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PREFACE

A major issue in the debate over national health insurance (NHI) centers on the
degree to which NHI legislation should be used to redistribute income. The present
report casts new light on this problem by providing a quantitative analysis of the
income redistribution produced by four prototypical bills currently before the
Congress.

Bridger M. Mitchell, Ph.D., is a senior staff economist at The Rand Corporation.
William B. Schwartz, M.D., is Chairman of the Department of Medicine and
University Professor at Tufts University, and a consultant to The Rand Corporation.
This research was supported by a grant from the U.S. Department of Health,

"Education, and Welfare and was carried out while Dr. Schwartz was a Macy Faculty
Scholar in 1974-1975. B
An abbreviated version of this report appears in Science, May 14, 1976.






SUMMARY

The way in which the costs of a national health insurance (NHI) program are
to be distributed among various income groups has become a central issue in the
debate over health insurance legislation. Since there has been no previous
quantitative analysis of this issue, we begin this study by analyzing the tax burden
and redistribution of income that would be produced by four prototypical NHI bills:
the Administration, Kennedy-Mills, Corman-Kennedy, and Long-Ribicoff bills. We
then examine the value judgments that are reflected in the financing provisions of
the various bills and identify both areas of agreement and of unresolved controversy
among the sponsors of health insurance legislation. Finally, we consider the
philosophical disagreement between proponents of a payroll tax and of a premium
and bring into view possible areas for compromise between opposing factions.

DESCRIPTION OF THE PROTOTYPICAL BILLS

The Administration and Kennedy-Mills bills have important similarities in that
they cover a comprehensive range of health care services and require nearly identi-
cal out-of-pocket payments by the individual seeking care. Each bill would require
total tax revenues of some $45 billion for fiscal year 1975 to fund the health care
of persons under age 65. The two bills differ significantly, however, in their financ-
ing: The Administration bill would rely principally on premiums, whereas the
Kennedy-Mills bill would rely primarily on a payroll tax; in each case, costs would
be shared by employees and their employers.

The Corman-Kennedy bill provides a mix of services similar to those of the
Administration and Kennedy-Mills bills, but eliminates all out-of-pocket payments.
The total tax revenues needed would be $64 billion, half to be raised by payroll taxes
and the other half by income taxes.

The Long-Ribicoff bill differs sharply from the other three bills in the coverage
that it provides. Workers earning more than $5000 per year are protected only
against “catastrophic” health care costs; the bill presumes that all those above the
$5000 level will continue to purchase private coverage for basic health care services.
However, families earning less than $5000 per year would be provided not only with
catastrophic protection but also with comprehensive coverage for basic services; as
a result, their out-of-pocket payments would be nominal. The required tax revenue
of $16 billion (to be raised by income and payroll taxes) is substantially less than
under the other three bills.

DISTRIBUTION OF TAX BURDEN AND OUT-OF-POCKET
EXPENSES

Our analysis of the distribution of the tax burden and of out-of-pocket payments
under each bill has focused on a family of four with one full-time wage earner. Under



any given bill, the tax burden is determined by the combination of premiums, payroll
taxes, and income taxes that is used to raise the revenues needed to pay for the
mandated insurance benefits. The level of out-of-pocket payments is determined by
the coinsurance and deductible provisions of a particular proposal. Together these
costs represent the total burden of a health insurance program.

The total burden across income groups that would result from each legislative
proposal can be summarized as follows:

1. The total burden on middle-income families under the Administration,
Kennedy-Mills, and Corman-Kennedy bills would be of roughly the same
magnitude, about $1000 per year at an income level of $12,000 to $15,000
per year.

2. The total burden on low-income working families would be substantially
greater under the Administration bill than under the Kennedy-Mills and
Corman-Kennedy bills. At an income level of $3000, the burden would be
over $600 under the Administration bill, compared with a.burden of less
than $200 under the other two bills.

3. Thetotal burden at high-income levels would be substantially larger under
the Corman-Kennedy bill than under either the Administration bill or the
Kennedy-Mills bill. At an income level of $50,000, for example, the burden
would be nearly twice as large: $4000 vs. $2200 and $2500, respectively.

4. The Long-Ribicoff bill, because it provides nearly complete coverage for
low-income families but only “catastrophic” benefits for the rest of the
population, would impose a total burden of only about $100 on families
earning less than $5000. The total burden on higher-income families would
be similar to that of the Administration bill.

REDISTRIBUTION OF INCOME

The redistribution of income created by health insurance financing can be meas-
ured by comparing the value of the health services that a family consumes with the
total burden of payments that it must make. When the consumption of services is
greater than the burden of payments, a net gain in income results; whereas if the
total burden éxceeds consumption, there is a net loss. Each bill would cause some
redistribution of income beyond that produced by current public financing of health
care programs. The additional redistribution that each bill would generate differs
sharply: The Administration and Long-Ribicoff bills would produce a negligible
increment of income redistribution; the Kennedy-Mills bill, a moderate increment;
and the Corman-Kennedy bill, a very large increment. For example, at an income
level of $50,000 per year, the Corman-Kennedy bill would cause an incremental loss
of nearly $2000 per family, whereas the other two bills would produce incremental
losses of only $200 to $600. '

IMPLICATIONS OF THE FINANCING PROVISIONS

Our analysis of the financing provisions of the prototypical bills reveals areas
of hoth consensus and controversy among NHI proponents. There is widespread




consensus on three principal points: (1) low-income individuals should have im-
proved access to health care, and this goal should be achieved by reducing out-of-
pocket payments for health services; (2) the tax burden on the poor should be kept
at a low level, and the costs of subsidizing such favorable tax treatment should be
distributed progressively by use of the income tax; and (3) individuals at all income
levels should be provided with protection against “catastrophic” health care expen-
ditures.

Continued controversy over NHI financing revolves around two major issues.
The first involves the extent to which additional national resources should be ex-
pended on the health care of families above the lowest income levels. Differences of
opinion on this issue are reflected in the level of out-of-pocket payments required
under a given program. Among the four prototypical proposals, the Long-Ribicoft
bill produces the smallest increase in national expenditures ($3 billion) and the

- Corman-Kennedy bill the largest ($13 billion). The second issue concerns the extent
to which, for any given level of spending on health care, an NHI program should
redistribute income. Here, controversy is sharpest between advocates of a premium-
based program (Administration), who wish to minimize redistribution of income,
and advocates of a payroll tax approach (Kennedy-Mills bill), who seek to shift
income toward those at lower earnings levels.

‘Our analysis of the Administration and Kennedy-Mills proposals indicates that,
contrary to generally held views, each bill imposes a similar tax burden on middle-
and upper-income taxpayers. Our analysis further indicates that, under the Ad-
ministration bill, a subsidy designed to reduce the premium payments of those
earning less than $12,000 to the level imposed by a payroll tax program would only
slightly increase the burden on middle- and upper-income taxpayers. This finding
suggests that resolution of the political stalemate over national health insurance
might bé achieved through the adoption of a subsidized premium program. Under
such a compromise, premium advocates would agree to a moderate degree of addi-
tional income redistribution in order to preserve administration of the program by
private insurers, while payroll tax advocates would yield on their goal of public
insurance in order to reduce the financial burden on lower-income families.
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‘1. INTRODUCTION

The decision on how to finance a national health insurance program will have
important political and social consequences, and the choice of a funding mech-
anism has therefore become the subject of major controversy. The method of
financing will, for example, determine whether the public or the private sector
will have primary responsibility for the new program. If premiums paid by em-
ployers and employees are the principal source of revenues, the program will be
operated by private insurance companies; but if a payroll tax is the major revenue
source, managerial responsibilities will be shifted to a government agency.

_ Of even broader social significance are two other issues related to financing.
First, how much of the nation’s resources should be allocated to the health sector?
Monies spent on delivery of health care are, of course, not.available for other.
important national needs. Second, how are the costs of a new insurance program to
be shared and to what extent will such a program serve to redistribute income from
the more to the less affluent?

The extent to which the total national resources allocated to health care should
be increased has been widely discussed [10, 16] and will not be considered in detail
here. Instead, we will analyze the financing provisions of major health insurance
bills before the Congress to bring into view both the distribution of costs and benefits
under each type of proposed legislation and the social impact of alternative financ-
ing mechanisms.

Our analysis will be carried out in several steps: First, we will compute the tax
burden and out-of-pocket expenses imposed across income groups by four prototypi-
cal bills. Second, we will estimate anticipated consumption of health services at
various income levels and will present detailed data on the degree of income redistri-
bution that each bill will produce. Third, we will examine the value judgments that
underlie the various financing proposals and identify key points of consensus and
controversy. Finally, we will compare the effects of the major bills and propose a
compromise that may help to resolve the controversy over how to finance national
health insurance.



II. BASIC CONCEPTS IN THE FINANCING OF NATIONAL
HEALTH INSURANCE

The total cost (dollar burden) of a national health insurance program can be
financed by two components. The first, consisting of tax payments, provides a pool
of revenue from which the insurance plan pays a portion of the patient’s health care
costs. The second, consisting of out-of-pocket payments, represents the expenditures
that the patient must make when he obtains services (only one major bill, as will
be discussed later, has no requirement for cost-sharing by patients).

To raise revenues for the tax portion of a national health insurance bill, three
mechanisms are under consideration: an income tax, a payroll tax, and a premium. '
As shown in Fig. 1, each raises a different amount of revenue from various income
groups. For this reason, the choice of a given tax, or combination of taxes, is an
important determinant of the income redistribution that will be produced by any
insurance program. A premium imposes a burden that is constant across income
groups (horizontal line in Fig. 1) because it is set at a level equal to anticipated
insurance benefits.? A payroll tax imposes a burden that rises in proportion to
earnings up to some maximum level (in this example $17,000), after which no
further payment is exacted. An income tax imposes a burden that rises progressively
as a function of income and therefore produces the greatest degree of income redis-
tribution.

None of the proposed NHI bills, it should be noted, envisions using a single tax
to finance a national health insurance program; each bill proposes that either a
payroll tax or a premium provide between 50 and 80 percent of the revenues, and
that the income tax provide the remainder. The proportion of total revenues raised
by income taxes will, of course, be the most important determinant of the degree to
which a bill causes income redistribution. :

The second major component of dollar burden, the individual’s out-of-pocket
payments, will be determined by the coinsurance and deductible provisions of a
given proposal. A coinsurance provision requires that a patient pay some fixed
percentage of each dollar spent on health services. A deductible provision requires
that he pay all costs up to a specified amount before his insurance coverage becomes
effective. Each NHI bill that requires such payments provides for a reduced amount
of cost-sharing by low-income families; this reduction in out-of-pocket payments
serves as a second mechanism (along with taxes) for redistributing income.

! Premiums have been included as a form of taxation because the financial inducements for an
employee to join a mandated program are such that almost all the working population could be expected
to participate. Note that we use the term “income tax” to denote the sources of general revenues—
personal income and corporate profits taxes—that would fund most NHI proposals (see Appendix A).

2 Premiums are not set at a single level for the entire population but rather at a level equal to the
benefits that the insurer expects Yo pay to a particular group of employees. For this reason, there will
be some variation around a mean value such as that shown in Fig. 1.



700 <700
r / |
I /]
500! / ~60C
L/
/\V/ |
&,
=00~ s/ =500
| /
| S/ |
/ |
aook oo
TAX BURDEN - / ru
PER FAMILY y ‘
/ |
(DOLLARS) .01 y 300
/ PAYROLL TAX |
ety
200r Ryl PREMIUMS _ °%°
e - // {Anticipated Benefits)
100+ ,/’, // —~100
e
/ e
- )
<7 ) . . .
o 10 20 30 40 50
FAMILY INCOME
( THOUSANDS OF DOLLARS)

Fig. 1—Tax burden across income groups imposed by a payroll
tax, an income tax, and a premium in order to raise $10 billion
of revenue

In this and succeeding figures, the curves represent the tax burden on a family of

four with a full-time wage earner ("'reference family™). The “income tax” curve

includes the burden of both the personal income tax and the corporate profits tax

{see Appendix A). The payments shown in the figure, if multiplied by the number

of families at every income level, would not total to $10 billion because such a

calculation does not include payments made by single persons or by families of a
~ composition different from that of the reference family.



IT11. THE TAX BURDEN AND INCOME REDISTRIBUTION
PRODUCED BY FOUR PROTOTYPICAL NATIONAL
HEALTH INSURANCE BILLS

In this section, we will examine the tax burden, out-of-pocket costs, and effects
on income distribution of four prototypical health insurance proposals: the Adminis-
tration, Kennedy-Mills, Corman-Kennedy, and Long-Ribicoff' bills. The specific
proposals may, of course, be modified or resubmitted in somewhat different form, but
the basic character of each is such that in the aggregate they embrace the full range
of options likely to be considered by the Congress, both in terms of the extent and
generosity of coverage and the nature of the financing mechanisms. -

Throughout the discussion we will direct primary attention to the effects of the
proposed legislation on the under-65 working population, using as our reference unit
a family of four with one full-time worker. The effects on those other than our
reference family, and the costs of care for those over age 65, will be dealt with briefly
later. All dollar values are expressed in terms of fiscal year 1975.°

ADMINISTRATION, KENNEDY-MILLS, AND
CORMAN-KENNEDY BILLS

The Administration, Kennedy-Mills, and Corman-Kennedy bills will be consid-
ered together because the fundamental features of each are sufficiently similar (see
Table 1) that they lend themselves to convenient cross-comparison. All three bills
(unlike the Long-Ribicoff bill, which will be discussed later) mandate a nearly identi-
cal package of basic health services for the entire population: hospital care, physi-
cians’ services, and laboratory and radiological studies. Moreover, because services
provided by the bills are so extensive, each would largely replace both existing
private insurance coverage and current Medicaid plans for low-income groups.

There are, by contrast, substantial differences in the financing provisions of the
three bills. As shown in Fig. 2, the Corman-Kennedy bill and the Kennedy-Mills bill
derive halfor more of their revenues from a payroll tax, whereas the Administration
bill relies primarily on a premium. Furthermore, although each plan uses the
income tax to raise a portion of its required revenues, the Corman-Kennedy bill
depends more heavily on the income tax than do the others.

The provisions for out-of-pocket payments also differ among the three. The
Corman-Kennedy bill has no cost-sharing requirement, whereas both the Kennedy-
Mills and Administration bills have a deductible provision ($150 per person), as well
as a coinsurance clause that requires payment of 25 percent of all costs incurred
after the deductible is satisfied. Each of these latter proposals does, however, set an

3 We have projected all values to fiscal year 1975 on the basis of the rate of inflation that was occurring
in the health sector immediately prior to 1975 (see Appendix B). Our projections thus incorporate lower
rates of price and wage increases than have actually occurred in the last year; the values shown are,
therefore, approximately 3 percent too low. To preserve comparability among the bills, we have removed
the costs of long-term nursing home and custodial care from all of our estimates.

4
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Fig. 2—Tax burden imposed on the nation By'each of four prototypi-
cal health insurance bills under consideration by the Congress

The income-tax component includes the funding of existing health care programs that
would be continued, as well as of new services specified under each bill. The small

pavroll-tax component under the Administration bill is used to finance the program
for care of the disabled (see Appendix C).

upper limit on out-of-pocket payments: $1000 in the Kennedy-Mills bill and $1500
in the Administration bill.

Tax Burden

As shown in Fig. 2, the total tax burden for the health care of the under-65
population is very similar under both the Kennedy-Mills and Administration bills,
amounting in each case to some $45 billion (based on the cost of medical services in
1975). By contrast, the burden imposed by the Corman-Kennedy bill is much larger,
amounting to $68 billion.*

Table 2 and Figs. 3 and 4 demonstrate that, although the total tax burden
imposed by the Administration and Kennedy-Mills bills is nearly the same for both
bills, the way in which the burden is distributed across income groups under the two
bills is very different.® Only at an income level in the range of $15,000 per year is
the impact of the two bills similar; at lower-income levels, the Administration bill

* In brief, the values for the tax burden were obtained as follows: Total expenditures were first
estimated for the year 1975, and the anticipated increase in expenditures caused by reduced out-of-pocket
payments (“induced demand”) was calculated for each bill. From these figures, the total costs of the
program were estimated, and the tax burden imposed by the bill was then determined. To obtain the tax
burden at each income level, the appropriate tax rates were applied to the total tax burden (see Appen-
dices B and C).

s For every bill, the employer’s portion of a premium and of a payroll tax is shown as a burden on
the employee because in the long run the employer will, in nearly all instances, be able to shift these
costs to his workers (see Appendix E).



Table 2

Tax BURDEN AT REPRESENTATIVE INcOME LEVELS UNDER FOUR
ProtoTyPICAL BiLLs BEFORE THE CONGRESS®
(FAMILY OF FOUR WITH ONE FULL-TIME WORKER)

Prototypical Bills

Family Income | Administration | Kennedy-Mills | Corman-Kennedy Long-Ribicoff
$ 3,000 $ 460 $ 130 $ 190 $ 25
6,000 640 280 410 65
9,000 690 450 660 120
12,000 ' 730 600 880 170
15,000 780 780 1140 230
20,000 880 1080 1570 310
30,000 1140 1410 2240 530
40,000 1450 1760 . 3030 790
- 50,000 - 1780 2140 3880 © 1070

NOTE: The values shown in this and subsequent tables in the text have been'rounded
to the nearest $5 when they are under $100, and to the nearest $10 when they are over
$100.

aCalculation of the tax rates and tax burden for each income group is described in
Appendices A and C. The “income tax’’ component of the tax burden includes the indi-
rect burden of the corporate profits tax, as well as the direct burden of the personal in-
come tax. Under the Administration bill, the abrupt reduction in the tax burden below a
$5000 income is accounted for by the elimination of the employee’s share of the premium.

2500

2000
GCOSsT
PER FAMILY

(DOLLARS)

1000

500

FAMILY INCOME
(THOUSANDS OF DOLLARS)

Fig. 3—Administration bill: tax burden, out-of-pocket payments, and
“other” costs across income groups

The "income tax” component of the tax burden in this and succeeding figures includes both
personal income and corporate profits taxes (see Appendix A). The abrupt reduction in tax
burden and out-of-pocket payments below an income level of $5000 is accounted for by the
elimination of the employee’s share of the premium and by provisions for reduced cost-
sharing.
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Fig. 4—Kennedy-Mills bill: tax burden, out-of-pocket payments, and
“other’ costs across income groups .

is considerably more burdensome than the Kennedy-Mills bill (by $300 to $400),
whereas at higher-income levels, the situation is reversed.

The Corman-Kennedy bill, although it raises approximately 50 percent more
total revenue than the other bills, places a much smaller burden on low-income
families than does the Administration bill; this burden, moreover, is only slightly
larger than that imposed under the Kennedy-Mills bill (see Fig. 5 and Table 2). At
high-income levels, on the other hand, the tax burden imposed by the Corman- .
Kennedy bill is approximately twice as large as that imposed by the other two
proposals; e.g., at an income level of $50,000 per year, the tax burden is nearly $4000

as compared with approximately $2000 under both the Administration and Kenne-
dy-Mills bills.

Out-of-Pocket Expenses

As shown in the middle sections of Figs. 3 and 4, the average out-of-pocket
expenditures at all income levels above $10,000 are similar under the Kennedy-Mills
and the Administration bills, amounting in each case to some $300 (see Appendix
D). Out-of-pocket payments for low-income families (those earning less than $5000)
are reduced to approximately $200 under the Administration bill and are eliminated
under the Kennedy-Mills bill. As mentioned carlier, under the Corman-Kennedy
bill, there are no out-of-pocket expenses for any income group.

Total Burden

In Figs. 3 through 5, the top curves represent the total dollar burden across
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Fig. 5—Corman-Kennedy bill: tax burden, out-of-pocket
payments, and ‘“‘other” costs across income groups

income groups under each bill. Total burden, as shown in each figure, consists of the
tax burden, out-of-pocket payments, and a small “other” component required for the
support of government programs which provide services that would otherwise be
made available through a national health insurance plan (e.g., Maternal and Child
Health and Veterans Administration programs).

Three features of these figures and of Table 3 are of particular note:

1.

The total burden on middle-income families under the Administration.
Kennedy-Mills, and Corman-Kennedy bills is of roughly the same magni-
tude; e.g., at an income level of $12,000 to $15,000, the total payments
under all three are in the range of $1000 per year.

The total burden on low-income working families is much greater under the
Administration bill than under the other two bills; e.g., at an income level
of $3000, total payments are over $600 under the Administration bill as
compared with payments of less than $200 under each of the other two
bills. :

The total burden at high-income levels is substantially larger under the
Corman-Kennedy bill than under either the Administration or the Kenne-
dy-Mills bills; e.g., at an income level of $50,000, payments are nearly twice
as large ($4100 vs. $2200 and $2500, respectively).

Income Redistribution

A family’s net gain or loss of income under a given health insurance plan is
determined by the difference between the value of health services that it uses and
the costs it incurs in acquiring care (taxes, out-of-pocket costs, and “other” expen-
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Table 3

ToraL BURDEN (Tax + OuT-0F-POCKET PAYMENTS + OTHER COSTS) ACRrOss
Income LeveLs Unper Four ProtoryPicAL BiLis BEFORE THE CONGRESS®
(FAMILY. OF FOUR WITH ONE FULL-TIME WORKER)

[

Disposable Prototypical Bills
Family - -
Family Income Income Administration | Kennedy-Mills | Corman-Kennedy | Long-Ribicoff
$ 3,000 $ 2,410 $ 640 $ 130 $ 190 $ 40
6,000 4,700 990 490 410 590
9,600 6,960 1040 750 670 870
12,000 9,260 1090 900 900 990
15,000 11,550 1140 1070 1170 i 1060
20,000 ’ 15,280 1240 1380 1610 1150
. 30,000 22,380 1520 . 1720 2320 _ 1420
40,000 29,440 1860 2080 3180 1730
*50,000 36,050 2220 2470 4080 <. 2070

aCalculation of cut-of-pocket payments is described in Appendix D. The income tax component of
the tax burden includes the indirect burden of the corporate profits tax, as well as the direct burden of
the personal income tax.

bCalculated from total effective tax rates in 1966 for federal, state, and local taxes, variant 1c, Table
4-8 in {19]. These rates include the individual income tax, corporate income tax, property tax, sales
and excise taxes, payroll taxes, and personal property and motor vehicle taxes.

ses).® Figures 6 and 7 define the pattern of income redistribution produced by the
Administration, Kennedy-Mills, and Corman-Kennedy bills; the cross-hatched areas
indicate-net gains of income and the shaded areas, net losses. The line representing
consumption of services under a given bill is an approximation that reflects the
effects of many factors, including the extent of services covered, amount of cost-
sharing required under the bill, and level of education and ease of access to care (see
Appendix D). The line representing total burden is taken from Figs. 3 through 5.

As is apparent from the figures and Table 4, the earnings level at which a family
switches from a position of net gain of income to net loss varies markedly among
the bills. Under the Administration bill (Fig. 6), the switch occurs at a low income,
approximately $5000 per year, with the result that most working families emerge
as net losers. (This net loss on the part of nearly all working families serves chiefly
to subsidize services for low-income families without a full-time worker.) Under the
Kennedy-Mills bill (Fig. 6), the switch occurs at approximately $11,000, meaning
that nearly all low-income families are net gainers at the expense of those in middle-
and upper-income groups. Under the Corman-Kennedy bill, which relies more heavi-
ly on the income tax than do the other two bills, the shift from gain to loss occurs
at a still higher level, about $15,000 (Fig. 7). Furthermore, the net loss at higher-
income levels under the Corman-Kennedy bill is considerably greater than under
the other two proposals. For example, at an income level of $50,000 per year, the
net loss of $2900 is nearly twice as large as that exacted by the Administration or
the Kennedy-Mills bills ($1300 and $1600, respectively).

® In terms of welfare economics, our measure of income redistribution overstates benefits to the extent
that a family, if given the chance, would purchase less coverage than that mandated.
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Fig. 6—Income redistribution under the Administration bill and the Kenne-
dy-Mills bill

The cross-hatched area below the “total consumption” line represents net gains of income and
the shaded area above the consumption line represents net losses. The average total consump-
tion of services has been assumed constant, except for low-income groups (see Appendix D). The
higher values shown for the total consumption of low-income families are accounted for by
reduced requirements for out-of-pocket payments by such families.
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Fig. 7—Income redistribution under the Corman-Kennedy bill

The cross-hatched area below the “total consumption” line represents net
gains of income, and the shaded area above the consumption line represents
net losses. Because the bill has no cost-sharing provisions, the average total
consumption of services has been assumed constant for all income groups (see
Appendix D).
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Finally, we should emphasize that a major portion of the net losses at the
upper-income levels does not, in fact, represent a new burden created by the bills.
Because each bill would continue to redistribute income to low-income, nonworking
families who now receive benefits from existing programs such as Medicaid and
neighborhood health centers, the increment in redistribution would in every in-
stance be appreciably less than the total redistribution (see Table 4). As a result,
under the Administration bill, there is virtually no incremental loss of income
among families earning between $5000 and $30,000; and even at earnings levels
above $30,000, the changes are small, amounting to no more than $100 or $200.
Under the Kennedy-Mills bill, the changes are more substantial, but only the Cor-
man-Kennedy bill produces a major incremental change, e.g., a loss of approximate-
1y $2000 at an income level of $50,000."

LONG-RIBICOFF BILL

We have reserved the Long-Ribicoff bill (Fig. 8) for separate discussion, because,
unlike the other three bills, it would have no effect on the basic insurance coverage
of the great majority of families. Families earning more than $4800 a year will
receive coverage that consists solely of protection against massive (“catastrophic”)
expenditures; benefits will become available only after out-of-pocket or private in-
surance payments in a given year have reached a level of $2000 to $6000, depending
on the type of medical expenses (see Table 1). The typical family earning more than
$4800 can therefore be expected to maintain its existing private coverage for basic
health care services and to face the same high level of out-of-pocket expenditures
as it does at present.? Families earning less than $4800 per year will receive quite
different-treatment in that they are excused from essentially all out-of-pocket pay-
ments and are thus provided with full insurance coverage.®

Tax Burden

The tax burden under the Long-Ribicoff bill is highly progressive because two-
thirds of the funds are derived from the income tax (see Table 2 and Fig. 8). As a
consequence, families in low-income brackets will pay less than $100 per year in
taxes, whereas those in high-income brackets will pay as much as $1000 per year.
(The revised version of the Long-Ribicoff bill, introduced in October 1975, would
eliminate cost-sharing for catastrophic coverage and thereby increase the tax bur-
den shown in the tables and figures by about 5 percent.)

Income Redistribution

The largest fraction of the tax revenues raised by the Long-Ribicoff bill will

7 Because of the technique used in our calculations, the difference in the amount of redistribution
produced by the Corman-Kennedy bill is understated by a small amount. This understatement occurs
because the Corman-Kennedy bill shifts the state-funded portion of the current Medicaid program to
federal taxpayers, whereas under the Administration and Kennedy-Mills bills, the revenues for funding
the Medicaid program would continue to be raised by somewhat less progressive state taxes.

¢ Under the Long-Ribicoff bill, some 40 percent of out-of-pocket expenses would be in the form of
premium payments for voluntary insurance.

® The Long-Ribicoff bill also provides that if a family earning more than $4800 spends all of its income

. in excess of that amount on medical care, it is then entitled to full coverage for the remainder of that
“agigar. This provision will be of benefit to only a small number of families (see Appendix D).
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Fig. 8—Long-Ribicoff bill: tax burden, out-of-pocket payments, and
“other” costs across income groups )

subsidize the health care of low-income groups. Families below the $4800 earnings
level will be net gainers to the extent of approximately $900 per year. Middle- and
upper-income families, except for the 1 to 2 percent suffering catastrophic illness,
will face a net loss of income. However, because the health care of many low-income,
nonworking families is already heavily subsidized by public funds, the incremental
effect of the Long-Ribicoff bill on income redistribution of middle- and upper-income
families will be quite small, amounting to a net loss of $50 at an income level of
$20,000 and $170 at a level of $50,000.

EFFECT OF PROPOSED LEGISLATION ON OTHER THAN A
FAMILY OF FOUR WITH A FULL-TIME WORKER

In the following paragraphs, we briefly examine the effects of the proposed
legislation on single individuals, on families without a full-time worker, and on the
over-65 population.

Single individuals: Under all bills, single individuals will incur smaller net
gains (or larger net losses) than will families at the same income level; although a
single individual consumes‘fewer services than a family, he pays a similar amount
of income and payroll taxes. The Administration bill is less discriminatory toward
individuals than are the other proposals, because it reduces a single person’s premi-
um to reflect his smaller anticipated benefits.

Families without a full-time worker: Families without a full-time worker will
be in a favorable position under all the proposed bills. Such families, because they
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have limited incomes, will typically pay little tax and will not be required to make
appreciable out-of-pocket payments (see Appendix D). As a result, they will be net
gainers in amounts ranging from $800 to $1200. For nonworking families who are
not covered by Medicaid or other public programs, nearly all of this gain will
represent an increment in income redistribution. Families that are presently cov-
ered by public programs will have an incremental gain that is dependent on the
extent to which their current benefits are improved. In states with generous Medi-
caid benefits, the incremental gain will be small; in other states, the incremental
gains will be more substantial.

The over-65 age group: Under all bills, the cost of the program for the over-65
age group will be borne almost entirely by the under-65 working population, as is
now the case with Medicare. The reason is as follows: Although most of those now
retired paid taxes into the Medicare account during their working years, these
monies have not been accumulated and are therefore not available to pay the
promised benefits. Instead, current payroll taxes and income taxes from the under-
65 population are, and will be, used to pay such-commitments. We have, however,
excluded these costs from our analysis of income redistribution because those who
are now supporting the program can look forward to being the beneficiaries of
similar payments by the next generation of workers. (The problem of demographic
changes that may invalidate this assumption is beyond the scope of the present
report.)

Total expenditures on health care for the elderly under each of the four major
bills are strikingly similar, ranging from $21 billion to $24 billion per year (see
Appendix B). This similarity results from the fact that each bill, in essence, contin-
ues the Medicare program and simply mandates a slight expansion of existing
benefits.

EFFECT OF EACH BILL ON NATIONAL EXPENDITURES AND
ON THE FEDERAL BUDGET ‘

The upper half of Fig. 9 shows the amount by which each of the four bills can
be expected to increase total national expenditures on health services, i.e., on the
care of those over as well as under the age of 65. These new expenditures range from
a low of $3 billion under the Long-Ribicoff bill to a high of $13 billion under the
Corman-Kennedy bill. (Our calculations ignore the price increases that can be ex-
pected to occur in response to an increased demand for care [13, 16],)

The effects of the bills on the federal budget are shown in the lower half of Fig.
9. In several instances, the budgetary changes are substantially larger than the
changes in national expenditures. The explanation lies in the fact that increases in
the federal budget are determined largely by the choice of a taxing mechanism
(income taxes and payroll taxes appear on the budget but premiums do not), whereas
increases in actual expenditures are determined solely by the degree to which a
particular bill reduces out-of-pocket payments and thus stimulates use of services.

A comparison of the Administration and Kennedy-Mills bills dramatically illus-
trates how particular tax choices have different effects on the budget. The two bills,
as has been pointed out, mandate similar reductions in out-of-pocket payments and
would therefore induce nearly identical new expenditures of some $5 billion to 36



16

A INCREASE IN NATIONAL SPENDING ON HEALTH

S0k _inm
BILLIONS 29 2
OF 10m- -
. mesems
ADMINISTRATION  KENNEDY- CORMAN- LONG-

MILLS KENNEDY RIBIGOFF

B. INCREASE IN GOVERNMENT BUDGET

70 70
e0r —6C
50+ =50
BILLIONS | ;
oF 4T ,/,//// . 40
DOLLARS 24l 7 7 ~30
> ?/// .
. 20 :/;///; —20

% 7
e T /{5// - =IC

KENNEDY- LONG-
MILLS KENNEDY RIBICOFF

ADMINISTRATICON

Fig. 9—Increase in national spending on health services and in-
crease in the government budget under each of four prototypical
health insurance bills before the Congress

The values shown in the figure include increased expénditures for both those over
and under the age of 65. The data do not include any correction for the rise in the
unit price of services that will be produced by the increased demand for care.

billion. However, the Administration bill would have a relatively small effect 6n the
budget because it raises some 70 percent of its revenues by means of a premium,
whereas the Kennedy-Mills bill would have a substantial impact because it raises
the same fraction of its revenues by a payroll tax. In the case of the Corman-
Kennedy bill, the massive increase in the Federal budget of approximately $64
billion results from both the choice of financing mechanisms (payroll taxes and
income taxes) and the shifting of all current out-of-pocket payments to the public
sector.

RELIABILITY OF ESTIMATES

Qur estimates of the total costs of each bill, and of the distribution of costs and
benefits under each, rest on a large number of detailed calculations (see Appendices).
In this section we briefly consider how the uncertainty surrounding these estimates
affects our conclusions concerning income redistribution.

The estimates of total costs are subject to the most uncertainty because we
cannot precisely calculate the amount by which each program will increase demand
for care, and because there is no satisfactory method of estimating how much the
price of medical services will be increased by a given change in demand.
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The distribution of costs by income group can be estimated more reliably be-
cause the calculations are based on extensive data defining tax payments at each
level of income. The estimates of distribution of benefits by income group are less
precise, however, because there are only fragmentary data defining the way in
which additional insurance coverage influences the consumption of services at vari-
ous income levels. .

Fortunately, these uncertainties do not significantly affect our estimates of the
income redistribution produced by any given bill. Because total costs are equal to
total consumption, any adjustment in the level of total consumption would produce
offsetting adjustments in the distribution of both dollar burden and consumption
(Figs. 6 and 7) and would thus have little effect on the pattern of income redistribu-
tion.



IV. IMPLICATIONS OF THE FINANCING I;ROVISIONS

Any national health insurance plan reflects a set of values about society’s
responsibility for providing access to health care and about the appropriate way to
distribute the costs of medical services. A comparison of the proposals presently
being considered by the Congress demonstrates that lawmakers are approaching a
consensus with respect to certain key values, while others remain in contention. In
this section, we will compare the philosophies underlying the prototypical bills in
order to both illuminate areas of agreement among various political factions and to
identify issues around which controversy still exists.

The individual bills, although they differ appreciably in their definitions of who
is poor, all reflect the view that access to health services by persons of low income
should be at least equal to that of the rest of the population. Each bill attempts to
achieve this goal by reducing or eliminating out-of-pocket payments by the poor and
thus largely removing financial barriers to care. The bills, in addition, reflect the
consensus that the tax contributions of the poor should be kept at a low level,'® and
that the burden of subsidizing such favorable tax treatment should be distributed
in a progressive fashion by the use of the income tax.

Finally, all the bills reflect the view that the entire population should be pro-
vided with protection against major financial loss due to catastrophic illness. The
extent of the “catastrophic” coverage varies markedly among the proposals, but
each ensures, as a minimum, that a family’s health expenditures in a given year will
not exceed several thousands of dollars. L

Beyand the areas of consensus there are, hoWéyer, important areas of contro-
versy. The first of these centers on how much more of the nation’s resources should
be devoted to providing care to the general population, i.e., to all those who are in
other than very low income groups. The divergent views on this issue are reflected
in the degree to which each bill reduces out-of-pocket payments by the nonpoor and
thus stimulates their use of services. The Long-Ribicoff’ bill, by leaving current
methods of payment unchanged (save for catastrophic illness), provides almost no
stimulus to consumption. The Corman-Kennedy bill, by eliminating all out-of-pocket
payments, encourages the maximum use of services. Between the two are the Ad-
ministration and Kennedy-Mills bills, each of which includes a moderate coinsur-
ance and deductible provision.

The value judgments lying behind these financing provisions are fundamentally
different. At one end of the spectrum, as exemplified by the full-coverage provisions
of the Corman-Kennedy bill, are those who feel that “health care is a right”—that
access to health services should neither be limited nor rationed by price. Many who
hold this view also believe that early and regular use of health services will help to
prevent later serious illness and, therefore, that the use of ambulatory care should
be encouraged.

At the other pole, as exemplified by the provisions of the Long-Ribicoff bill, are

19 The Administration bill reduces the burden on low-income families to a lesser degree than the other
bills because it does not relieve the employer of his share of a premium payment (75 percent of the total,
or $450); and because the employer will very likely pass this cost on to his employee, the employer’s
payment represents a continued burden on the worker (see Appendix E).
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those who see no justification for a societal decision to commit additional resources
to the care of the general population, except for the treatment of catastrophic illness.
Some who hold this view argue that such resources could be better spent on pollution
control, housing, or education. Others maintain that the decisions to spend more on
health care rather than on other goods and services should remain with the in-
dividual and not be brought into the public domain. Analysis of this complex contro-
versy lies beyond the scope of this report, but is discussed in detail elsewhere [10,
16].

Controversy also exists across a second major dimension of the financing prob-
lem; there is sharp disagreement along the political spectrum over how the burden
of total health expenditures, once decided upon, should be distributed. This conflict
of views can be seen in the contrasting financing provisions of the Kennedy-Mills
and Administration bills. These bills, as mentioned earlier, are similar in that they
cover a nearly identical package of basic health services, mandate virtually the same
deductible and coinsurance payments, and will require nearly the same tax reve-
nues. They differ importantly, however, in that the Kennedy-Mills bill relies on a-
payroll tax, whereas the Administration bill uses a premium to fund virtually all
program costs other than those for the poor. The payroll tax strategy is designed to
limit the burden on the less affluent and to use the financing provisions of the
program as a means of effecting income redistribution. The premium strategy, on
the other hand, is aimed at avoiding significant redistributive effects by linking the
size of tax payments to anticipated benefits.!*

Economic analysis cannot, of course, determine what amount of income redistri-
bution is appropriate for society; this issue can only be resolved through the political
process. However, by bringing into focus the practical consequences that flow from
a given financing proposal, analysis can facilitate both dialogue and compromise.
For example, payroll tax advocates and premium advocates appear to be so far apart
on basic goals that the possibility of reconciling their differences seems remote:.
When, however, the competing approaches are examined in terms of the tax burden
that each imposes on middle- and upper-income taxpayers, the differences, ex-
pressed as a proportion of income, prove to be surprisingly small (see Table 2).
Indeed, the data suggest that despite the controversy over principle, compromise on
a financing strategy may be possible.

To this end, let us consider the consequences, under the Administration bill, of
using a premium subsidy to reduce the burden on families earning less than $12,000
to the level that would be produced by a payroll tax program. The notable finding,
as shown in Table 5, is that such a subsidy would cause relatively minor increases
in the tax burden on middle- and upper-income families. The cost to those earning
between $12,000 and $25,000 would only be $50 to $150 per year; to those in higher-
income brackets, it would be no more than an additional $200 to $400 per year.'?
(In the case of the Corman-Kennedy bill, replacement of the payroll tax by a subsi-
dized premium of similar design would have only a slightly larger effect.)

' The Administration bill does, however, provide a partial premium subsidy for those earning less
than $5000 per year and thus redistributes income to a small extent.

12 The practical implementation of a subsidized premium program might take one of several forms.
One approach would be to mandate the provision of a standard group insurance policy by employers but
at the same time to subsidize low-income employees and their employers by providing each with credits
against their income tax payments. For those low-income workers whose tax credit was larger than the
income tax that they owed, a refund would be paid by the government.
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Table 5

ErFEcTs oN TAX BURDEN OF SUBSTITUTING A SUBSIDIZED
PREMIUM FOR THE MANDATED PREMIUM
IN THE ADMINISTRATION BILL

(FAMILY OF FOUR WITH ONE FULL-TIME WORKER)

Family Income | Mandated Premium? | Subsidized PremiumP

$ 3,000 $ 460 - $ 130

6,000 640 290

9,000 690 470
12,000 730 650
15,000 780 840
20,000 880 980
30,000 1140 1340
40,000 1450 1770
50,000 1780 2230

NOTE: All values include a 0.22 percent payr'olf tax on -
earnings up to $14,100 which would fund the current dis-
ability program under Medicare.

aPremium of $600 plus 7.46 percent income surtax.

bPrermum graduated from $0 to $600 plus 10.42 percent
income surtax (see Appendix A).

The degree of additional income redistribution is small enough (some $5 billion
in the aggregate) that premium advocates might accept it, provided they received
in return a concession from the payroll tax supporters. The desired concession would
almost certainly relate to the government’s role in the administation of an NHI
program. Many premium supporters object to a payroll tax, not only because of its
effect on income distribution, but also because they believe that it would lead to
government domination of the health care sector and sharply diminish the role for
private enterprise. Because payroll tax revenues become part of the federal budget,
the NHI program would be administered and controlled by a government agency
such as the Social Security Administration; the private insurance industry would
be excluded from underwriting health insurance, and would retain, at most, a role
in the processing of claims. Furthermore, government administration of an NHI
program would almost inevitably lead to a major expansion in federal control of both
the price of health services and the terms under which health care is provided. A
subsidized premium program would, on the other hand, a allow health insurance to
remain in the private sector. B b

Supporters of the payroll tax would, of course, favor the added income redistri-
bution from a “subsidized premium” but might not feel that this is sufficient com-
pensation to justify a major concession on government control. Many payroll tax
supporters believe,| albeit on the basis of weak evidence, that the government could
operate an insurance program more eﬂimently than private insurers and that many
of the ills of the health care system can be solved only by increased government
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regulation.!® Thus a premium-based program, even if appropriately subsidized, will
still be viewed by some payroll-tax advocates as basically unacceptable. It should be
noted, however, that a “subsidized premium” does overcome a serious objection that
can be leveled at an ordinary premium program: An ordinary premium imposes a

larger tax burden on the employer of low-income workers than does a payroll tax
and thus acts as an important disincentive to-the hiring of low-wage employees (see
Appendix E).** Under a subsidized program, both the employer’s and the employee’s
premiums are reduced to the level imposed by a payroll tax, and this disincentive
is removed [12].

We do not mean to suggest that the only way for advocates of alternative
financing strategies to resolve their differences is through the use of a subsidized
premium. Other compromises may well be possible. For example, another promising
approach might utilize a combination of premiums and payroll taxes as a means of
increasing the role of government while still leaving a significant portion of control
in the private sector.

To summarize: In the present study we have developed a conceptual framework
for the analysis of national health insurance financing and have defined the extent
to which prototypical legislative proposals would redistribute income. Our analysis
of the various proposals has made it clear that there is broad political agreement
on the need to provide universal protection against the expense of catastrophic
illness and to make health care more accessibie to the poor.

Despite this consensus, important unresolved issues have led to a deadlock
among proponents of various national health insurance bills. Controversy centers
on several questions: How large a role should government play in the administration
of a national program? How much of the nation’s resources should be devoted to
health care? To what degree should an NHI bill serve to redistribute income?

In an attempt to resolve the present stalemate, it is likely that new legislative
proposals will emerge that will incorporate combinations of taxes and out-of-pocket
payments significantly different from those embodied in our four prototypical bills.
We believe that the quantitative evaluation of such proposals, using the techniques-
described here, will yield insights that can promote rational political dialogue and
thus can help to resolve the current controversy over national health insurance.

'3 Government agencies presently have lower claims-processing costs per dollar of benefits paid than
do private insurers, but because of differences in program characteristics, such as the size of the average
government claims, it is not clear that public agencies are inherently more efficient [2]. In fact, a recent
study comparing the processing of an identical profile of Medicare claims by private firms and by the
Social Security Administration indicates that costs per claim are lower under private administration {31

It is frequently argued that a considerable savings would result under public administration of an NHI
program because the government does not need to earn a profit whereas a private insurer must. However,
the apparent savings that a public program enjoys by foregoing a profit are deceptive; in raising capital.
public agencies incur expenses that are analogous to payments by private insurers to their investors
(profits). However, in the case of the government, these expenses are obscured because, for example. the
interest on borrowed funds (e.g., government bonds) does not appear in the agency’s budget.

On the other hand, the administrative costs of Medicare and Medicaid programs are inflated relative
to those of private insurers, because they include expenses for regulatory functions that are not per-
formed by private companies. It should be noted, however, that the value of such regulation has been
seriously questioned {11, 17, 18, 21}.

4 A related objection to a premium-based program—namely, that it discourages the hiring of 1llnesa
prone workers—can be overcome by pooling the insurance risks of employees of smaller firms into larger
statistical groups (see Appendix E}.






Appendix A

CALCULATION OF THE TAX BURDENS ASSOCIATED
WITH RAISING $10 BILLION OF REVENUE

In this appendix we will calculate, for a theoretic program requiring $10 billion
of revenue, the tax burdens at each level of family income created by a payroll tax,
an income tax, and a premium. Because each tax has a different effect on the various
components of income, we must first determine the components of income at each
level of total family income.

SOURCES OF INCOME AT VARIOUS FAMILY INCOME
LEVELS

The total income of families may be divided into three categories: (1) wages
(including income from self-employment), which are subject to both income and
payroll taxes; (2) property income (rents, interest, dividends, capital gains, etc.),
which is subject only to income taxes; and (3) nontaxable income (interest on tax-
exempt bonds, social security payments, etc.).

Our calculation of the sources of income at a given income level will focus on
a family of four persons with one full-time worker, the standard reference unit
throughout our analysis. Because statistics on each component of income are not
readily available, we have had to estimate income sources as follows:

For incomes below $10,000, we have assumed that wages constitute approxi-
mately 97 percent of total income and that property income accounts for the remain-
ing 3 percent [22, 24]. For incomes above $10,000, the calculation must be carried
out differently because property income is of increasing importance and because
nontaxable income becomes a significant component. We estimate, on the basis of
1971 statistics for joint income tax returns {29], that as income increases from
$10,000 to $50,000 the percent of total income derived from property rises from 3
percent to 16 percent. Using data from the 1970 Current Population Survey [24], we
estimate that, over the same income range, nontaxable income constitutes 2 percent
to 3 percent of total money income.

SOURCES OF TAX REVENUES

There are three major sources of tax revenues: payroll taxes, premiums, and
general revenues. Payroll taxes apply to wages and salaries and to income from
self-employment. The payroll taxes paid by a family at any given income ievel are
determined by multiplying the payroll tax rate times the wage component of income
for that family. However, wages in excess of a predetermined level (e.g., $17,000) are
not subject to the tax. Premiums are collected as a fixed amount per worker, with
the costs divided between the employer and employee. General revenues are obtained
from a variety of taxes levied by federal and state governments. At the federal level,
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these revenues consist primarily of personal income, corporate profits, and excise
taxes. At the state level, they consist primarily of personal income and sales taxes.
In our analysis, we will refer to all of these sources of revenue as “income taxes”
because the bulk of all funds that would be raised for a national health insurance
program would derive from federal personal income and corporate profits taxes. For
this same reason, we have calculated the tax burden across income groups for the
“income tax” category by application of the federal tax rates appropriate to personal
income and corporate profits taxes.

Our estimates of the revenues that would be raised by payroll and income taxes
have been based on government projections made in 1974. These forecasts assumed
that approximately normal levels of employment would exist in 1975 and therefore
reflect the tax burdens that would result during periods of regular economic activity
rather than under recessionary conditions.

Tax Burden of a Family of Four with-One Full-Time Wage
Earner (Table A.1) : -

Payroll Tax. As described below, we have estimated that for fiscal year 1975,
the total amount of taxable wages (i.e., all wages not in excess of $17,000, the
reference level used in Fig. 1) is $734 billion." A payroll tax of 1 percent on this sum
would therefore yield $7.34 billion in revenue, and a tax rate of 1.36 percent’® would
be necessary to raise $10 billion of revenue.

To obtain the value for the total amount of taxable wages, we have carried out
the following calculations: First we determined total wages by combining the wages
of all workers now subject to a payroll tax [23] and the wages of individuals (many
federal, state, and local government employees) not now subject to payroll taxes.
Because-total wages are calculated for a calendar year, rather than for the fiscal year
1975 used in our analysis, we have adjusted our estimated value to the year July
1974 - June 1975, using the projected rate of growth during this period [23]. From
this adjusted total, we subtracted earnings in excess of the maximum taxable level
of $17,000 to obtain total taxable earnings. This latter calculation is based on data
defining the distribution of earnings above and below the taxable maximum as
reported by the Social Security Administration for currently taxed workers [23].

Income Tax. To determine the burden across income groups, we must deter-
mine, first, the total income tax revenues for 1975 and, second, the surtax rate that
would be required to raise the additional $10 billion of revenue. The burden on an
individual family can then be readily calculated by determining current income tax

15 We have selected a maximum taxable earnings level of $17,000 to describe the workings of a payroll
tax because it is intermediate between the current maximum level ($15,300) and the highest level
proposed in the bills considered in the text ($20,000). .

16 The payroll tax rate of 1.36 percent applied to wages of $734 billion is derived from a convenient
simplification of a two-phase process by which $10 billion would actually be raised. Taxable wages
include, as mentioned earlier, two components: monies earned by wage earners ($707 billion) and monies
earned by the self-employed ($43 billion). The various health insurance bills specify that, in raising any
. stated amount of revenue, the self-employed are to pay a payroll tax that is 50 to 63 percent as great
as the amount paid by wage-earners and their employers. Thus, for the purpose of raising $10 billion.
we estimate that payroll tax revenues will be 1.36 X $707 billion from wage earners and 0.63 < 1.36
« $43 billion from the self-employed. This sum is equal to 1.36 X $734 billion and justifies the use of
one convenient tax rate, 1.36 percent, for all wage earners.
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Table A.1

Tax BURDENS AcCrRosS INCOME GROUPS RESULTING FROM
THE USE oF A PayroLL Tax, an IncoME Tax,
OR A PrEMIUM 10 RAIse $10 BiLLioN oF REVENUE

(FAMILY OF FOUR WITH ONE FULL-TIME WAGE EARNER)

Family Income | Payroll Tax? | Income Tax? | Premium®

$ 3,000 $ 41 $ 0 $170
6,000 79 20 170
9,000 118 51 170
12,000 152 79 170
15,000 190 113 170
20,000 231 186 170
30,000 231 382 170
40,000 231 616 170
50,000 231 865 170

21.36 percent payroll tax on earnings up to $17,000.

b5 65 percent surtax includes the indirect burden of the
corporate profits tax, as well as the direct burden of the
personal income tax.

CPremium of $170.20 per family and $68.08 per
individual.

payments (personal income and corporate!”) at a given income level and multiplying
this amount by the surtax rate. :

Personal and corporate income taxes are estimated in the 1975 United States
Budget {30] to yield $177 billion. Thus, with a uniform percentage increase in all
personal and corporate tax payments, a surtax of 5.65 percent would be necessary
in order to raise $10 billion. Current income tax payments for a family with four
dependents earning less than $10,000 have been calculated on the basis of the
statutory rates in the 1974 income tax tables because most low-income families file
returns with standard, rather than itemized, deductions. At higher-income levels,
itemized deductions significantly reduce the tax liability of many families, and in
estimating current tax payments for higher-income families we have therefore used
average tax payments for joint returns [29].

Premiums. To calculate the size of the premium required to raise $10 billion,
we assume that the premium for single individuals is 40 percent of the premium for
family coverage, a value that roughly reflects the actuarial difference in average

17 Although corporate profits taxes are levied on corporations, the weight of economic evidence
indicates that they are indirectly paid by the individuals who, as a consequence of such taxes, receive
lower incomes from owning property than they would otherwise receive[5]. Assuming that an increase
in corporate profits taxes proportionately reduces the incomes of all owners of property, we obtain the
burden of the corporate profits tax by calculating the ratio of corporate profits taxes per dollar of total
property income (reported in 1971 personal income tax returns) and multiplying this ratio by the
property income component at each level of family income. We should note, however, that under circum-
stances in which corporations are able to raise prices to recapture some part of their tax payments, the
burden on property owners is reduced at the expense of the consumer. Under such conditions, the net
result is a somewhat larger burden on low-income groups and a reduced burden on upper-income groups.
If as much as one-half of the profits tax is recaptured in this way, the tax burden on the lowest-income
families under the Corman-Kennedy bill would be increased by 7 percent and that on families with a
$50,000 income would be reduced by 5 percent.
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benefits. (This difference in premium rates is, in fact, specified in the language of the
Administration bill.) The pool of persons under age 65 who would be paying premi-
ums consists of 48.9 million families and 24.6 million individuals.}* To raise 310
billion from this population, family premiums of $170 and individual premiums of
$68 (40 percent of $170) would be required.

Premium Subsidies. The total amount of revenue needed to subsidize premi-
ums depends on three factors: the particular subsidy schedule that is to be used, the
number of families and individuals at each step of the schedule, and the amount of
the standard (unsubsidized) premium. For the plan discussed in the text, we used
a graduated five-step subsidy schedule that provides a 100 percent subsidy at an
income below $2500 and an 80 percent subsidy at incomes between $2500 and $5000,
with the subsidy declining to a final value of 20 percent at income levels between
$10,000 and $12,500. Families with incomes above $12,500 are assumed to pay a
standard premium. : )

The number of families and of single individuals in each income bracket over
the subsidized range was taken from the “Administration Proposal” of the HEW-
Report to the Congress [26]. For the $10,000 to $12,500 group, the data were supple-
mented by income distribution figures from the 1970 Current Population Survey
[24].

To calculate the total tax subsidy that would be required under our theoretical
program, we multiply the number of families at each step of the subsidy schedule
by the dollar amount of subsidy for that step and then add the further dollar cost
(calculated in an analogous fashion) that would be required to provide a similar
subsidy for single individuals. This calculation indicates that to raise $10 billion for
a subsidized preimum program (based on a $170 standard premium for families
above $12,500 income), a $3.1 billion contribution from other tax revenues would be
required.

The Tax Burden of Single Individuals and of Families with
~ Other Than Four Member and One Full-Time Wage Earner

In the following discusstou, we consider the tax burden on families of a composi-
tion different from that of our reference family (four members with one wage earn-
er).

Families with Four Members and Two or More Wage Earners. Under an
income tax program, a family with two.or more wage earners will have the same
tax burden as will a one-earner family with the same income. Under a payroll tax
program, each of the earners will face a tax on his wages; thus, the family unit will
carry a greater tax burden than the reference family if combined family income
exceeds the maximum for individual taxable earnings (e.g., $17,000)."® Under a
premium-based program, the multiple-earner family will bear a larger burden than
the reference family unless the earner who does not purchase the family’s policy is
offered a higher wage, or other compensation, in lieu of the employer’s mandated
share of the premium.

8 HEW Report to the Congress {26] “Administration Proposal” appendix, Table 2.1. Persons covered
by military programs have been excluded.

19 Under the modified payroll tax of the Kennedy-Mills bill, families with the same income are taxed
equally regardless of the number of workers in the family.
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Families with One Wage-Earner but with Other Than Four Members.
The burden under an income tax program on such a family will differ from that of
the reference family to a slight extent as a function of the number of personal
exemptions to which the family unit is entitled. In the case of a payroll tax or a
premium program, there will be no difference in the tax burden.

Single individuals. Under an income tax program, a single individual will
have a different burden than will the reference family because he will have no
exemptions for dependents and because the basic income tax rates that he must pay
are set at a higher level. Under a payroll tax program, however, he will face the same
burden as the reference family. As mentioned earlier, the premium for single per-
sons under a premium program will be about 40 percent of the amount paid by
the reference family.



Appendix B

TOTAL COSTS UNDER FOUR PROTOTYPICAL NATIONAL
"HEALTH INSURANCE BILLS

The total costs to the nation (tax + out-of-pocket payments + “other”
expenditures) under the four prototypical NHI bills (i.e., costs for both the over- and
the under-65 population) have been taken from projections of the HEW Report to
the Congress for the fiscal year 1975 [26]. The analytic basis for these estimates
is unfortunately not publicly available. However, using data on elasticity of de-
mand in both the ambulatory and hospital sectors, other workers have arrived at
independent estimates of the increase in expenditure that are consistent with the.
HEW values [1]. In any event, because the relative importance of -each source of
financing within a given bill would not be changed significantly by the use of
different total-cost estimates, any errors in the HEW totals would have only a
minor effect on our calculations of income redistribution.

To make the four bills more nearly comparable for purposes of our analysis, we
have excluded the costs of long-term care (nursing home and custodial) from the biils
(Long-Ribicoff and Kennedy-Mills) that provide such services. However, even after
such exclusions there remain some differences in the services covered by the various
bills (e.g., prescription drugs). For this reason the most accurate comparison of total
_national spending on health care under each bill can be obtained by adding the
increased spending produced by each bill (Fig. 9) to the baseline level of spending
on the same services in the absence of new legislation.

BASIS OF THE HEW COST ESTIMATES

As a point of departure in estimating the total costs of each of the major health
insurance bills, the HEW Report uses as a “'baseline” the projected expenditure on
health care in the year 1975 that would occur in the absence of new legislation.

To obtain the 1975 baseline value, the report makes an upward adjustment in
the 1973 data on total health expenditures (the last data that were available to the
analysts), using a growth factor of 12 percent per year to account for both anticipat-
ed higher utilization and higher unit costs of health services.

The bills would add to these baseline expenditures because each would reduce
cost-sharing from present levels and thus would in themselves cause a further
increase in demand for care, as well as a further rise in the unit price of services.
The size of the added expenditures that would result has been estimated by HEW
in the following way [26]. On the basis of the cost-sharing provisions and the benefits
specified in a given bill, an estimate was made of the fraction of current out-of-pocket
payments that would be transferred to the insurer. For each dollar of such transfer,
$0.50 of new spending has been added to reflect the effects of the resulting increased
demand [26]. Increases in the reimbursement rates under the Medicaid program
would add further to the total; in some instances, Medicaid expenditures can be
expected to rise by as much as 35 percent over current levels as a result of the easing
of present severe limits on payments to physicians and hospitals.

28
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We should also note, however, that the HEW cost estimates incorporate several
factors that can be expected to partially offset the increased expenditure described
above. Under some bills, prospective budgeting requirements for hospitals wo..id
reduce expenditures on inpatient care by as much as 5 percent below the level thut
would otherwise result from increased demand. Restrictions on physician payments
can be expected to have the further effect of reducing the cost of professional services
by as much as 4 percent.

INCREASES IN NATIONAL SPENDING AND IN THE
FEDERAL BUDGET

The values shown in Fig. 9 and Table B.1 for increases in national spending on

. health services were computed as the differences between total anticipated costs

under a given bill and baseline expenditures on services covered by the bill (exclud-

ing long-term care) during the year 1975. In similar fashion, increases in'the govern-

_ ment budget were calculated as the differences between tax revenues required under
each bill and projected 1975 tax revenues in the absence of new legislation.

Table B.1

INCREASES IN NATIONAL -SPENDING AND IN THE GOVERNMENT BUDGET FOR HEeaLTH
SErVICES!UNDER FOUR PROTOTYPICAL BiLLs?

{$ BILLIONS)
Type-of Increase Administration | Kennedy-Mills Corman-Kennedy | Long-Ribicoff
In national spending 6.5 7.3 12.9 3.4
In the government budgetb 9.5 37.5 63.5 . 7.5

ACosts for the population over and under 65 years combined.

by alues for the increase in the government budget include changes in state, as well as federal
spending.

TOTAL COSTS FOR THE AGED AND FOR THE UNDER-65
POPULATION

Because the data in the HEW Report for three of the four bills are not separated
by age group, it has been necessary to estimate for each bill the division of the total
costs for care of those over and under the age of 65. To obtain total costs for the
population over age 65, we have taken the baseline expenditure for the aged and
have added it to the induced expenditure, using the HEW methodology described in
the previous section. For the Kennedy-Mills bill, however, the HEW study separate-

20 The Administration bill, by increasing employer premium payments, will eventually cause a
reduction in tax revenues and thus have an additional effect on the federal budget not shown in Fig. 9.
This effect is a consequence of the fact that employers will hold down wage increases, which are taxable.
to compensate for the higher, but tax-exempt, premium payments they are required to make (see Appen-
dix E). The reduction in tax revenues that will result is estimated at $3 billion (expressed in terms of 1975
revenues) in [12].
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ly reports the estimated increases in spending for the aged; therefore, for that bill
it has not been necessary to use the procedure just described.

To obtain the total costs for the under-65 population, we subtracted the costs
attributable to the population over age 65 from the total expenditures under a given
bill.

TAX PAYMENTS AND OUT-OF-POCKET PAYMENTS FOR THE
AGED AND FOR THE UNDER-65 POPULATION

Tax payments, the costs that are prepaid under the terms of a given health
insurance bill, consist of (1) taxes paid to finance government expenditures on cov-
ered services; (2) premiums paid for government health insurance (such as coverage
for physicians’ services under Medicare); and (3) premiums paid by employers and
~ employees under an employer-mandated premium program. Out-of-pocket payments
consist of payments made directly by patients to providers and also of premiums
paid for supplementary (nonmandated) insurance.

Over-65 Populatlon

The tax revenues that support care of the over-65 population consist entirely of
Medicare premiums and of general revenues and payroll taxes that fund such care
under the Medicare and state Medicaid programs. For the Long-Ribicoff, Adminis-
tration, and Kennedy-Mills bills, we have obtained estimates of these revenues from
the HEW Report [26]. To calculate out-of-pocket payments by the aged, we have
subtracted total tax revenues used to fund the program from the total costs of the
program (see Table B.2). In the case of the Corman-Kennedy bill, tax costs are nearly
equal to total costs because there are virtually no out-of-pocket payments.?

Under-65 Population

To obtain the tax payments for the under-65 population, we have subtracted, for
each bill, the tax payments for the aged program from the tax payments for the
entire population. To obtain the value for tax payments in the special case of the
Administration bill, we have added to the income tax, payroll tax, and Medicare
premiums the sum of (a) employer and employee-paid premiums and (b) premiums
paid into the plan for low-income individuals and families. The HEW Report esti-
mates that total employer- and employee-paid premiums will be $28.9 billion under
the Administration bill. From this value we have subtracted an estimated $4.7
billion for the services and the more complete coverage that are not mandated but
that would be purchased under some employer plans. Premiums for the low-income
plan are reported separately by HEW as $5.3 billion.

Finally, we have calculated the out-of-pocket payments for the under-65 popula-
tion by subtracting the tax payments from the total expenditures for this group.

2! Payments for some few services will not be reimbursed by the Corman-Kennedy bill and will
therefore be paid out of pocket. For example, payments by the patient will be required for services
provided by small hospitals not meeting the review standards of the bill and by surgeons without Board
certification. However, to simplify the presentation in the text, we have shown these expenditures as a
component of tax burden. In the aggregate, these nonreimbursed costs will amount to approximately $3.5
billion. We have divided these out-of-pocket costs between the aged and under-65 population groups in
proportion fo the total health care costs of each (see Table B.2).
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Table B.2

AGGREGATE TAX BURDEN, QUT-OF-POCKET PAYMENTS, AND OTHER EXPENDITURES

FOR SERVICES CovERED UNDER Eacw ProroryricaL NHI BiLL

($ BILLIONS)
Funding Administration l Kennedy-Mills l Corman-Kennedy Long-Ribicoff
Under-65 Population
NHI program:
Tax burden 44.2 48.1 68.2 16.0
Out-of-pocket payments 22.2 13.2 2.6 53.8
Total? 66.4 61.3 70.8 .8
Other public programs 1.1 0.4 0.7 2.4
Over-65 Population
NHI program:
Tax burden 16.8 16.1 22.8 17.2
Out-of-pocket payments 3.1 3.0 0.9 3.9
. Total? 19.9 19.1 23.7 211
Other public programs 1.1 1.7 0.7 2.4

aBecause of differences in the services covered, a comparison of the total costs of each bill does not
indicate the exact differences in total spending produced by the various bills.

COSTS OF OTHER GOVERNMENT HEALTH PROGRAMS

By providing additional health insurance coverage for most or all of the popula-
tion, each of the major NHI bills would reduce the expenditures on health services
by government agencies such as the Veterans Administration, Maternal and Child
Health programs, Neighborhood Health Centers, and local public hospitals. The new
level of spending for these programs under each bill is estimated in the HEW study,
but only for the Kennedy-Mills bill is the decrease in spending for the aged separate-
ly reported. For the Administration, Corman-Kennedy, and Long-Ribicoff bills we
have divided such expenditures equally between the aged and the under-65 popula-
tion on the grounds that the aged (although they comprise less than half of the
persons using government-provided medical services) consume a disproportionatelv
large share of the available care.



Appendix C

TAX REVENUES FROM EACH SOURCE OF FINANCING
FOR PROTOTYPICAL NATIONAL HEALTH
INSURANCE BILLS (UNDER-65 POPULATION)

In Appendix B, we calculated the total tax revenue required to finance each NHI
bill. In this appendix, we will describe how the financing burden under each bill is
divided between payroll taxes, income taxes, and premiums, and then calculate the
tax rates and premium level required to yield the necessary funds to finance the
. benefits for the under-65 population (see Table C.1). (As noted in the text, we have
considered the financing of the program for the over-65 population to be an
intergenerational transfer and therefore do not include the additional tax burden-
that it creates.) When the requisite tax rates are known for a given bill, we can also
determine the burden for an employed worker at each level of family income. These
_latter calculations are similar to those already described in Appendix A.

Before considering the specific financing requirements of the four bills, we must
deal with the special problem of financing the care of the disabled under the age of
65, e.g., care of persons requiring renal transplantation or chronic dialysis.
Presently, such care is funded under special provisions of the Medicare program
through a combination of payroll and income taxes and, except in the case of the
Corman-Kennedy bill, the same financing mechanisms would be continued under
each of the proposed bills. Thus, of the $2 billion cost projected by HEW for this
category of expenditures in 1975, $1.5 billion would be financed by the Medicare
payroll tax (requiring a tax rate of 0.23 percent) and $0.5 billion from income tax <.
The Corman-Kennedy bill would include the costs of care for the disabled in the
single national program.

Table C.1

Sources oF Tax REVENUE FOR FINANCING EXPENDITUES FOR THE UNDER-65
PoruULATION UNDER THE PROTOTYPICAL BILLS

(3 BILLic.v)

Revenue Source | Administration | Kennedy-Mills | Corman-Kennedy | Long-Ribicoff
Payroll tax 1.5 33.0 34.1 4.9
Income tax 13.2 15.1 34.1 11.1
Premiums 29.5 0 0 0

Total 44.2 48.1 68.2 16.0




ADMINISTRATION BILL

The revenues that would be raised by the premium portion of the Administraion
bill can be calculated by summing the values obtained through (a) multiplying the
number of families expected to enroll in employer plans {26] by the average premi-
um of $600 (estimated by HEW [26)) and (b) multiplying the number of single
individuals expected to enroll by the average premium of $240. From this calcula-
tion, we estimate total premium revenues from participants in employer plans at
$24.2 billion.?? In addition to this amount, families and individuals with low incomes
or who are not employed full time would pay subsidized premiums estimated at $5.3
billion [26] in order to participate in government-assisted plans that have reduced
cost-sharing.

The 0.23 percent payroll tax rate would yield an additional $1.5 billion required
for continuation of the care for the disabled program. Thus, premiums and payroll
tax revenues together would account for $31 billion of the $44.2 billion required for
this bill tsee Appendix B). The remaining $13.2 billion required for premium subsi-
dies and reduced cost-sharing would be raised by a 7.46 percent income surtax.

KENNEDY-MILLS BILL

The bill specifies a 4 percent payroll tax on wages, a 2.5 percent tax on self
employment and property income, and a 1 percent tax on government assistance
payments. These rates would apply to total family income up to a maximum of
$20,000 rather than to the earnings of each worker. The HEW Report estimates that
in fiscal 1975 the broadened payroll tax would yield $31.5 billion. Financing of the
program for the disabled would add 0.23 percent to the tax rate, making a total
payroll Tax of 4.23 percent.2® This tax would provide $33 billion of the $48.1 billion
in total revenue to be spent on the under-65 population (see Appendix Bi The
remaining $15.1 billion would be raised from income taxes by an 8.53 percent surtax.

CORMAN-KENNEDY BILL

Total tax payments for the under-65 program are $68.2 billion (see Appendix B),
which, according to the language of the bill, are to be divided equally between
payroll and income taxes. We estimate, however, that payroll taxes sufficient to raise
one-half ($34.1 billion) of the total revenue for the care of the under-65 population
alone will require a higher payroll tax rate than the 4.5 percent specified in the bill
for the financing of the combined expenditures. Using the method described in
Appendix A, we calculate that what is needed is a 5.05 percent payroll tax rate on
earnings up to the maximum-earnings level of $17,625 specified in the bill.>* The
remaining revenue, also $34.1 billion, requires a 19.27 percent surtax on general
revenues.

#2 The costs of employer-mandated premi’ums'aré'coﬁé‘iderénc'i_rhore fully in {12]. )

23 The 0.23 percent tax for care of the disabled applies to the first $14,100 earnings only.

24 This calculation takes into account provisions in the bill for reduced taxation of self-employed
persons, employees of state and local governments, and owners of property. For each special group, the
rates specified in the bill have been increased by the same percentage factor (5.05/4.5) as that used in
the case of wage and salary workers.



LONG-RIBICOFF BILL

For the “catastrophic” portion of the program, the bill specifies a 0.6 percent
payroll tax (0.3 percent for self-employed persons) on earnings up to $14,100 for
workers presently taxed under the social security program. This tax rate would yield
$3.8 billion, of which $3.4 billion would finance benefits for the under-65 population
and $400 million would finance benefits for the aged. These benefits for the under-65
population would require a payroll tax rate of 0.54 percent. The 0.23 percent payro!l
tax for care of the disabled (vide supra) would increase the total payroll tax for the
under-65 program to 0.77 percent; this tax rate would provide $4.9 billion of the $16
billion tax payments required under the bill (see Appendix B). The remaining $11.1
billion, the amount needed to fund the extensive coverage for low-income families.
would be financed from income taxes. To raise this latter amount of revenue, a 6.25
percent surtax on the income tax would be required, a value that is derived by
dividing $11.1 billion by the $177 billion of total revenue projected from income
taxes (see Appendix A). (The additional benefits provided in the revised Long-
Ribicoff bill, introduced in October 1975, would increase calculated costs by
about 5 percent.) ’ :



Appendix D
CALCULATION OF TOTAL CONSUMPTION OF HEALTH

=~ SERVICES AT VARIOUS INCOME LEVELS'

(UNDER-65 POPULATION)

To calculate the total consumption of services (equal to the average insurance
reimbursement plus out-of-pocket payments) at various income levels, we divide
families into two groups—those earning more than $10,000 per year and those
earning less. Throughout our analysis we will make the simplifying assumption that
. all families earning over $10,000 per year will, under any given NHI bill, have the
same level of consumption. The reasoning is as follows: All proposed NHI bills
specify the same degree of cost-sharing at income levels above $10,000. Evidence.
from existing insurance programs indicates that when families in such an income
range face the same cost-sharing requirements, consumption of services does not
vary significantly as a function of the specific income level [1,7,8]. The somewhat
greater total consumption of services by higher-income families is largely due to the
tendency of higher-income families to purchase more insurance, which, by reducing
their out-of-pocket payments, encourages greater use of services.?

The situation in the under $10,000 group differs in that it is too complex to allow -
_any generalization that would apply to each NHI bill because (a) under all NHI bills,

cost-sharing at lower-income levels is either reduced or eliminated and the demand
for services is thereby increased; and (b) in low-income groups, the demand for
services-at any level of cost-sharing (or even if there is no cost-sharing) is affected
by factors such as a low educational level, poor health status, and reduced access to
care.

ADMINISTRATION BILL

The Administration bill requires each employer to offer all of his employees and
their dependents a health insurance policy that has standardized benefits. The
average premium estimated for this coverage is $600.2¢ Employer-mandated policies
also have a cost-sharing provision that requires of all families, regardless of income, -
a 25 percent coinsurance payment after a deductible of $150 per person has been
satisfied. The maximum out-of-pocket payment under the bill is set at $1500 per
family. Prescription drugs are subject to a separate $50 deductible.

Income groups above $10,000: For these families, the average benefits per family
are assumed to be $540 plus $60 of administrative costs, for a total premium of $600.

‘To estimate out-of-pocket payments, we have used actuarial data from a group

28 Under any NHI bill that requires cost-sharing, some families will purciigge*s:bpleméﬁt;fy insur-
ance and thus reduce their cost-sharing below that prescribed in the national plan. Such families will
have a slight increase in their average total consumption {14, 15].

28 Six hundred dollars is an “average” premium because the actual cost to the employer will depend
on the age and health experience of his work force. .
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health insurance plan for federal employees,?” because this plan has premium and
cost-sharing requirements similar to those of the Administration bill. Analysis of
these data indicate that 37 cents of each dollar of total consumption is paid for out
of pocket.2® Using the value of 37 cents, we obtain an estimate of $345 for out-of-
pocket payments by our reference family under the Administration bill. Total con-
sumption is therefore equal to $600 (premium) plus $345 (out of pocket), for a total
of $945.

Income groups below $10,000: The Administration bill provides all families
whose income is below $10,000 with the opportunity of enrolling in a government-
assisted plan having reduced cost-sharing requirements. However, to join such an
assisted plan and to obtain these more generous benefits, families with incomes
between $5000 and $10,000 would have to pay a larger premium than would be
required under an employer plan; for this reason, only the relatively few families
who anticipate quite large medical bills will find it financially advantageous to
choose the assisted plan. We have therefore assumed in our analysis that families
with incomes between $5000 and $10,000 will, as will higher-income families, enroll
in an employer plan.

Families with incomes below $5000 can, under the Administration bill, join an
assisted plan without paying a premium, but their employers’ premium payment
will be unchanged. Such families will prefer the assisted plan, not only because of
the premium forgiveness, but because their cost-sharing is much reduced (a $50
deductible per person and a 15 percent coinsurance rate, with an overail limit on :
cost-sharing of 9 percent of family income; prescription drug expenditures are sub-
ject to a separate $25 deductible per person?®®).

The reduced cost-sharing provisions for low-income families mandated by this
and other bills would, of course, increase total consumption of services. To estimate
the increases that would result under each bill, we proceeded as follows: First, we
calculated that if cost-sharing were eliminated entirely, total consumption would
increase by 20 percent over the level to be anticipated under the employer plan of
the Administration bill. We arrived at this value in the following way. Available
evidence indicates that a full-coverage plan would increase demand by 15 to 23
percent over a plan with a 25 percent coinsurance provision and no deductible [16].
Because the Administration bill contains a $150 deductible in addition to the 25
percent coinsurance, the increase in demand with a shift to full coverage should be
slightly greater than that calculated in [16]; for this reason we have assumed an
average value of 20 percent.

Second, to estimate the increased consumption that would result from the reduc-
tion, but not total elimination, of cost-sharing, we revised the 20 percent value
downward and assumed that as the fraction of total spending reimbursed by the
insurance plan increases, total consumption will increase proportionately, reaching
the full 20 percent value only when spending is fully reimbursed.

2 Annual utilization reports for the Indemnity Benefit Plan, reported to the U.S. Civil Service
Commission, Washington, D.C. Fot details of the benefits and cost-sharing, see [25).

28 The proportion of total consumption that must be paid out of pocket varies with the level and
distribution of family health expenses. We have calculated the different levels of total consumption
according to the probability of their occurrence. By averaging the out-of-pocket expenses that this
calculation yields, we obtained the value of 37 cents per dellar of total consumption.

28 Families with incomes of less than $2500 will pay no deductible and only 10 percent coinsurance
up to a maximum of 6 percent of income. The figures and tables in the text refer to families with a

“ufillitime worker, and we have therefore not made calculations for incomeg Jess.than $8000.....
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To determine the fraction of total consumption attributable to out-of-pocket
payments, we used the coinsurance and deductible provisions appropriate to each
income level. For the Administration bill, families at a $3000-income level will have
a total consumption of $1039 and average out-of-pocket expenses of $179. Values for
families at other income levels are shown in Table D.1.

KENNEDY-MILLS, CORMAN-KENNEDY, AND LONG-RIBICOFF
BILLS

In the final sections of this appendix we will, by appropriate modification of the
values from the Administration bill, calculate both total consumption and out-of-
pocket costs for the remaining NHI bills. Two types of modification are required
because (a) each bill covers a somewhat different mix of services, with the result that
total spending on covered services will vary according to which services are included.
in the insurance plan; and (b) each bill reduces cost-sharing for some low-income
families to a level below that required of such families under the Administration
bill. '

Kennedy-Mills Bill

Income Groups Above $10,000; Under the Kennedy-Mills bill, the standard
cost-sharing required of families earning above $10,000 closely resembles that of the
Administration bill; each bill requires 25 percent coinsurance payments after pay-
‘ment of a $150 deductible. There is, however, a relatively minor difference in the
deductible provisions of the two. The Kennedy-Mills bill provides that after each of
two members of a family has incurred $150 of expenses, the deductible for additional
members is waived; whereas the Administration bill provides that the waiver will
take effect only after each of three family members has incurred $150 expenses.

Two larger differences in cost-sharing also exist. The first is that the Kennedy-
Mills bill provides only limited coverage for prescription drugs, whereas the Ad-
ministration bill provides comprehensive coverage. This latter coverage is, however,
subject to a separate deductible of $50 per person. The second is that the Kennedy-
Mills bill limits total out-of-pocket expenses to a maximum of $1000 rather than to
the $1500 maximum under the Administration bill.

We thus estimate that, at income levels above $10,000, total consumption of the
services covered under the Kennedy-Mills bill will be $85 per family less than for
the services covered under the Administration bill ($860 as compared with $945).
The difference represents primarily drug expenses covered under the Administra-
tion bill.%® '

To calculate out-of-pocket expenses, the actuarial data used for the Administra-
tion bill were adjusted to reflect the Kennedy-Mills limitations of two deductibles -

39 The figure of $85 for a reference family is calculated by first apportioning the difference in total
expenses covered by the two bills ($5.1 billion) between individuals and families. The aggregate amount
attributable to families ($4.3 billion) is then divided by the number of families. This estimate takes into
account the increased expenditure on physician services that can be expected to result from the slightly
more generous cost-sharing features of the Kennedy-Mills bill.
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per family and $1000 of cost-sharing. From these calculations, we estimate that
under the Kennedy-Mills bill, average out-of-pocket payment will be 34 cents per
dollar of total consumption and that average total out-of-pocket expenses will be .
$293.

Income groups below $10,000: At incomes below $10,000, the Kennedy-Mills bill
maintains the 25 percent coinsurance and $150 deductible provisions but reduces
the maximum amount of out-of-pocket expenses in proportion to reduced family
income. At incomes below $4800, the effect of this provision is to completely elimi-
nate out-of-pocket payments. At intermediate levels of income, we have assumed
that reduced cost-sharing will lead to an increase in total consumption in proportion
to the increased fraction of total spending that is reimbursed by the insurance plan.
For low-income families with full coverage, we assume, as under the Corman-
Kennedy bill, below, that total consumption will increase by 20 percent. The
values for out-of-pocket payments and total consumption appear in Table D.1.

Corman-Kennedy Bill

The Corman-Kennedy bill eliminates all cost-sharing for covered services if such
services are supplied by certified providers. Furthermore, the bill covers about 3
percent more of health care services than does the Administration bill. The differ- -
ences in coverage occur primarily in the areas of dental, psychiatric, and skilled
nursing home services.

To estimate total consumption under the bill, we first increased the $945 figure
for total consumption under the Administration bill by 3 percent to allow for the
increased scope of services. We then increased this value by 20 percent to account
for the increased demand that would be induced by a full-coverage plan. We arrived
at this figure as described under the Administration bill above. From these calcula-
tions, we estimate that the combined effects of more extensive coverage of services
and the elimination of cost sharing under the Corman-Kennedy bill will increase
total consumption per family to $1155.

It should be noted that the Corman-Kennedy bill, because it eliminates all
cost-sharing, represents. the one case in which we have assumed that the total
consumption of health services among the poor will be approximately the same as |
among higher-income groups. The reasoning is as follows: In the absence of cost-
sharing, financial considerations cannot be a direct factor in determining the
amount of care a family will receive. Furthermore, although there are factors be-
sides cost that tend to reduce the consumption of services by the poor, there are
others that tend to offset this effect. On the one hand, poorer families are, on average,
in worse health than the families at higher-income levels and are therefore predis-
posed to seek more frequent and costly health care. On the other hand, lower-income
families tend to live in areas where physicians and hospital services are less readily
accessible. Furthermore, probably because of a lower educational level, low-income
families tend to make less use of available services [7,8] than higher-income fami--
lies. As a first approximation, we have therefore assumed that these various factors
roughly cancel each other and that if financial barriers to health care are eliminat-
ed, the poor will consume approximately the same amount of services as the rest of
the population [7, 8].



Long-Ribicoff Bill

The Long—Rlblcoﬂ’ b111 consists of two basic components: “catastrophic” benefits
for those earning over $4800 per vear, and virtually full coverage for families.
earning less than this amount. There is also a provision for special benefits for
families who earn more than $4800 but who spend all of their i income in excess of
$4800 on medical care.

Income groups above $4800: Because the Long-Ribicoff bill does not provide
basic insurance coverage for families with an income above $4800, total consump-
tion of such families will be determined primarily by the amount of private insur-
ance coverage they purchase. The extent of such private insurance now varies
widely. On the average, however, it appears to be closely similar to the coverage
proposed under the Kennedy-Mills bill for income groups above $10,000, for which
we have estimated an average consumption of $860 per family. We have therefore
used a value of $860 as our estimate of the total consumption of services under the
Long-Ribicoff bill for families earning more than $4800. . V f

Catastrophic benefits begin after an individual has incurred 60 days of hospitali-
zation or $2000 of other medical expenses. Coverage is then subject to a 20 percent
coinsurance payment for physicians’ services and to a copayment equal to one- -
fourth of the daily average room rate for inpatient services. Once the catastrophic
coverage becomes effective, further out-of-pocket payments are limited to a max-
imum of $1:000 per person. (The revised bill, introduced in October 1975, elimin-
ates these cost-sharing requirements.)

The total benefits for the under-65 population under the catastrophic plan are
estimated by HEW to be $3.2 billion (see Appendix C). Using actuarial data, we first
apportioned this amount between families and single individuals and then divided
total benefits for families by the number of families covered, obtaining an estimate
of $65 for the average catastrophic benefits for a family of four under the bill.
Out-of-pocket expenses therefore consist of total consumption ($860) less average
catastrophic benefits ($65), or $795. Families with private insurance policies will, of
course, meet a portion of these expenses through insurance reimbursements.

At income levels above $4800, the Long-Ribicoff bill also provides that if a family
first spends all of its income in excess of $4800 on medical care, it then obtains full
coverage under the low-income plan for any further health care expenses incurred
during the remainder of the year. To assess the impact of this provision, we used data
on total consumption among families who have basic private insurance similar to
that mandated under the Administration bill, and calculated the proportion of
families at each income level above $4800 who would be eligible for full coverage.
We then estimated the increase in the total consumption of such families. The

resulting values for total consumption and for out-of-pocket expenses appear in
Table D.1, and in Fig. 8!of the text._ As can be seen, except for families with incomes
only modestly above '$4800, this “spenddown” provision reduces average out-of-
pocket expenses only slightly.

Income groups below $4800: Below a family income level of $4800, the bill
provides for essentially full coverage; the only cost-sharing requirement is a $3
payment for each of the first 10 visits to a physician’s office. The coverage is, how-
ever, somewhat less complete than that provided to low-income families under
either the Kennedy-Mills bill or the Administration bill, because the Long-Ribicoff
bill does not include reimbursement for prescription drugs or for dental or eye care

for children,
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To estimate total consumption for the under $4800 income groups, we made two
calculations. First, we subtracted an average of $125 per family from the benefits
package in the Administration bill to adjust for the estimated $7.5 billion in drug,
dental, and eye care expenses not covered under the Long-Ribicoff bill. Second, we
increased the level of total consumption in proportion to the increased fraction of
total consumption that is reimbursed by the plan. These procedures yielded an
estimate of $963 of total consumption for families earning less than $4800. We
estimate that out-of-pocket expenses resulting from the $3 per visit payments re-
quired of low-income families will average $20 per year per family.

INCOME REDISTRIBUTION

~ To calculate the net gain or loss, and therefore the total amount of income
redistribution, at each level of family income (seeTable 4), we subtracted from total
consumption under each bill the total dollar burden imposed by. the bill (tax burden,.
out-of-pocket payments, and “other” costs). To determine the incremental amount
of income redistribution produced by each bill, we subtracted from each family’s
total tax burden the tax burden of current government programs. For the under-65
population, such programs total $13.1 billion [26], of which $11.6 billion is financed
from income taxes and $1.5 billion (for the care provided under the program for
the disabled) from payroll taxes.



Appendix E

THE IMPLICATION FOR THE EMPLOYEE OF THE
EMPLOYER’S SHARE OF A PAYROLL TAX OR PREMIUM

In our calculations of tax burden, we have assumed that the entire burden of
a payroll tax or of a premium-based program is borne by the employee, i.e., we have
not subtracted the payroll or premium contribution that must be made by the
employer under each of the proposed national health insurance plans. To represent
the burden in this way may, on the face of it, seem incorrect. The evidence is
convincing, however, that the tax burden placed on the employer is, over the long
run, shifted back to the employee [4, 6,20]. This shifting is accomplished by the
employer’s failure to increase wages at the rate that he would in the absence of the
new insurance costs that he has been forced to assume. Thus, in the analysis of the
specific bills before the Congress, we have assumed a new steady state in which a
pass-back of the employer’s share to the employee has occurred. (For a quantitative
analysis of the short-term effects of mandated premiums on employment, see [12].)

It should be noted, however, that in the case of the low-income worker, i.e., the
individual at, or only slightly above, the minimum wage, the employer may have
difficulty in passing back his share of the burden. If the legal minimum wage rises
in proportion to the sum of the rate of inflation and the rate of increase in workers’
productivity, the employer will not be able to slow the rate at which he increases
wages and will thus have no opportunity to recapture his payments. Under such
circumstances, the burden shown in the figures for families with incomes below
$5000 is overstated by a considerable amount.

If the employer is unable to shift the burden, there are important consequences
for minimum-wage employees. Although those who are working will have a lower
burden than we have shown, there will now be a strong economic incentive for the
employer to avoid hiring minimum-wage workers. Instead, he will turn either to new
technology or to more highly paid, but more productive, employees to whom he can
pass on his insurance costs. In such circumstances, a premium will have a more
deleterious effect on employment of low-income workers than will a payroll tax.3t
This differential effect on the hiring of low-income workers can, however, be reduced
or eliminated by a “‘subsidized premium” program, provided a portion of the subsidy
is paid directly to the employer to offset the premiums he must pay for his low-wage
employees.

Premiums also have a further effect on the labor market that is different from
that of a payroll tax. Premiums are set by private insurers on the basis of the amount
of illness experienced by a firm’s employees: thus, to keep their labor costs down,
employers will tend not to hire individuals who have major health problems. This
problem, although potentrally troublesome, can be dealt with by appropriate

31 To illustrate this point, consider a theoretical program designed to raise $10 billion by use of either
a payroll tax or a premium, with three-fourths of the tax to be paid by the employer. If such a program
were funded by a payroll tax, the employer’s contribution for an employee earning $4000 would be
approximately $40 per year, whereas if the program were funded by a premium, the cost to the employer
would be almost $130 per year.
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legislative provisions. For example, by pooling the health risks of employees of
several companies into larger groups for purposes of setting premiums, the risk
involved in hiring employees with health problems can be so diffused that there will
'be no disincentive to the hiring of illness-prone individuals. The payroll tax has no
negative effect on hiring, since the burden imposed on the employer is related only

to an employee’s earnings.
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