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Health Insurance Trends Across the Nation 

Perhaps the biggest landmark event in the history of the American health insurance industry 
took place during World War 11. Faced with an acute domestic labor shortage, employers 
decided to attract workers by offering benefits instead of just wages. This led to the 
dependency relationship which typifies the market today: people seek access to health 
insurance through their employer. Federal tax law accommodates this relationship by making 
employer-paid health insurance premiums deductible, while employee or even individual 
citizen payments are not (although Section 125 plans have provided a loophole where 
employees obtain a tax break in a roundabout way). Since individuals who buy health 
insurance policies must pay taxes first and buy health insurance with what is left, their 
effective price of health insurance can easily be twice that for people whose employers 
provide insurance. This phenomenon is illustrated below in an exhibit prepared by the 
National Center for Policy Analysis: 

EEecf ive Cost of a $4,001) 
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As the years passed and the health benefits introduced in the World War I1 workplace took 
firm hold, employees tended to gravitate more and more toward "first-dollar payment" for 
many health services. In other words, in many instances, the health consumer, or employee, 
often was able to obtain medical services free. Physicians and hospitals, in turn, tended to get 
paid on a "fee for service" basis whereby the more identifiable health services they performed, 
the more they got paid. 



From the perspective of an economist, this arrangement was not ideal. The consumer had 
little reason to weigh the cost of a particular health service prior to deciding whether to 
"purchase it." The medical care providers had little reason to concentrate on cost 
effectiveness, nor did they earn much money by concentrating on abstract services, such as 
preventive care. They got more "bang for the buck" by spending their time on elaborate 
surgical procedures. 

Cost S ~ i r a l  

As third-party payment of medical bills expanded, health care spending soared. In 1960, the 
average patient paid for 48% of medical bills, compared to 21% today. As a result, health 
care spending, as a proportion of gross national product, has nearly tripled from 5.2% in 1960 
to over 14% now. 

By the 1960s, the system of employer-dependent health insurance was clearly seen to have 
"victims" in the form of those being left out of access to quality health care. The federal 
government intervened in a big way by developing the Medicare and Medicaid programs. 
These programs, while clearly improving the quality of life for many American citizens, also 
further expanded the trend toward "first-dollar payment" of health care services, thereby 
contributing to the problem of insufficient attention to cost effectiveness. 

Since health providers did not compete much on the basis of price, they tended to differentiate 
themselves more on the basis of expensive, innovative technology, further escalating costs. 

The Birth of HMOs 

Frustration with the financial drawbacks of the prevailing health care system led to the 
emergence of health maintenance organizations. The purpose of these medical service 
providers was to control costs by: 

1) emphasizing inexpensive preventive care as well as early diagnosis of serious conditions, 
thereby enhancing patients' wellbeing while avoiding "big ticket" disease treatment later 
on; 

2) using market leverage to negotiate discounts in fees for physicians and hospitals, thereby 
eliminating unnecessarily usurious charges; 

3) relying on a "gatekeeper" to review requests for referrals or big ticket services, 
disallowing those deemed unnecessary; 

4) requiring copayments in order to compel patients to consider cost to at least a Iimited 
degree in deciding which health services to consume. 



As health maintenance organizations, or HMOs, took hold, they made a noticeable impact on 
national health care spending growth. As portrayed in a chart developed by the National 
Health Care Financing Administration, the double digit rate of annual medical care inflation, 
which prevailed fiom 1968 to 1982, moderated dramatically. Indeed as HMOs became the 
mainstream insurance providers in the 1990s, the rate of medical inflation fell below 4% and 
barely exceeded the general inflation rate. 

. . ; The Price of He&.. . . . . , . . . . .  

~nnual p & i n  medical cisG his geniraiiy o tie gap has n a m e d  in recent years; 

Contributing to the trend toward declining price inflation has been a tendency of employers to 
make employees more cost conscious by requiring them to pay greater proportions of their 
total insurance premiums and by having higher co-pays for physician visits and prescription 
drugs. 

Where Thines Are Headed 

From a cost control standpoint, the era of rapid medical price escalation is believed by many 
experts to be mounting a comeback. First, the process of migrating employees into managed 
care from traditional indemnity plans appears to be over, so no further savings are expected. 
In addition, there is a growing backlash against the "gatekeeping" practices of HMOs. As 
pressure intensifies to find new areas to cut costs, HMOs are believed by some to be too prone 
toward arbitrary denial of specialist services or capricious reductions in the allowable lengths 
of hospital stays for various conditions. Another ominous factor is the aging of the infamous 
baby boom generation, bringing swelling numbers of patients requiring cost intensive 
treatment. A typical 60 year old's health care costs are triple those of an average 25 year old. 
The health care industry is in the midst of a technological boom, with new equipment and 
wonder drugs emerging each year to offer hopes for unprecedented alleviation of human 
suffering. There is also a growing body of thinkers subscribing to the theory that big 
spending on the health industry is a good thing. They point to an eight-year increase in 
American life expectancy achieved over the past half century as evidence that an expensive 
health care system is worth the price. As health care economist Frank Lichtenberg, Columbia 
University, states, 



Even if we were to be spending 25% of gross domestic 
product on health care, that would not necessarily signify a 
problem. If we could actually allow people to live an extra 
10 or 15 years with a high quality of life, that would be 
money well spent. 

Where Health Insurance Practices are Heading 

Costs are clearly headed up. The William M. Mercer Company, a leading benefits consulting 
firm, reports that employers' average costs for health insurance premiums have risen 9% in 
1999, compared to 6.1% in 1998,0.2% in 1997, and 2.5% in 1996. The Kiplinger 
Washington Editors predict increases of about 15% in premiums over the next year, whether 
for HMOs, group clinics, indemnity plans, or self-insurers. The Kiplinger projections indicate 
that the introduction of new drugs and technology, combined with the impacts of an aging 
workforce, will drive premium increases up about 10% a year for the foreseeable future. 

With respect to retirees under age 65, a Towers Perrin survey reported a 6% cost increase in 
1999. They found that Medicare-eligible retirees are paying 10% more this year. 

A variety of strategies are being adopted by employers in an effort to contain costs. Since one 
of the fastest growing areas of spending is for prescription drugs, employers are increasingly 
going to wider spreads in the patient copayments required for generic versus brand name 
items. In addition, low copays are required of patients who agree to obtain discount drugs 
from specified online or mail-order vendors. Increasingly, plans are disallowing coverage for 
so-called "lifestyle" drugs, such as those dealing with birth control, male impotence, 
prevention of hair loss, or other purposes not expressly dealing with core elements of a 
patient's physical health. 

The number of employers entering into "purchasing pools" is also on the rise. Under such 
arrangements, cooperatives are formed to serve as brokers, using the large employee base to 
negotiate discounts from a wide variety of insurance carriers and allowing the consortium 
participants a broad range of plans from which to choose, thereby stimulating competition. 

Still other employers are shifting more decision-making burdens onto employees by raising 
deductibles and annual out of pocket maximums. Often, some of the premium savings 
obtained in this fashion are shared by the employers as bonuses to their employees in order to 
promote greater acceptance of these moves. Some employers establish "medical savings 
accounts" whereby bonuses are deposited in employee accounts to use in paying for 
deductibles or out of pocket charges. Employees who don't spend all the money in their 
accounts may keep it. Under current federal law, the money deposited in the employee 
accounts is taxable income (unless there are fewer than 50 workers in the company). 
Proposed health care legislation in Congress would permit these deposits to be tax-free to 
employees as long as the funds were spent on medical needs. Under the present law, 
employers who have implemented medical savings account plans have typically been 



corporations, eligible to deduct the payments on their business tax returns, as opposed to tax 
exempt employers. 

The spiral in health care costs is affecting Medicare recipients as well. Effective June 1,2000, 
Medicare will switch to a lump sum payment per procedure rather than a reimbursement 
based on actual costs incurred by medical providers. This will result in an estimated $7 
billion revenue loss to hospitals across the country. The result will be a new wave of cost- 
cutting efforts concentrating on shorter recovery stays, the use of less expensive drugs, fewer 
tests, and more cost shifting to private insurers. 

In the years to come, debates will intensify over the means to best balance authority and 
responsibility relationships in health care, that is, how much authority to decide what care is 
necessary should belong to each of the following parties, and what burden of responsibility for 
payment each party should bear: 

1) patients; 
2) doctors; 
3) insurance providers; 
4) government. 



The Current Status of HMOs 

Health maintenance organizations dominate the health insurance landscape, covering more 
than % of all insured Americans. A great deal of national controversy has swirled around - 
them recently, with patients' rights legislation being proposed in Congress and numerous 
State assemblies as well. Further, the cost containment track record of HMOs is being 
jeopardized, as premium increases tend to run as high for them these days as for the traditional 
fee-for-service plans. There are numerous advocates and adversaries of HMOs. The 
consensus opinion emerging appears to be that HMOs have had both positive and negative 
impacts on the quality of American health care. On the positive side, the goal of effective 
preventive medicine has been in large part achieved by HMOs. The number of 
mammograms, vaccinations, and drug treatments to prevent heart attacks is way up. Many 
experts agree that disturbing trends toward unnecessary Caesarian sections and hysterectomies 
have been reversed as a result of HMO influences. 

The controversy over HMOs tends to focus on treatment of seriously ill patients. The 
American Heart Association has reported that HMO subscribers are twice as likely to die after 
a heart attack as those with traditional fee-for-service coverage, due primarily to reduced use 
of catheterization and angioplasty. A recent survey conducted by the Kaiser Family 
Foundation and the Harvard School of Public Health reported that two thirds of doctors said 
insurers' denials for mental health treatment had resulted in adverse consequences for their 
patients. Almost half the doctors and nurses had felt a need to exaggerate a patient's 
condition to get a health procedure approved. High rates of denials by insurers for 
prescription drugs and tests were also reported. 

Industry insurance officials acknowledge problems but emphasize that denial incidents need 
to be judged in the context of repeated studies showing a 20% to 30% over-use or 
inappropriate use of medical services. 

In the future, HMOs are expected to reduce the reliance on third party reviews and place more 
emphasis on granting discretion to doctors on specific cases but enacting measures to hold 
them accountable on a broader scale for the total cost of the care they are providing. 



Areas of Greatest Health Cost Escalation 

Clearly, the explosion in the development of new drugs and high technology medical 
equipment is making health care more expensive, as is the growth in the elderly population. 
Key areas where costs are rising rapidly include mental health and prescription drugs for 
children. 

The increasing popularity of Ritalin, a drug that curbs disruptive behavior, for treatment of 
attention deficit hyperactivity disorder (ADHD), has been a major contributing factor to the 
escalation of health care costs for children. A recent study in the Portsmouth and Virginia 
Beach schools found that 8 to 10 percent of children in the second through fifth grades were 
being administered the drug. By fifth grade, 1 out of 5 Caucasian boys had received it at 
some time in their lives. Growth in ADHD diagnoses has averaged 21% a year during the 
1990s. 

In the mental health area, growth in counseling for children impacted by divorce or other 
traumas, persons of all ages dealing with depression, and substance abuse treatment have 
combined to cause rapid escalation in costs for care. 



Medical Savings Accounts 

For decades, economists have wrestled with the dilemma posed by the fact that rapidly 
escalating health costs were attributable to a great degree to the third-party payment system. 
This system causes consumers to make health care decisions without considering costs. The 
concept of the medical savings account was developed to provide incentives to consumers to 
control costs. 

A pilot program to allow up to 750,000 families to open tax-free medical savings accounts 
was approved by Congress in 1997. Only the self-employed or employers with less than 50 
workers can participate. The response has been disappointing: only about 125,000 accounts 
have been opened so far. Both houses of Congress have, however, incorporated provisions for 
universal availability of medical savings accounts in recently passed health care reform 
legislation, although it is not clear whether ultimate enactment into law is assured. 

Meanwhile, however, a number of large companies have initiated medical savings account 
programs under existing law. The mechanics involve raising the deductibles or out-of-pocket 
maximums which employees are obligated to pay and then making a deposit of some lesser 
amount of money into employee accounts. For example, say that a deductible of $1,000 got 
increased to $3,000, and the resulting reduction in premiums was $1,500. The employer 
might deposit $1,000 in each employee's account. This would be taxable income to the 
employee under current law, so an additional tax liability (typically, about $400) would be 
incurred. Seven states have passed legislation making these deposits exempt from state 
income taxes (Virginia is not one of them), thereby reducing the tax bite. The $1,000 outlay 
by the employer is deductible on the company's tax return. The employee can spend the 
money on any medical costs, even if they are not covered under the corporate health plan, 
since it is the employee who is paying the bill. This reduces some of the gatekeeper 
disallowance stress common in traditional health plans. If the employee changes jobs, the 
unspent funds in the medical savings account are the employee's to keep. A disadvantage of a 
medical savings account from an employee perspective is that initially there is increased risk 
taken on. In the example described above, the deductible increased by $2,000, but the 
premium fell by $1,000, and the deposit in the employee's account, after taxes were taken out, 
was only $600 (it would be $1,000 if the 1999 Congressional legislation becomes the law of 
the land). This means that the employee would be "at risk" for $1,400 more in the first year 
of the plan than would have been the case if the medical savings account had not been opened. 

Why can't the employee be given $2,000 the moment the deductible is raised by $2,000? . ~ 

This is not possible unless the employer is prepared to lose money on the program. This is 
because a $2,000 per account increase in the deductible will not result in a $2,000 savings per - - 

account in the premium charged by the insurance company. Why? Under the old 
arrangement, where the deductible was $1,000, many employees incurred health care charges 
of less than $3,000. Therefore, the insurance company did not have to pay claims for all 
employees insured and the savings to the insurance company of raising the deductible from 
$1,000 to $3,000 will average out to considerably less than $2,000 per person. Since the 



insurance company does not wish to lose money, it will not agree to lower the premium by a 
full $2,000 to accommodate a $2,000 increase in the deductible. 

A number of studies have been performed to estimate what the impacts of tax-deductible 
medical savings accounts would be. Clearly, some current overuse of medical services would 
be curbed. In addition, paperwork for health insurance claims.would be reduced, since no 
claims would be submitted for services paid for by medical savings accounts. A study by the 
RAND Corporation indicated that the expenditures of insured nonelderly Americans would 
decline by up to 13 percent, assuming everyone enrolled. Huge reductions in health care costs 
are not possible, since typically about 80% of health care expenses are attributable to the 
seriously ill, who have relatively little discretion to forego services as unnecessary, and whose 
bills will inevitably far exceed the deductible ceilings. 

South Africa's Experience 

A country which has implemented medical savings accounts on a broad scale is South Africa. 
HMOs have not caught on there. Such American companies as Chrysler, Coca Cola, Dell, 
Gillette, Hewlett Packard, McDonald's, Microsoft, Pfizer, Nike, and Reebok all operate 
medical savings account plans for their employees on assignment in South Africa. The plans 
in that country are more flexible than any contemplated thus far in the United States. For 
instance, rather than apply the deductible to hospital procedures, South African plans pick up 
the full tab for this, figuring that employees have little opportunity to exercise choices 
anyway. On the other hand, deductibles are set very high for services delivered in doctor's 
offices, forcing consumers to weigh how much they really need particular services. Similarly, 
no deductible applies to drugs designed to prevent serious, expensive treatments of chronic 
conditions like asthma or diabetes. A report by John Goodman, president of the National 
Center for Policy Analysis, indicated that expenses on the "discretionary services" to which 
the high deductible applies are about half those incurred by employees enrolled in traditional 
health insurance plans with no deductible. As expected, however, hospital costs are the same 
for both groups. 

Would specific classes of employees be "winners" in medical savings accounts while others 
would become "losers?" A study by the National Coalition on Health Care concluded that, 
over a 3 year period of plan operation, about 73 % of employees would have lower net costs 
under a medical savings account plan. This study assumed that all employees were forced to 
use medical savings accounts. Under an employee option program, many people would 
project that they were likely to be "losers" and enroll in a more traditional plan. The authors 
of the study concluded that medical savings accounts would probably encourage risk 
segmentation, appealing to healthy people hoping to pocket the account deposits, as well as 
high income people who would be less frightened by the prospect of having to pay a large 
deductible. Wealthy people would also be more attracted to the tax deductibility of medical 
savings account deposits. The process of adverse selection would also probably apply. This 
refers to the fact that healthy people, that is, those who the insurance company finds most 
profitable, would be the most eager to move to a medical savings account plan, leaving a 
sicker group behind and causing the traditional insurance carrier to raise premiums. 



The American Academy of Actuaries has estimated that the savings realized for an average 
insured adult would be 13 % (essentially identical to the RAND projection). This study 
assumed that the person migrated from a plan with a $200 deductible and a $1,000 maximum 
out-of-pocket liability to one with a $1,500 deductible and a $2,500 maximum. The Academy 
further reported that about 17% of the adult population has no medical expenses at all in a 
year's time, while 78% have costs below $2,000. It is the other 22 percent who would not 
stand to gain from medical savings accounts. The total potential reduction in national health 
care expenditures would be constrained by the fact that the sickest 10% of the adult 
population generates 84% of total medical expenses. The cost containment incentives 
provided by the medical savings account would only be relevant with respect to the other 16% 
of the total medical expenses. 

There is also a concern that some employees, particularly low income ones, would do without 
necessary medical service in order to conserve their savings account resources. Preventive 
health care might also be reduced, thereby undoing the primary societal benefit of the HMOs 
over the past two decades and possibly producing a later spike in serious, expensive illnesses. 

Who is Doine It Now? 

Another way to examine the merits of medical savings accounts is to look at examples of 
American companies who have found it worthwhile to start a program even without an 
income tax break for employees. 

Golden Rule Insurance Company 

This life and health insurance provider in Indiana is the pioneer of medical savings accounts. 
Golden Rule introduced its plan in 1993, and 80% of the employees chose to participate. That 
figure later increased to 90%. About 20% of the savings account employees indicated that 
they used their money to obtain medical services that would not have been allowed under their 
traditional policy. The original coverage called for a $500 annual deductible and 20% co- 
payment on the next $5,000 in expenses, for an annual out-of-pocket maximum of $1,500. 
Now, the employees have a policy with a $3,000 deductible. The employer then deposits 
$2,000 in a medical savings account for each worker's family (for individuals, the deductible 
is $2,000, and the savings account deposit is $1,000). Workers have averaged $600 in 
unspent balances per year, and health costs incurred above the $3,000 deductible have 
dropped 40%. Sick workers still got a benefit, since their maximum out-of-pocket expense 
was reduced &om $1,500 under the traditional policy to just $1,000 under the new program. 

Dominion Resources 

This company is affiliated with the primary electric utility in Northern Virginia. Workers are 
offered a chance to choose coverage with an annual deductible of $3,000 for families or 
$1,500 for individuals. The premium reduction for those with family coverage is $1,100, and 



for individuals it is $500. These amounts are deposited in employee medical savings 
accounts. In addition, the company pays an $800 annual bonus to anyone who does not 
exceed the deductible. An additional wellness bonus of up to $600 can be earned based on 
weight, smoking behavior, blood pressure, cholesterol levels, and seat belt use. About 80% of 
the company's workers have chosen the high-deductible option. The company's premiums 
have risen only marginally since the program began. 

This company establishes a potential bonus of $1,200 for each employee, with a reduction of 
$2 for every $1 in medical claims the worker submits. The remaining amount at the end of 
the year is given to the worker to save or spend without restriction. Health costs fell by 17% 
in the first year of the program, and 12% the next year. 



Health Coverage for Retired Persons Under 65 Years of Age 

The percentage of the population in the age range of 50-64 is growing rapidly. By 2010, as 
the first baby boomers reach age 64, this group will make up 19% of the American 
population, up significantly from 13% in 1995. Since the Medicare program does not apply 
for many people in this age bracket, health insurance issues are of great importance for these 
persons. In particular, as the tendency increases for people in this age range to be retired, 
access to health insurance becomes a major concern. The table below, prepared by the 
American Association of Retired Persons, indicated that more than 1 in 5 persons retires by 
age 60 and over half do so by age 64: 

-3 
Rment of Rnons Retind, by Age, 1995 

The American Association of Retired Persons also reports that 60% of retired persons under 
the age of 65 obtain their health insurance through an employer, either their own previous 
employer or a family member's previous or current employer: 

Source of Health Insurance for Persons Age 
50-64 years, by Retirement Status, 1995 

Source of i I Not Retired 

/ ~ r n ~ i o ~ e r  - ---. . - - ,/.I.. 7 1 %  
j~ the r~ r iva t e  L. 8% 

ublic** 1p ~ ~ ~ ;1_120/0[ ?k . i 
I~ninsured i 13% -- : 

Source: AARP PPI analysis of 1996 CPS. 

* This is the primary source of insurance. Some people may have coverage from 
multiple sources. 

** Includes Medicare, Medicaid, and VA or C W U S  coverage and pay for other 
1 L 



Actually, about 33% of retirees in this age group obtain coverage through a family member, 
compared to only 22% of people who are actively working. The number of pre-65 retirees 
who lack health insurance coverage is not significantly higher than the proportion of 
uninsured persons among the general adult population. The likelihood that a retired person 
will not be able to obtain employer-sponsored coverage correlates directly with income: 
persons with low incomes tend not to have access to such coverage. 

The continuation of the dual trends of rapid increases in the size of this age group, coupled 
with a greater incidence of retirement before 65, will place increased stress on employer- 
sponsored health plans, as premiums rise due to the large numbers of claims intensive older 
persons being mixed in with the younger active labor force. 



Health Coverage for Persons 65 or Older 

Basic care for 33 million seniors is provided through the federal Medicare program. 
Eligibility typically commences at age 65. The Medicare program has two components. Part 
A provides free coverage for hospital stays. Part B charges a premium of $45.50 a month to 
cover physical care. Medicare is a fee-for-service system, so patients go to whichever doctors 
and hospitals they please. There is a major drawback to Medicare coverage, however: if a 
patient develops a serious illness, or requires prolonged treatment or hospitalization, the out- 
of-pocket expense is quite high. An analysis by Business Week revealed that a person 
comfined to a hospital bed would face the following personal financial liability: 

the first $768 of hospital charges; 
$192 per day for each day beyond 2 months; 
all hospital costs incurred beyond 150 days. 

Furthermore, doctor's services cost the patient $100 as an up-front deductible, with a 20% co- 
payment requirement thereafter. The full cost of drugs and eye care must be borne by the 
patient. 

For these reasons, most people over the age of 65 have a strong desire to obtain health 
insurance to protect against costs not picked up by the Medicare program. Such policies are 
typically called Medicare supplements or Medigap programs. These policies may be 
sponsored by former employers, national unions, or associations catering to the needs of 
retired persons. The provisions of the policies follow a structured hierarchy with plan types 
A, B, C, D, E, F, G, H, I, and J. Benefits (and premiums) increase as one progresses from A 
to J. Plan A covers the patient's coinsurance liability for hospital costs as well as the 20% 
liability for physician services. The highest plans add a variety of supplemental hospital 
procedures, provide coverage for health problems incurred on oversees travel, and pay for all 
or a portion of prescription drug expenses. 

Many industry analysts agree that the lack of drug coverage in the Medicare program is 
perverse. The argument raised is that many elderly find the cost of extensive drug treatments 
prohibitive, so they refuse to buy the drugs, thereby developing serious illnesses which 
require extremely expensive surgery and hospital stays. In many other countries, where 
Medicare's disincentives for prescription drug use do not exist, patients are more receptive to 
drug treatments designed to reduce the likelihood that serious illnesses will develop. This 
debate is very prominent in national politics now. The President of the United States strongly 
advocates drug coverage in Medicare, while other political leaders oppose it, on the theory 
that making drugs free or inexpensive will result in overuse and cause overall Medicare costs 
to spiral at a faster pace than ever. 

Pharmaceutical companies, in turn, fear that the federal government will respond to this 
overuse by imposing cost controls, artificially lowering the unit prices of drugs and thereby 



lowering corporate profitability and discouraging research and development outlays to 
produce new drugs. 

Senior citizens who do not find the tier of Medigap policies attractive are also able to 
purchase HMO policies, often referred to as Medicare HMOs or Medicare Plus Choice plans. 
Those policies operate to significantly reduce the financial exposure of the patient, but just as 
is the case for regular HMOs, the patient's freedom in selecting physicians and hospitals may 
be seriously restricted in some places, although others allow considerable latitude. The 
Intemet site for Medicare provides coverage comparisons to assist consumers in evaluating 
the relative merits of the various HMO plans. People face a big risk if they forego a Medigap 
plan in order to purchase a Medicare HMO policy. If they become dissatisfied with their 
HMO, rather due to premium increases, poor service, or a desire to relocate outside the 
HMO's service area, then Medigap insurers are not required to take them back. 

Medicare costs have risen dramatically in recent years, and the federal government has 
attempted to hold down costs by sharply restricting the reimbursements given to hospitals for 
various medical procedures. This in turn has caused a number of HMOs to announce that they 
will terminate coverage in various unprofitable geographic areas. Rural locations are most 
commonly affected. In addition, HMOs are planning a number of coverage reductions in the 
year 2000, particularly with respect to payments for prescription drugs. 

The table below, prepared by Business Week, summarizes the health care options available to 
those over the age of 65:  To Your Health 

Your choices for medical insurance 
if you are over 65 

PROS Premiums CONS Benefits are 
are relatively low- limited. No coverage 
$46.60 a month. The for outpatient drugs 
fee-for-senice sys- or ear, eye, or dental 
tem allows you to care. Limited 
pick your own doc- hospital coverage. 
tors and hospitals. No long-term care. 

coverage. It can sive. Cost depenk on 
include drugs, your location and type 
expanded hospital- of plan you buy, but 
ization, preventive gold-plated version 
care. can too $6.000 a war. 

No long-teh &. 
-- 

PROS Cost is usual- CONS You are 
ly the same as basic limited in choice of 
Medicare, but more doctors and hospitals, 
benefits are a d -  and EhlOs can trim - ~ 

able. Some drug your benefits. No 
coverage is often long-term care. 
included. 

PROS Qnh inwr- CONS Can be vem . . - - - - - - ~ .. 
anca that covers you expensive, esPec&ly 
for extanded nus& if vou bw after 65. - 
home stay or at- 
home care. 



Average I m ~ a e t  of Health Care on an Elderlv Person's Budget 

Statistics tabulated by the American Association of Retired Persons reveal that for persons 
involved with fee-for-service coverage (as opposed to HMOs), typical annual out-of-pocket 
costs were $2,116: 

Average Out-of-Pocket Spendingby Fee-for-SeNire 
Medicare Benehiaries, by Health Care Eapnse Category, 1997 

19% 
Averagc Total 

Pocket Spending 

Rivate Emplayer 
& Medigap 
Pmniums 

31% 

At 17% of the total, prescription drugs are a fast rising area of expenditure. About 6% of 
persons over 65 spent more than $100 per month of their own money for drugs. As a 
percentage of their total income, poorer people felt a disproportionately greater burden: 

Averagc Monthly Oxt-of-Pocket Spending on Resniption Drugr 
by Fee-for-Servire Medicare Benehiarier, as % ofIncome, 1997 












































































