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Business, Households, and Government:
Health Spending, 1994

Cathy A. Cowan, Bradley R. Braden, Patricia A. McDonnell, and Lekha Sivarajan

During the 1990s, growth in health care
costs slowed considerably, helping to lessen
the spending strain on business, government,
and households. Although cost growth has
slowed, the Federal Government continues
to pay an ever-increasing share of the total
health care bill. This article reviews impor-
tant health care spending trends, and for the
first time, provides separate estimates of the
employer and employee share of the premi-
um costs for employer-sponsored private
health insurance. This article also highlights
some of the emerging trends in the employer-
sponsored insurance market, including
managed care, cost-sharing, and employ-
ment shifts.

INTRODUCTION

In 1994, national health expenditures
(NHE) consumed 13.7 percent of the gross
domestic product (Levit et al., 1996),
reaching $949.4 billion. The 6.4-percent
growth from the previous year was the
slowest growth in more than 3 decades.

The analysis presented in this article
builds on the national health accounts
(NHA), which present spending by health
care bill payers such as Medicaid,
Medicare, and private health insurance.
The NHA estimates are rearranged and
disaggregated to permit an examination of
sponsors of health care who provide fund-
ing to bill payers. These major sponsors of

The authors are with the Office of the Actuary, Health Care
Financing Administration (HCFA). The opinions expressed are
those of the authors and do not necessarily reflect those of
HCFA.

health care are business, households, and
governments, with a small amount of rev-
enue coming from non-patient revenue
sources, such as philanthropy. Sponsors’
spending is measured as expenditures for
health services and supplies (HSS) that
represent the cost of health care excluding
research and construction. Some pay-
ments for HSS by sponsors pass through
health care bill payers such as insurance
and government, while other payments
flow directly into the health care system.
In this article, one additional layer (a
breakdown of business and household) is
revealed beyond those presented in NHA.
Ultimately, however, the individual bears
the primary responsibility of paying for
health care through health insurance pre-
miums, out-of-pocket costs, philanthropic
contributions to health organizations,
income taxes, earnings reduced by
employers’ health insurance costs, and
higher costs of products.

In 1994, $919.2 billion was spent on HSS
(Table 1). The private sector, which
includes business, households, and non-
patient revenues, accounted for 63 percent
(8577.3 billion) of HSS. The public sector
accounted for the remaining 37 percent
(8342.0 billion). Expenditures by the public
sector include only general revenue!
expenditures by Federal, State, and local
governments. These expenditures include
funding of health care programs and

! Also includes a a small amount of interest income earned on
the Medicare Hospital Insurance Trust Fund and the Medicare
Supplementary Medical Insurance Trust Fund.
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Table 1
Health Services and Supplies, by Sponsor: United States, Selected Calendar Years 1965-94

Type of Sponsor 1965 1970 1975 1980 1985 1990 1991 1992 1903 1994
Amount in Billions
Total $37.7 $67.9 $122.3 $2356 $411.8 $672.0 $7363 $808.0 38631 $H19.2
Private 29.8 489 B3.7 1584 2822 4508 481.9 520.1 5442 5773
Private Business 59 136 275 617 1086 1858 1982 2159 2268 2413
Household {(individual) 23.2 338 538 89.5 1605 2453 2622 2819 2929 3104
Non-Patient Revenue 0.6 15 2.4 7.2 13.1 19.8 215 223 244 269
Public 7.9 19.0 38.6 773 1296 2221 2644 2859 3189 3420
Fedearal Govemment 3.4 104 212 424 68.4 1151 136.2 159.7 1811 190.8
State and Local Govemment 45 86 174 348 612 1070 1182 126.2 137.8 1513
Percent Distribution
Total 100 100 100 100 100 100 100 100 100
Private 78 72 68 &7 69 67 65 65 63 63
Private Business 16 20 23 26 26 28 27 27 26 26
Houssheld {Individual) 62 50 44 as 39 3 36 s 34 34
Non-Fatient Revenus 2 2 2 3 3 3 3 3 3 3
Public 21 28 3z 33 31 33 as 35 a7 37
Federal Govemment 9 15 17 18 17 17 19 20 21 21
State and Local Government t2 13 14 15 15 16 16 16 16 16

SOURCE: Health Care Financing Administration, Office of the Actuary: Data from the Office of National Health Staflstics, 1965-94,

government employer contributions to
health insurance plans and to the Medicare
Hospital Insurance (HI) Trust Fund for
their employees.

From 1965 to 1990, the household share
of HSS feli from 62 percent to 36 percent.
From 1965 to 1990, both the business and
pubiic secior shares grew, from 16 percent
to 28 percent and 21 percent to 33 percent,
respectively, Between 1990 and 1994,
household and business shares each fell 2
percentage points. At the same time, the
share paid by the public sector rose 4 per-
centage points, the most rapid increase
since 1975. In 1992, the public share of
expenditures for HSS exceeded the house-
hold share for the first time.

BUSINESS SECTOR

Health spending by private business
grew to $241.3 billion in 1994. This is an
increase of 6.6 percent from the prior year.
Business health spending accounted for 26
percent of HSS (Table 1). This share grew
from 1965 to 1989 but decreased slightly
from 1990 to 1994 (Figure 1). The majority
of private business spending was for the

employer share of private health insurance
premiums and contributions to the
Medicare HI Trust Fund. Payments for
programs such as workers’ compensation,
temporary disability insurance, and indus-
trial inplant services also are included.

In 1994, premiums for employer-spon-
sored private health insurance cost busi-
ness 3179.5 billion, 5.6 percent more than
the previous year (Table 2). The 5.6-per-
cent growth rate for premiums was the
slowest since 1965 and continued a trend of
declining growth that began in 1992. Since
1991, enrollment in private health insur-
ance has declined, and growth in health
care costs has decelerated (Levit et al,
1996).

Influence of Managed Care

As more employees switched to managed
care plans, growth in employer-sponsored
premiums started to decelerate. Managed
care plans typically charge lower average
premiums than traditional indemnity plans
(Foster Higgins, 1994; KPMG Peat
Marwick, 1991-95) by controlling provider
costs and utilization of services. At the same
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Figure 1

Percent of Expenditures for Health Services and Supplies, by Sponsor:
United States 1965-94
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time, employers were able to pass a higher
share of total premiums to their employees.
In 1986, almost 90 percent of health plan
participants in medium and large firms?
enrolled in traditional fee-for-service plans;
however, by 1993, the number of partici-
pants had dropped to 50 percent (Figure
2). Enrollment in health maintenance orga-
nizations (HMOs), typically the most
restrictive of the managed care plans, grew
from 13 percent to about 23 percent of all
plan participants between 1986 and 1993.
The fastest growing type of managed
care plan was the preferred provider orga-
nization (PPO). These plans grew from 1
percent of health plan participants in 1986
to 26 percent in 1993 (U.S. Bureau of Labor
Statistics, 1994a). PPOs attempt to lower
costs by selecting providers that meet their
criteria, which could range from location to

2 Small firms and State and local governments showed similar
trends.
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specialty to practice patterns. Then PPOs
negotiate a fee schedule with these
providers. Many traditional fee-for-service
plans now generate a list of pr ferred
providers for participants. The advantage
to the participant for using the preferred
provider is lower out-of-pocket costs.

Contributions to Medicare

The Medicare HI Trust Fund is primari-
ly financed through Federal Insurance
Contributions Act (FICA) taxes. The trust
fund is used to pay for inpatient hospital
care and other related services for 32
million aged and 4 million disabled
persons covered by Medicare. Employer
contributions to the Medicare HI Trust
Fund reached $40.3 billion in 1994,
Employees and employers each contribute
at a rate of 1.45 percent of the taxable earn-
ings. Self-employed persons contribute
at a rate of 2.90 percent.

159



“PE-G96L 'SHIBIIIS YNESH RUOpen o 20O ey Woll Bled [ARNDY 84} 0 SO0 "USBASIURUDY BliouBULY 858D WIESH :3OHNOS

‘seipfRans mHdsoy PUE ‘senAloR Uieay Jgnd “UoiRYIIgRYS: [BUCIEI0A ‘UIEY DY PUB [BLLISIEW ‘dourisisse Rsauel pue oxgnd Jeylo sepnpuls

SUTRHY SURISIA Jo uRlpedaq PUE ‘esuaje j0 Juswpedaq ‘sananoe Yyeey oignd ‘suresboid pesipawl puk egdsoy felaush snOSUERROSAL 1SYI0 pUe UonBsuddMoD

Sioqom [RIOpad ‘(r£-5961) AUNpOUdO SMUOUOST J0 S0NN0 ‘SHAISG LIESH UBIPU| ‘UOHBISILIWPY S30IAISS UBOH [CIUSIH PUE SNy SMIEISONS ‘WOIBIIGEYSS [eUOEC0A ‘YIfEsy PAYY PUB FALIBIBW SOPNPUl,
“adBoipep 40} stuniead ur-ng precipepy sepnioule

“dreDipepy 10) swnpiaid u-Ang PIESIPIN $IPRXI:

*seusq AWNOIG [E00S JO UOHEXNE] PUR PUnJ 1S1U) 0URINSY| eXdSOH eJedPay 01 UoINGUILOY JusADiduIa-Jles 10 JeU-SUD Sepnjou),

sy vIF Loy gLe g9t zee Zri ¥g 15 v sweibaid 18yo
8Ll gl Ll 0Ll £l oL 9's gt ze ¥e salpisqng endsoH
V6P ISP 68 62¢ ZEE o8l 21 1'9 G2 00 pesipoy
gve 298 S8 - 5'69 g'or 8'sZ opL 9z Zy wesbiold Aq saunyipuedxs yieaH
£'5 0's 8P 2 4 o ze gl 20 2o 00 pung Jsnu) soueinsy| eldsol eeoipayy o] uoanguiuey) 1ekojdwg
1 29 &y 1'se See zel 9/ zZ%T L0 £0 SWNIWald SoURINSY| UHESH SIBAL 0) uounquiue: JeAodws
£151 8%l z9zl ZBll 0201 Z'19 are 21 o' st WBWILISAOE) (2007 PuR SRS
98¢ L'8g 0’9t ove 908 12 Lrl £'6 €5 £e yswesboud 810
PEg 08 5’69 F45 ey 1'g2 2Pl 92 82 00 sEoIpeN
622t L'sul 501 216 v 2hr $'62 691 28 e (eseapep Bupniox3) saumipusdxd wesbold yiesH
Z¥L 6N [} £01 L0l z's LE Ll o'l 00 swiniweld esuelnsu| jeapaiy Aejuswsiddng aleolpapy sse
¥'86 €98 €es 373 oL zer ove S'tl Y 0'0 Swniwalg pue SUOANQUILCY pund 1sfu) |eidsoH areoipely sse
L'egl  v&PL £'981 #icL &0LL v rAP L z9l ) 00 zaleoipoy
g5 IS Py 5Ze 962 el S'0lL ot gl 00 aleoipayy paIsnipy
€2 £ ze AT te o €0 20 1o 00 pund 1Sty aouRINsU| ERdsoH IEdIpajy O UonNgUIugy) sakojdwg
&1k gl 201 86 28 er zZe zl g0 z0 SWNILISIH e3URINSU Y)lesH SleAlld O] Yonquuos) sefoldw
9061 119l 2'851 z9e LS v'89 ver zie ¥olL e USWIWIBA0Y) |Bseped
0Zre  681E 8'582 T t°222 9621 €Ll 9'8¢ o6l 62 oanqnd
65¢ v¥e ez 51z 6l (R~ T vz 51 90 senusAsy Ueed-UON
&'vil  veal rvol 1'S51 eyl 9001 £09 L'ge 6'¥2 581 Buipusds Yiesi 19%004-10n0
Tyl 61 1L 0l Lol Zs LE Fy o'l 00 pung jsru souensu) |esipep
AEuswaiddng sieapew o) sfENpIAIpU| A4 pled suwniwsid
505 vep 414 ¥'6e 556 (N7 o0zl LS vz 00 1pun Jsni} aoumINsu) [ejidsoH

SIEDIPOY ) Pled SWRWaly AIRJUNiop PUR SUOHNGUILOTY
wswioduig-ges pue safodug

90, 289 9'¢9 ¥is e1ls £08 vl ze 95 iv swinwald Agijod [ERPIAIPY| pue
swNMwWald SouBINSU YleaH a)eAld o} uonhquiuoen sakodwg
1'0LE  6T6T 8182 g9z £'5p2 5091 568 ges gec Zee PioyasnoH
0t e 9e A A ! 60 50 €0 20 SENAIBG IBSH UB|dy) feLsnply
2313 gl S8l 2ol gl yar 1'g e ¥l 80 aoueinsy] Apqesiq Aeioduie) pue uopesuadwion SIOHOM
goFr  95g 4 2] 5Ze 5’68 €02 501 0s 4 00 pund 1sni| eoueinsy elidsol 2IROIPSIY 0 uoRNgLUOY J1akojdwy
S'B8IL  O0LL vo9l 9ovi ¥'8el L1'6L e'sy 2'6L FA & SWNIWSI4 SOURINSL| YIjEsH 31eAld 0} uorngquiue) JeAoidul
give 982 6512 Ze6t 8's81 9’801 FAS:) 512 9l 6 ssalisng ajBALg
LIS ErbS 1029 sler g'05F ZEee P51 €8 &8k g6z @)ealnd
26I6% 1'e9ps 09088 €98/t 63298 SMUpE  ¢seSt  £22E 6498 £ie% feroL
suolfiig i unoLwy
661 €661 2661 L1661 0861 SREL 0861 S/61 0l61 5961 losuodsg Jo edAt
6-5961 sJue), Jepuejen pejosies ‘selels peuun tosuods Aq ‘seljddng pue sesiaies yijesH Jof sainypuadxy
colqel

HEALTH CARE FINANCING REVIEW/Summer 1996/ Volome 17, Mumber ¢

160



Figure 2

Percent Distribution of Enroliment by Type of Health Care Plan in Medium and Large
Private Establishments: Selected Calendar Years, 1986-93
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SOURCE: U.8. Departmant of Labor, Bureau of Labor Statlstice: Employes Benefit Survey. Washingtion. U.S.

The significant increase in contributions
for 1994 (13.3 percent) was a result of
the Omnibus Budget Reconciliation
Act (OBRA) of 1993, which removed
the cap on the maximum taxable amount of
annual earnings. Before OBRA 1993, con-
tributions by employees, employers, and
self-employed persons were based on
wages and salaries up to $135,000 (the
maximum taxable amount of earnings in
1993). The change in OBRA 1993 allows
for all earnings in covered employment to
be subject to the HI contribution rate
(Board of Trustees of the Federal Hospital
Insurance Trust Fund, 1995).

Other Business Spending

Workers’ compensation and temporary
disability insurance coniributed a total of
$18.3 billion in 1994 to business health care
costs. Recently, there have been major

changes to workers’ compensation laws
aimed at controlling costs. In 1993,
changes included the introduction of man-
aged care plans in 12 States and the pas-
sage of legislation allowing or requiring
deductibles to be written into workers’
compensation insurance policies in 7
States (Berreth, 1994). Industrial inplant
services, facilities, or supplies provided by
employers for the health care needs of
their employees were $3.0 billion in 1994,

Business Share and Burden

In 1965, business paid for 16 percent
of total HSS. By 1990, the share had grown
to 28 percent. However, since 1990,
the business share has decreased slightly,
from 28 percent to 26 percent, revers-
ing the 25vyear trend. The share has
declined as business tries to control their
health care costs.

HEALTH CARE FINANCING REVIEW/Summer 1996/Volume 17, Number ¢ 161




Table 3

Percent of Full-Time Workers in Medium and Large Firms Who Participate in
Employer-Sponsored Health Plans, by Category of Benefits Covered: United States,
Selected Calendar Years 1984-93

Selected Covered Bensflits 1984 1989 1993
Alcohol Abuse 61 a7 98
Drug Abuse 52 96 o8
Home Health Care 46 75 86
Hospice Cars 1 42 65
Roufine Physicals 8 28 42
Well-Baby Care NA 34 48
Immunizations and Inoculation NA 28 37

NOTE: NA is not applicable.

SOURCE: U.S. Departmant of Laber, Bureau of Labor Statistice: Employes Banefit Survey. Washington. U.S. Governmert Printing Office, 1984-94,

Covered Services

Over the past decade, the breadth of services
covered by employersponsoved private healih
insurance has expanded. Much of this expansion
was driven by strafegies for cost containment.
During the mid-1980s, the proportion of employ-
ees with coverage for substance abuse, home
health care, and hospice care increased (Table
3). Many emplayers added coverage for substance
abuse to their medical plans to reduce long-term
medical costs and improve worker productivity
(Kronson, 1991). However, the rise in substance-
abuse coverage was also partly the result of State-
legisiated mandates that required insurers o
provide alcohol and drug-treatmeni bemefifs.
At the same time, an increasing number of
insurance plans offered home health care and
hospice care coverage as less expensive alterna-
tives lo hospital stays. The proportion of employ-
ees with coverage for home health care
benefits almost doubled, from 44 percent in 1984
to 86 percent in 1993 (U.S. Bureau of Labor
Statistics, 1994a).

Burden is a gauge of a sector’s ability to
pay for health care, using a comparison
of health spending against capacity to
pay these costs. In the business sector,
burden measures such as business health
spending as a percent of labor compensa-
tion and profits have either declined or
stabilized in recent years (Table 4).
Business health spending as a portion of
total compensation grew from 1.8 percent
in 1965 to 7.5 percent in 1992 and
maintained that share through 1994
Another measure, business health spend-

162

During the late 1980s and early 1990s,
the continued focus om cost containment led
employers to accelerate the shift toward managed
care health plans, including HMOs, PPOs, and
POS plans. With that shift came an expansion
in preventive services. Examples of common
preventive services include routine physical
examinagtions, well-baby cave, well-child
care, and immunizations and inoculations,

Data from KPMG Peat Marwick (1991-95)
indicate that even  conventional fee-
Jorservice plans, which have iraditionally
covered few preventive services, have greatly
expanded  their coverage during the
1990s. For example, from 1992 to 1994, the
Dbroportions of employees covered for adult physi-
cals, well-baby care, and wellchild care in
surveved conventional feefor-service plans all
increased by more than one-third. However,
despite such increases, these conventional
plans still lag most managed care plans
(particularly HMOs) in the overall level of pre-
ventive-services coverage.

ing as a percent of corporate profits,3
declined from 1993 to 1994. Business
attempted to control its rising health care
costs by switching to managed care plans
and shifting costs to employees. These
strategies, along with other marketplace
changes (such as decelerating growth in
henefit costs) seem to have stopped (or at
least temporarily reversed) the rising
impact of health care costs on business,

3 Business health spending includes all types of business—cor-
porations, partnerships, and sole proprietorships. However, we
do not have a measure of profits for organizations other than cor-
porations.
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Table 4

Private Business Expenditures for Health Services and Supplies as a Percent of
Business Expense or Profit: United States, Selected Calendar Years 1965-94

Business Health Spending as a Share of

Labor Compensationt.2

Corporate Profitse.?

Totai Wages and Fringe Before After
Yoear Compensation Salaries Benefits Tax Tax
Percant
1965 1.8 2.0 204 75 124
1870 28 31 26.4 17.3 30.9
1978 3.7 43 27.3 19.6 308
1980 4.7 55 29.9 256 395
1885 57 6.8 368 48.8 85.4
1990 7.0 8.3 43.1 50.8 81.8
1991 7.2 87 435 54.3 84.7
1992 7.5 8.0 44.0 54.5 84.3
1993 7.5 9.0 43.2 49.1 78.4
1994 7.5 9.1 431 48.0 749

1For employaas in privale Industry.

2Based on January 1998 data from the 1.5, Department of Commerce national inceme and product assounts.
37 gimitar concepd of “profite” for sole propristorship and partnerships is not avallable.

SOURCE: Health Care Financing Administration, Office of the Actuary: Data Iromn the Office of Natiohal Health Statlsties, 1965-94.

Real Compensation

Since 1993, growth rates of real total
compensation and employer health expen-
ditures have moderated. Real total com-
pensation per private and government
employee grew at a 0.8percent average
annual rate from 1965 to 1992 (Table 5).
The health care component of real total
compensation grew at an average annual
rate of 6.3 percent for the same period.
From 1992 to 1994, however, growth in real
total compensation slowed to 0.4 percent,
while the employer health component grew
only 1.6 percent. Despite slower growth in
employer health costs, real health care
expenditures per employee continued the
historic trend of consuming more of real
compensation through 1994. However, data
from the March 1996 Employment Cost
Index show that there may be a reversal of
this trend, as wages and salaries grew
faster than health benefits (U.S. Bureau of
Labor Statistics, 1996b).

HOUSEHOLD SECTOR

Households spent $310.1 billion on
health care in 1994—an increase of 5.3 per-

cent from the previous year. Household
expenditures include the employee share
of employer-sponsored and individually
purchased private health insurance ($70.6
billion). Additionally, households paid pre-
miums, contributed to the Medicare trust
funds ($64.7 billion), paid out-of-pocket
costs for health care services not covered
by insurance, and paid deductibles and
copayments (8174.9 billion).

The share of HSS paid by households
has been declining, from 62 percent in
1965 to 34 percent in 1994. Since 1988, this
decline in share for households has been
more rapid than for the previous 10 years
(Figure 1). This decline is related to a
deceleration in the growth rates for house-
hold-paid private health insurance premi-
ums and out-of-pocket costs for services
(Table 6). Growth in private health insur-
ance premiums decelerated from 19.7
percent in 1988 to 3.5 percent in 1994,
Growth in out-of-pocket payments by
households, like private health insurance
premiums, decelerated during the 1988-94
period, from 11.3 percent in 1988 to 3.2 per-
cent in 1994. Growth in private health
insurance premiums and out-of-pocket pay-

HEALTH CARE FINANCING REVIEW/Summer 1996/Volume 17, Number 4 163



Table 5

Economywide Real Compensation per Employee! and Average Annual Growth:
United States, Selected Calendar Years 1965-94

Real Compensation
Fringe Benefits Full-Time and
Employer Part-Time
Total Wages and Health Pension Employeas
Yoar Compensation Salaries Total Expenditures Paymentss Othert {in Thousands)
19656 $18,058 $16,419 $1,679 $327 $968 $383 69,877
1970 19,824 17,675 2,150 478 1,290 as 80,003
1975 20,5585 17,644 291 €89 1,755 467 85,347
1980 19,975 16,734 3.241 890 1,844 507 99,233
1985 20,776 17,344 3,432 1,180 1,806 445 107,133
1990 21,648 17,901 3,747 1,526 1,785 438 119,413
1991 21,782 17,018 3,864 1,604 1,822 437 117,503
1992 22,219 18,217 4,003 1,693 1,872 438 117,998
1993 221 18,150 4,062 1,717 1,900 444 120,011
1994 22,302 18,183 4119 1,746 1,940 434 122,981
Avetage Annual Growth Rates
1965-70 1.8 1.5 5.1 7.9 59 0.1 2.7
1870-75 Q.7 a0 83 7.8 64 4.1 1.3
1975-80 0.6 -1.1 22 8.3 1.0 1.7 a1
19680-85 0.8 0.7 1.2 6.8 0.4 25 1.5
1985-80 0.8 0.6 1.8 53 02 -0.5 22
1990-91 0.6 0.1 3.1 52 20 0.4 -1.6
1981-82 20 1.7 3.6 5.5 27 0.1 0.4
1992-93 0.0 £.4 1.5 1.4 1.5 1.4 1.7
1993-84 0.4 0.2 1.4 1.7 2.1 2.4 25
1965-92 0.8 04 3.3 6.3 25 05 2.0
1992-94 0.2 0.1 14 1.5 18 0.5 21
Cumulative Growth Rates
1965-70 9.5 76 28.0 48,0 382 5.5 14.5
1970-90 9.2 1.3 74.3 2191 384 14.2 49.3
1990-94 a0 16 9.9 14.4 8.6 0.5 3.0
1965-94 232 10.7 145.3 433.1 100.4 13.1 76.0

Tincludes
Consumer Price Index for Urban Wage Earners and Clesical Workers.

compensalion for private industry and Federal and State and local governments per full-time and pant-lime smployee, deflated using the

2ncludes employer contribution 1o health Insurance premiums and to Medicare Trust Funds, and workers” compeneation and temporary dleability

tincludes private and public pension plans, old age, survivers, and disabliity insurance {Social Security), railrcad, and pension banefit guaranty.
sincludes employer contribution to unemployment Insurance, e Insurance, comporate dirsctor's fees, and saveral minor categorias of smployee

compensalion,

SOURCES: Health Cara Financing Adminisiration, Oftice of the Actuary, Office of National Heaith Statleties; U.S. Department of Commerce,
Economics and Statistics Administration, Bureau of Economilc Analysls; and U.S. Department of Labor, Bureau of Labor Statistics, 1965-94.

ments decelerated at the same time
that managed care plan enrollment was
growing (Figure 2). These plans typically
have lower premiums and lower
out-of-pocket costs than traditional indem-
nity plans.

Growth in household spending for
Medicare premiums and contributions
generally decelerated from 1988 through
1993. In 1994, however, the removal of the
maximum taxable earnings cap and an
increase in the taxation of Social Security

benefits caused household payments to
Medicare to increase.

Household Burden

The household burden, as measured by
comparing household health care spend-
ing to adjusted personal income, remained
stable from 1992 to 1994. During this peri-
od, out-of-pocket spending for premiums
and health care services and supplies was
5.7 percent of adjusted personal income
(Table 7). Previously, from 1984 to 1991,
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Table 6

Growth in Components of Household Health Care Spending:
United States, Calendar Years 1988-84

Average

Annual

Growth

Component 1988 1989 1990 1991 1992 1993 1994 1988-94

Parcent

Houseghold Health Care Spending 131 84 8.1 69 7.5 3.9 59 6.8
Insurance FPremiums 19.7 14.4 1.9 119 109 7.3 a5 9.9
Medicare Contributions and Premiums 124 121 18 9.2 8.4 26 6.9 B.4
Qut-of-Pocket 11.3 5.4 9.0 45 6.0 3.0 3.2 52

1The significant increase in contributions lrom the previous year ls a result of the Omnibus Bukget Reconclliation Act {OBRA) ol 1993, which
removed the cap on the maximum taxable amount of annual sarnings.

SOURCE: Healh Care Financing Adminisiration, Ofiice of the Actuary: Dala from the Office of National Healih Stalistics, 1988-94.

Table 7

Expenditures for Health as a Percent of Household (Individual)} Income:
United States, Calendar Years 1984-94

Housshold Health Spending as a Share of

Income After Taxes!
Referance Relerence
Adjusted Porscn 65 Years Person Under 65
Yaar Personal income2 All Ages of Age or Over? Years of Age?
1934 4.8 49 1.3 4.0
1985 4.9 48 1.0 39
1986 5.0 49 1.8 4.6
1987 5.0 46 10.7 3.6
1988 53 50 125 38
1589 53 4.9 1.5 3.9
1990 54 5.1 12.5 40
1891 56 5.1 12.2 40
1582 8.7 53 i2.6 4.1
1993 57 58 13.6 4.3
1594 57 52 1.9 41

1Calculated from the Consumer Expenditure Integrated Survey of the Bureau of Labor Statietice, In this survey, the Institutlonalized populalion,
Including nureing home resldents, was excluded, theretors spending for nursing home care in the Consumer Expsnditure Survey covers only a small
pertion of lotal days of care. .

2Parsonal income ad|usted to Includs personal Medicare contributions and to exclude cerain transfer payments {Medicatd, workers' compensation,
and lemporary disabilty Insurance).

2Consumer expendiiure data are tabulated by age of reference parson. Therefore, housaholds may Include members who are in a different age
calegery than the reference person. For example, a person who is under age 65 years of age and Bves in a household wiih a refersnce person 65
years of age or over is included with thoss over 65 In the househoid.

SCURCES: Hoealth Care Financing Administration, Cffice of the Actuary: Dala from the Office of Natlonal Health Stalistics; U.S. Departmeni of Labor,
Bursau of Labor Statistics, 1984-94,

household health spending had grown
steadily faster than income, consuming
4.6 percent of adjusted personal income in
1984 and rising to 5.6 percent in 1991.

The elderly continue to bear a larger
health care burden than the non-elderly
(who have experienced very little change
in burden in the 1990s). Households with
reference persons? 65 years of age or over
spent more of their after-tax income on
health care costs (11.9 percent) in 1994

than households headed by non-aged per-
sons. The elderly use more health services
than the non-elderly population and incur
more out-of-pocket costs, especially
for some care not covered by Medicare
(primarily prescription drugs).

4 According to the Consumer Expenditure Survey glossary:
The reference person is “the first member mentioned by the
respondent when asked to ‘Start with the name of the persoa or
one of the persons who owns or rents the home.” It is
with respect to this person that the relationship of the other
consumer unit members is determined” (U.S. Bureay of Labor
Statistics, 1995c¢).
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PUBLIC SECTOR

Health care expenditures by Federal,
State, and local governments reached
$342.0 billion in 1994, exceeding spending
by either the business or household sec-
tors (Table 1). From 1965 to 1994, the
share of HSS paid by governments grew
from 21 percent to 37 percent, surpassing
the individual share in 1992. Government
bears the largest share of health care costs
for several reasons. First, the public sector
is frequently the insurer of the most vul-
nerable portions of the population: the
aged, the disabled, and the poor. The
democratic process also makes it more dif-
ficult for the government to respond quick-
ly to marketplace changes. As the govern-
" ment share of health care costs has
increased, health care has become one of
the most hotly debated topics in the politi-
cal arena.

Government expenditures are those for
health care spending in Department of
Defense and Veterans Affairs facilities;
grants for needy population groups, such
as the elderly, the poor, mothers and
children, American Indians, school
children, and the disabled; public health
activities; and State and local government
hospital subsidies. Only the general
revenue contributions and interest
income in support of programs such as
Medicare are included, while dedicated
tax revenues paid into the trust funds
for specific programs are excluded. Also
included are expenditures that govern-
~ ments pay on behalf of their employees
for health care.

Federal Government Share
and Burden

The Federal Government spent $193.6
billion of general revenues for health
care in 1994, an increase of 6.3 percent

from the previous year. Federal
Government health care expenditures
grew from 9 percent of HSS in 1965
to 21 percent in 1994. The two largest
federally funded health care programs,
Medicare (adjusted to exclude premiums
and tax revenues) and Medicaid,
accounted for the majority (71.8 percent)
of spending by the Federal Government.

Federal expenditures for health care
consume almost one-quarter of all
Federal revenues. From 1965 to 1992, the
Federal sector burden grew from 3.5
of revenues to 23.3 percent. Since 1992,
the percent of revenues paid by
the Federal Government for health care
has remained between 23.1 percent and
24.2 percent (Table 8). The recently
observed stability in the burden measures
results from acceleration in Federal rev-

Table 8

Expenditures for Health as a Percent
of Federal, State, and Local Government
Revenues: United States, Selected
Calendar Years 1965-94

State and Local
Federal Govemment Govemment Health
Health Spending as a Spending as a Share of

Share of Federal State and Local
Year Revenues? Revenues!
Percent
1965 35 8.0
1970 7.3 9.0
1975 1.9 1.8
1980 ne 14.3
1985 14.3 159
1990 17.3 19.8
1991 205 208
1992 233 20.8
1993 24.2 21.6
1994 23.1 22.4

1Excludes contributions to soclal Insurance because these came
directly from businessee and individuale. These furds are for
dadicated purposes and are not pan of the general revenus pool of
funds from which health spending can be financed. Based on January
1996 data from the U.S. Depariment of Commerce national income
and product accounts.

2Excludes contribution to soclal Insurance, as explained In fooinote 1,
and Federal grante in ald, such as Federal Medicaid grants o States.
Based on January 1996 data from the U.S, Depariment of Commerce
national income and product accounts.

SQURCES: Hoakh Care Financing Adminlstration, Office of the
Actuary: Data from the Offloe of National Health Statistics, 1968-94;
U.8. Department of Commerce, Bureau of Economic Analysis,
Janwary 1926
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enue growth and deceleration in Medicaid
general revenue spending.

State and Local Government Share
and Burden

State and local governments spent
$151.3 billion on health care in 1994,
accounting for 16 percent of HSS. The bur-
den felt by State and local governments
has increased since 1965: Health care
spending rose from 8.0 percent of rev-
enues to 22.4 percent of revenues in 1994.
Despite efforts to control costs, State rev-
enues have not kept pace with rising health
care costs.

State and local government responsibili-
ty for contributing to health insurance pre-
miums for their employees is adding to the
strain on State and local government
resources. In 1994, employer contributions
to private health insurance premiums
accounted for one-third of State and local
health expenditures. From 1985 to 1992,
expenditures for employer-sponsored
health insurance premiums grew from 30
percent of State and local expenditures to
34 percent, while Medicaid spending
in relation to State and local health expen-
ditures remained relatively constant.
The increase in the share of expenditures
for employer-sponsored insurance came
even though State and local governments
steered more of their workforce into man-
aged care plans and increased employee
premiums (U.S. Bureau of Labor Statistics,
1995a).

Medicaid

Medicaid, funded by both the Federal
and State and local governments, experi-
enced large spending growths during 1990
and 1991, followed by a deceleration in
growth from 1992 to 1994. The increases
were the result of changes in the Federal

requirements for increased coverage of
women and children and other categories
of enrollees; increases in the number of
people eligible as a result of the economic
slowdown in 1990 and 1991; and increases
in payments for disproportionate-share
hospitals. In 1991, legislation was passed to
curb the increases in Medicaid costs
resulting from tax-and-donation schemes
and payments for disproportionate-share
hospitals. These changes became effective
in 1994.

Other changes have been taking place in
the Medicaid program during the 1990s.
The Medicaid program was established as
a feefor-service system, allowing recipi-
ents freedom of choice. In the 1990s,
through various waiver programs,® States
have been able to develop and implement
managed care programs. Following the
trend of private business, many States have
been enrolling Medicaid recipients in man-
aged care programs to control costs, foster
a patient-provider relationship for recipi-
ents, and provide continuity of care. From
1991 to 1994, the percent of Medicaid recip-
ients enrolled in managed care plans grew
from 9.5 percent to 23.2 percent (Health
Care Financing Administration, 1995).

NON-PATIENT REVENUES

Non-patient revenues funded 3 percent
of all health care spending in 1994, a share
maintained since 1979. Non-patient rev-
enues consist of philanthropic expenditures
for health care services and other revenue
sources of institutions, such as hospitals,
home health agencies, and nur ing homes,
that are not directly associated with the
delivery of services. The sources include

5 The Omnibus Reconciliation Act of 1981 amended the original
provisions of the Medicaid program to allow States to restrict
freedom of choice for beneficiaries (section 1915(b}). In addi
tion, under the research and demonstration waivers authority
(section 1115}, States can mandatorily enroll Medicaid benefi-
ciaries in managed care programs. These waivers must be sub-
mitted to and approved by HCFA
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revenues from gift shops, cafeterias, and
parking lots. In 1994, $25.9 billion of health
expenditures were funded from this
source.

PRIVATE HEALTH INSURANCE
PREMIUMS

Of the $919.2 billion spent for HSS in the
United States in 1994, more than one-third
(8313.3 billion) was spent on private health
insurance premiums (Table 9). Total private
health insurance premium spending was
up 5.7 percent from 1993. However, since
1989, the annual growth rate for premiums
has fallen by almost two-thirds. This down-
ward trend reflects changes in health
insurance plan costs as well as private
health insurance enrollment.Although the
growth in managed care dampened the
increase in the average premium cost of
health insurance plans, overall enrollment
in private health insurance actually
declined (Levit et al., 1996).

Private health insurance spending is cat-
egorized into three principle payer groups:
employers, employees, and individuals.
Employers and employees (and retirees)
contribute to premium costs associated
with employer-sponsored health insur-
ance. Individuals purchase insurance
directly or through association groups.
One popular form of individually pur-
chased insurance is “medigap” policies,
which supplement coverage obtained
through the Medicare program.

Employer and Employee Premiums

Of the $313.3 billion spent on premiums
in 1994, $290.3 billion was spent by employ-
ers and their employees for workplace-
based private health insurance premiums.
Since 1989, the overall rate of growth in
employer-sponsored private health insur-
ance premiums slowed markedly, reaching
a low of 6.6 percent in 1994, After years of

double-digit increases, the recent slow-
down in the rate of premium growth is a
very positive trend for business, govern-
ments, and workers paying for health
insurance, although it is yet unclear how
long this trend can be sustained.

Possible factors influencing the recent
slowdown in aggregate premium growth
include changes in the insurance market-
place, as well as structural and political
forces within the overall economy. In
recent years, many employers and their
employees shifted to managed care plans
that offered lower average premiums than
traditional indemnity health plans. The
switch by employers to lower cost plans
helped to slow aggregate premium growth.
However, current (1995) health cost indi-
cators (KPMG Peat Marwick, 1991-95)
suggest that average premiums for some
types of managed care plans (PPO and
point-of-service [POS] plans) may be grow-
ing faster and may actually exceed the cost
of conventional indemnity plans, eliminat-
ing the premium cost advantage.6

In addition to market changes, the pri-
vate industry job mix in the United States
is changing. In recent years, employment
growth has been concentrated in the
service-producing industries, such as retail
trade, rather than in goods-producing
industries, such as manufacturing (U.S.
Bureau of Labor Statistics, 1996a). Service-
producing industries, on average, have
lower proportions of workers eligible for
employer-sponsored health insurance
coverage (KPMG Peat Marwick, 1991-95).
As a result, the increasing proportion of
employment in service-producing indus-
tries lowers the overall growth rate for
premium spending per worker.

6 KMPG Peat Marwick surveys company health plans with the
largest enroliment from a random sample of employers with 200
or more workers. Because smaller employers are excluded,
these data are not fully representative of the employer-spon-
sored ptivate health insurance marketplace. Nevertheless, the
data provide valuable comparative statistics on health plan
costs, design characteristics, and changes over time.
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Other factors, such as the threat of
health care reform in 1993, may have had
an impact on overall medical inflation and
insurance premium costs, but such politi-
cal influences are harder to quantify.
Nevertheless, it appears that employers
and the insurance industry are aggressive-
- ly seeking out and implementing far-reach-
ing cost-containment strategies.

Non-Federal Employer Share

In 1994, non-Federal employers con-
tributed 83.6 percent ($230.8 billion) of the
premium cost for their employees’ health
insurance plans, with the employees pay-
ing the remainder. For 6 out of the last 7
years covered by this article, the rate of
growth in employer-paid premiums was
slower than the growth of premiums paid
by their employees. From 1987 to 1994, the
share of total health insurance premiums
paid by private industry and State and local
government employers has gradually erod-
ed, falling a little more than 2 percentage
points. Although the decline appears rela-
tively small, at the 1994 level of total pre-
mium spending, a 2-percentage-point
increase in the employer share would
reduce the employee contributions by 14
percent, or $5.5 billion.

The decline in the employer share of
total premiums was partially the result of
employer policies to shift more of the finan-
cial burden of rising health insurance costs
to employees. In today’s cost-containment
climate, it is increasingly rare for anyone to
receive 100-percent employer-financed
health insurance. Over the last decade,
data collected by the U.S. Bureau of Labor
Statistics (BLS) Employee Benefits Survey
(EBS) (19953, 1995b, 19944, 1994b, 1994c¢)
show a steady increase in the requirement
that employees contribute toward their
health insurance premium costs (Figures 3
and 4).

In addition to requiring more employees
to contribute, employers raised the portion
of the premium paid by those contributing
employees for health insurance. EBS data
show that average monthly employee pre-
miums rose sharply in the latter half of the
1980s and then slowed in the early 1990s.7
However, the rate of increase for employee
premiums varied widely by economic sec-
tor and establishment size. The fastest
rates of increase in average premiums
were in small establishments with fewer
than 100 employees (Table 10). For exam-
ple, from 1990 to 1994, the average single-
coverage premium in small establishments
rose 63 percent (from $25.13 to $40.97). By
contrast, the average single-coverage pre-
mium in State and local government estab-
lishments rose just a little more than 18
percent during the same period (from
$25.53 to $30.20). Average employee pre-
miums in private establishments with more
than 100 workers increased a comparative-
ly moderate 25 percent from 1989 to 1993
(from $25.31 to $31.55). Similar percentage
increases occurred for average monthly
premiums for family coverage in each type
of establishment.

In addition to raising employee contribu-
tion rates and average premiums, employ-
ers have turned to managed care plans to
help control their costs. Although such
plans offer lower overall premium costs
than conventional indemnity plans, the
shift has also had an impact on the average
employer and employee shares of total
health insurance premiums. Survey data
show that the percent of total premiums
paid by employers is usually lower for

7 BLS publishes an average monthly employee premium contri-
bution for both individual and family coverage but not the
amount contributed by the employer to the premium. Although
the number of employees partcipating in employer sponsored
insurance is collected, the number participating in either single
or family coverage is not. Therefore, an estimate of aggregate
employee premium contributions cannot be tabulated from the
EBS. Because the EBS cannot provide aggregate employee pre-
mium contribution, it does not directly contribute to the aggre-
gate premium data discussed in this article.
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Figure 3

Percent of Enroliment in Employer-Sponsored Plans Requiring Employee Contribution in
Medium and Large Establishments: Selected Calendar Years 1984-93
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SOURCE: U.S. Department of Labor, Bureau of Labor Slalistics: Employee Banafit Survay. Washington. U.S. Governmeant Printing Cffice, various years.

Figure 4

Percent of Enroliment in Employer-Sponsored Plans Requiring Employee Contribution in
Small Private and Large Establishments: Selected Calendar Years 1984-93
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SOURCE: U.5. Departman of Labor, Bureau of Labor Statistics: Employse Benelit Survey. Washingion. U.S. Government Printing Office, various years.
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Table 10
Average Employee Premiums: United States, Selected Calendar Years 1989-94

Type of Establishment and Plan 1989

1980 1991 1992 1993 1994

State and Local Govemment Establishments
Single Plans

Family Plans

Medium ard Large Establishments
Single Plans $25.91
Famity Plans 72.10

Small Private Establishments
Single Plans —
Family Plans —

Amount in Dollars

$25.53 — $28.97 — $30.20
117.59 — 138.23 — 149.7¢
- $26.60 — $31.55 —

— 96.97 - 107.42 —
25.13 — 36.51 — 40.97
109,34 — 180.54 — 159.63

SOURCE: U.S. Departrnent of Labor, Bureau of Labor Stalistics: Employee Benefit Survey. Washington U .S, Governmenl Prinling Otfice,1989-95,

HMO, PPO, and POS plans than for con-
ventional indemnity plans, especially for
family policies (KPMG Peat Marwick,
1991-95).

In 1994, KPMG reported that employers
paid approximately 80 percent of the total
premium costs for individual coverage in
HMO plans, 82 percent in POS plans, 83
percent in PPO plans, and 88 percent in
conventional fee-for-service plans. The dif-
ferences in employer contribution rates for
family coverage were larger; employers
contributed a little more than two-thirds of
the total premium cost for HMO and PPO
plans but more than three-quarters of the
cost for conventional fee-for-service plans.
The employer contribution rate for family
POS plans (73 percent) was the highest for
all managed care plans but still 4 percent-
age points below the indemnity contribu-
tion rate (77 percent). Such differences
suggest that the effect of rising enrollment
in managed care plans would be to reduce
the average employer share for all health
insurance premiums,

Although these aggregate trends in
employee contributions and the migration
to managed care were important influ-
ences on the employer/employee share, so
were certain other factors, including the
structural changes in the employment mix
within the economy. As noted earlier, pri-
vate sector job growth over the last decade

was concentrated in service-producing
industries that have, on average, a lower
percentage of workers with health insur-
ance. However, survey data also indicate
that when employers in the service-pro-
ducing industries do offer health benefits,
they pay a lower share of their workers’
health insurance premiums (U.S. Bureau
of Labor Statistics, 1993). For example, in
1992, the average employer share in goods-
producing establishments was 89 percent,
while employers in service-producing
industries contributed 84 percent (Table
11). Overall, it appears that the continuing
shift in the industrial composition of the
U.S. economy was an additional influenc-
ing factor in the erosion of the average
employer share of health insurance premi-
ums over time.,

Federal Government Employer Share

In 1994, the Federal Government provid-
ed 2.4 million active employees and 1.7 mil-
lion retirees with employer-sponsored pri-
vate health insurance (fadicicco, 1996).
Of the $242.7 billion spent by employers
in 1994 for private health insurance
premiums, the Federal Government
contributed $11.9 billion or 3.8 percent of
the total costs. Federal employees
contributed $3.9 billion of the $47.7
billion paid by all employees for their
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Figure §

Employer and Employee Share of Federal Government Sponsored
Private Health Insurance Premiums: 1984 and 1994
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Personnel Menagamenl, 1984 and 1994,

SOURCE: Health Care Administration, Office of the Actuary: Dala from the Office of Nalional Health Statistics; U.S. Office of
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employer-sponsored health insurance
premiums (Table 8).

Over the last 10 years, the Federal
Government employer share of private
health insurance premiums increased
substantially, from 62.3 percent in
1984 to 75.3 percent in 1994 (Figure 5),
while the non-Federal employers percent
contribution decreased slightly from
86.3 percent in 1987 to 84.1 percent
in 1994. Although non-Federal employers
continue to pay a higher proportion
of the total premium cost for their
employees than do their Federal counter-
parts, the gap in contribution rates
has narrowed considerably. The explana-
tion for this trend lies within the
law that defines the methodology for
computing the Federal employer’s
contribution and in the plan selection
preferences of Federal workers.

Individually Purchased

Individually purchased private health
insurance premiums accounted for
$22.9 billion of total premiums. These
expenditures include premiums for private
health insurance policies owned by
individuals and Medicare supplemental
private health insurance. From 1993 to
1994, the amount paid for individually
purchased premiums decreased from
$24.2 billion to $22.9 billion. During this
time, the Consumer Expenditure
Survey showed an increase of approxi-
mately 3 percent in premiums paid per
policy, while there was a decrease
of approximately 7 percent in the
number of policies held per household
(U.S. Bureau of Labor Statistics, 1984-94).
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Table 11
Percent of Total Expenditures Paid
by Employers and Employees in
Private Industry: United States, 1992

Industry Employer Employee
Percent
Goods-Producing Industries 89 11
Construction 89 1
Manufacturing 89 "
Service-Producing Industnies 84 16
Wholesale Trade 86 14
Retail Trade 77 23
Finance, Insurance,
and Real Estate 81 19
Services 84 16
SCURCE: {U1.S. Bureau of Labar Statistics, 1993).
METHODOLOGY

In this article HSS is disaggregated by
the sponsors of health care services—busi-
ness, households, and governments—
rather than by the traditional NHA payer
categories, such as private health insur-
ance, Medicare, and Medicaid (Levit et al.,
1996). Spending for health care services
measured by HSS, a subset of the NHA,
covers the cost of all personal health care
goods and services, government public
health activities, administrative costs of
public programs, and the net cost of private
health insurance (Lazenby et al., 1992).

Most of the estimates (such as workers’
compensation and non-patient revenues)
presented in this article come directly from
the NHA and are reassigned to separate
sponsor categories. Other estimates also
come from the NHA, although they must
be disaggregated before reassignment.
Two NHA estimates are affected by this
disaggregation and  reassignment:
Medicare and private health insurance.
Data sources used in Medicare disaggre-
gation include Annual Report of the Board
of Trustees of the Federal Hospital
Insurance Trust Fund (Board of Trustees
of the Federal Hospital Insurance Trust
Fund, 1995), Annual Report of the Board of
Trustees of the Federal Supplementary

Medical Insurance Trust Fund (Board of
Trustees of the Federal Supplementary
Medical Insurance Trust Fund, 1995), and
unpublished detailed data on Medicare HI
tax liability from the Social Security
Administration,

Private health insurance estimates are
split into Federal and non-Federal (private
and State and local government) employer-
paid premiums, and household-paid premi-
ums, using data from the U.S. Bureau of
Economic Analysis (BEA), HCFA, the US.
Bureau of the Census, the U.S. Office of
Personnel Management, and the BLS. A full
description of methods used to produce
these estimates has been published in pre-
vious articles (Levit and Cowan, 1991; Levit,
Freeland, and Waldo, 1989).

This year, for the first time, estimates
of employee share of employer-sponsored
health insurance premiums and individual-
ly purchased health insurance premiums
were published. Data on Federal employee
premium contributions were obtained
from the U.S. Office of Personnel
Management. Data used to produce
estimates of non-Federal employee premi-
um costs were obtained from the US.
Bureau of Labor Statistics and the U.S.
Bureau of the Census. These sources
included the BLS news release entitled
Survey of Expenditures for Health Care
Plans by Employers and Employees, 1992,
and the Consumer Expenditure Survey
(U.S. Bureau of Labor Statistics, 1984-94).

In the analysis of all-employer real
compensation costs per worker, we used
counts of full- and part-time employees.
However, these two groups do not have
the same participation rate for health
benefits. According to the EBS in 1994,
only 7 percent of parttime employees
in small establishments participated in
employer-sponsored medical care benefit
plans, compared with 66 percent of the full-
time employees (U.S. Bureau of Labor
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Statistics, 1994b). Part-time employees in
medium and large firms had a 24-percent
participation rate in 1993, while fulltime
employees participated about 82 percent
of the time (U.S. Bureau of Labor Statistics,
1994a). Ideally, we would like to look
at the part-time and fulltime workers’
compensation separately, because their
access to health care benefits differ,
but such data are not available. Therefore,
any alteration in the mix of full-time and
part-time workers will affect this analysis.

CONCLUSION

In this article, we review health care
expenditures in the United States from the
vantage point of the major health care
sponsors—business, governments, and
households. Overall, health care costs are
continuing to rise as a percentage of the
country’s output (gross domestic product),

Federal Employer Contributions

Title 5 of the United States Code, Chapler 89
defines the methodology for computing Federal
employers’ contributions. This law requires the
Office of Personnel Management to determine a
maximum government contribution for both self
only and self-andfamily enrollments at the begin-
ning of each contract year OPM calculates the
maximum governnent contribution by using the
highest level of benmefits offered by six plans.
Included in these plans are a service benefit plan,
an indemnity plan, the two employee organiza-
tion plans with the largest number of enroll-
ments, and the two comprehensive medical plans
with the largest number of envollments. The plans
used by OPM in 1994 included: High Option
Biue Cross/Biue Shield, Aetna® Group
Emplovee Health Association, High Option
Mailhandlers, Kaiser-North, and Kaiser-South.
The maximum government contribution is calcu-
lated by taking 60 percent of the straight average
of the premiums of the aforementioned plans. In

8 Effective January 1, 1990, Aetna no longer offered an indemni-
ty plan to government worlers. For 1990 to the present, the
Aetna rate was calculated using the Aetna 1989 premiums adjust:
ed each year by the average percentage increase of the
other five plans.
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but the growth in HHS costs has decelerat-
ed to a rate not seen in more than 30 years.

Slower cost growth has helped to reduce
the spending pressure on business, gov-
ernments, and households paying for
health care services. In the workplace, the
migration toward managed care, cost-shift-
ing from employers to employees, and
changes in the employment mix have
dampened premium growth for employers.
At the same time, households have experi-
enced lower rates of growth in both premi-
ums and out-of-pocket health care costs.
Slower cost growth, combined with
increased profits and income seem to be
stabilizing the burden health care imposes
on business and households.

By contrast, governments face a differ-
ent health care spending environment,
First, State governments are experiencing
increasing health care burdens; that is, rev-
enues are not keeping pace with rising

1994, the Federal Govermment contributed a
biweekly maximum of $66.20 for enrollees choos-
ing the self-only option and a biweekly maximum
of $141.42 for self-and-family (ladicicco, 1996).
The biweekly government contribution rate is
limited by law to 75 percent of the biweekly pre-
mium for any health insurance plan.?

The 1994 Blue Cross and Blue Shield Benefit
Fians for both high and standard options are
described in Table 12. The breadth of coverage is
relatively the same, and both options offer a PPO.
Although out-ofpocketr expenses are somewhat
greater with the siandard option, the government
bays a greater percentage of the standard option
biweekly premivum than it does for the high option.
In 1994, the total emplover and employee monthly
premium for the Blue Cross and Blue Shield self-
only for high option was $303.81, compared with
$181.65 for selfonly, standard option. The gov-
ernment paid only 47 percent for the high-option
premium, in contrast to 75 percent for self-only,
standard option. In 1994, 93 percent of the 1.7
million employees and annuitants selecting a Blue
Cross/Blue Shield plan chose the standard option.

¥ Some plans, such as those covering postal workers, are not
limited to the 75-percent government contribution rate.
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Table 12

Employee Premium Amounts and Medical-Surgical and Mental Health Benefits
for the 1994 Blue Cross and Blue Shield Service Benefit Plan

Plan and Provider Type

High Option Standard Option
Premium or
Benefit Type Nen-PPO PPO Non-PPO PPO
Employee Pramium
Monthly Dallars
Self Only $160.38 $160.38 $45.41 $45.41
Self and Family 343.24 343.24 101.25 101.25
Biweekly
Self Only 74,02 74.02 20.96 20.96
Self and Family 158.42 158,42 4€.73 46.73
Bensfit Typs
Mackcal-Surgical Benefit
Employee Share
Deductibles
Calendar Year 150 150 200 200
Inpatient Hospital 100 0 250 1]
Catastrophic Limit
Per Parsan 2,200 1,500 3,250 2,500
Per Family 2,200 1,500 3,250 2,500
Plan Pays
Inpatient Hospital Parcent
Room and Board 100 100 100 100
Other 100 100 100 100
Inpatient Doclor
Surgeon 80 95 75 95
Other 80 95 75 o5
Outpatient Hoapital
Surgson 80 95 75 95
Other 80 a5 75 95
Oulpatient Doctor
Tests 80 a5 75 95
Accidental Injuries 100 100 100 100
Mental Health Banefit
Employee Share Dollars
Catastrophic Limit per Person $4,000 $4,000 $8,000 $8,000
Plan Pays
Lifetime Maximum per Person 75,000 75,000 50,000 50,000

NOQOTE: PPO s preterrad provider arganizalion,

SOURCE: L8, Office of Personnel Management, Retirament and (nsurance Service: 1994 Fedaral Employees Heaith Banefits Guide, 1994.

health care costs. State governments have
responded to rising Medicaid spending by
utilizing waiver programs to enroll more
and more Medicaid recipients into man-
aged care health plans. As employers,
State governments have also steered more
of their own workers into managed care
plans while increasing employee premi-
ums. Nevertheless, the burden on State
governments continues to rise.

The Federal Government also faces an
uncertain environment. Although one mea-
sure of the Federal Government’s health

care burden has stabilized since 1992, the
Federal share of health care spending con-
tinues to rise, and long-term Medicare
financing issues have taken center stage.
There are several key questions that
remain unanswered regarding future
health spending for business, households,
and governments. First, as health care plan
enrollees complete the transition to man-
aged care, will cost increases remain mod-
erate or will they begin to accelerate?
Second, as the industry mix in the United
States continues to shift toward the service
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sector, what will be the long-term impact
on the availability of employer-sponsored
insurance and the numbers of uninsured
persons? And finally, how will the country
manage the long-term financing of its pub-
lic health care programs, including
Medicare and Medicaid? The answers to
these questions will be pivotal to each
payer sector and their future health care
liabilities.
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