). But it would
offer workers more opportunities to use such credits and would appeal to advocates
for more causes.

A flexible benefits tax credit also maintains incentives for employer group health
insurance. Stand-alone health insurance tax credits often include higher subsidies
for employers’ health insurance to lessen the chances of unravelling employer group
coverage. This just makes current subsidies more expensive. A flexible benefits tax
credit handles these issues directly and with potential public appeal. It provides the
same tax credit for workers with and without employer health benefits, and this
maintains the existing tax advantages for employer group insurance. Workers who
now have employer group health insurance could elect to receive their flexible bene-
fits tax credit as cash (a retirement/savings plan contribution or immediate income).
This gives these workers, rather than employers, the additional income.

A flexible benefits tax credit offers a means to close the major gaps in health in-
surance coverage—which are mostly among workers and their families—and in re-
tirement/savings plans. The national savings rate, for example, is now at its lowest
rate in more than 40 years, and many in the baby boom generation are not saving
enough for retirement. Increasing savings thus can be a prudent investment in the
economy’s growth, as well as in the financial security of American families.

A flexible benefits tax credit would be compatible with a number of different tax
reform ideas. The attached paper provides a more detailed discussion, including two
examples, and estimates for increased coverage and federal budget costs. A $1,000
per worker tax credit targeted for about 2/3 of the workforce, for example, would
cost about $70 billion annually, or $785 billion (inflation adjusted) over 10 years,
less than 30% of the available $2.7 trillion surplus. The paper also considers topics
such as Medicare benefits as a benchmark, the role of employers, automatic enroll-
ment, flat credits for lower-income workers, direct payment of credits to health and
retirement/savings plans, and federal-state regulatory roles.

In closing, let me return to my opening observations. A flexible benefits tax credit
offers a new approach to accomplish many of the goals that this Committee has
been considering in separate legislative proposals. A flexible benefits tax credit
could achieve health insurance coverage for most uninsured workers (with Medi-
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care-level benefits) and children, and offer a future with real economic security for
American families (several hundred thousand dollars of retirement savings). These
would be important benefits for many millions of American families, and a flexible
benefits tax credit would give them new choices to elect such benefits. I believe they
would welcome these benefits and these choices.

———
Chairwoman JOHNSON. Thank you, Mr. Etheredge. Dr. Pauly.

STATEMENT OF MARK V. PAULY, PH.D., PROFESSOR, HEALTH
CARE SYSTEMS, WHARTON SCHOOL, UNIVERSITY OF PENN-
SYLVANIA, PHILADELPHIA, PENNSYLVANIA

Dr. PaurLy. Thank you, Madam Chairman and Members of the
Committee for inviting me today. I am Mark Pauly, Professor of
Health Care Systems and Economics in the Wharton School at the
University of Pennsylvania. I am happy to be here today to discuss
the results of my research and policy analysis with Bradley Her-
ring, now at Yale, that appeared in a recent issue of Health Affairs.

We analyzed options for the design of refundable tax credits in-
tended to assist people in buying health insurance. We focus on the
most numerous population group among the uninsured, those who
are not poor, but have family incomes too low to allow everyone to
afford health insurance. If you define this group as people with in-
comes between 125 and 300 percent of the poverty line, 40 percent
of the uninsured fall into this category.

There are three important characteristics about this group of un-
insured people. First, there is general agreement that they are un-
insured primarily because the premiums for insurance are high rel-
ative to their incomes. The problem is affordability, and there is no
better solution to this problem than a subsidy that lowers the net
premium for insurance. Hence, critics of this approach who say it
will be ineffective cannot at the same time maintain that the prob-
lem is lack of affordability.

Second, people in this group can nevertheless afford to pay some-
thing for their insurance, just not the whole premium. In fact, most
people in this income bracket do obtain private insurance, and even
the uninsured on average pay substantial amounts out of pocket for
medical care. For them, even a partial credit, what some critics of
this approach call a “10-foot rope for someone in a 30-foot hole” is
of considerable value because they do have some resources. They
have some rope down in the hole themselves, and the trick is to
figure out how to tie the pieces together.

Finally, as we emphasized at great length in the article, all esti-
mates of the impact of tax credits are fraught with uncertainty,
and therefore it is important to build in flexibility in any policy de-
sign, rather, I think, than regulating to prevent anything possible
that could go wrong.

The most important design