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Employee payments
for health care services

A new BLs model compares employee

expenses for selected health care services,

and cites factors in differences
among benefit plans

health care plans usually must pay some

portion of their health care costs. Employ-
ees” costs (or out-of-pocket expenses) can vary
widely, depending on family size, types of care re-
ceived, and the specific provisions of the health
care plan. A family of four with $7,000 in annual
health care charges, for example, would pay an
average of almost $1,000 in out-of-pocket ex-
penses. Individual families, however, could incur
widely varying out-of-pocket expenses—generally
ranging between $100 and $1,500, depending upon
the provisions of their health care plan.

Required employee insurance premiums also
are part of a family’s total health care expenses. If
a family with low out-of-pocket expenses were re-
quired to pay a portion of the plan premium, the
family’s total cost for health care might approach
that of a family with higher out-of-pocket ex-
penses and no required premium.

An employee’s share of health care expenses is
influenced by both health care needs and plan
characteristics, because certain plans are better
suited to certain types of families. A family with a
sickly member, for example, may choose a plan
with high monthly premiums if it covers most
charges in full, whereas a healthy individual might
elect a plan with low premiums that would only be
used in case of a catastrophic illness. This article
looks at employee costs for health care and exam-
ines a variety of factors that can influence these
expenses.

The Bureau of Labor Statistics, through the
Employee Benefits Survey, has for the last de-

E mployees covered by employer-provided

cade provided comprehensive details on em-
ployer-provided health care plans. A limitation
of these data, however, is that they make it diffi-
cult to compare one plan with another, given the
wide variation in plan coverage and funding
provisions. One plan might pay the full cost of
hospitalization and surgery, but impose an em-
ployee premium. Another plan might require an
employee to share the cost of health expenses,

- but to pay no premium. Relative assessment of

such different provisions requires a new way of
examining health care plans.

To facilitate comparisons, the Bureau used data
from its Employee Benefits Survey to create a
model of employee expenses for selected health
care services. The model incorporates different
provisions typically found in health care plans and
selected scenarios of health care expenses.! The
scenarios—representing ‘different family sizes,
different levels of health care usage, and different
types of health care services—demonstrate the in-
fluence of these factors on employee health care
expenses.

Health care plans, regardless of their unique-
ness or complexity, can be examined in terms of
the amount or percent of health care expenses paid
for by the plan and by the employee. Moreover,
these data can be used to develop averages and dis- -
tributions of expenses for all employees with
health care benefits.

This article describes the new health care
model and its resulting estimates of health care
expenses. The model computes the employee’s
and the plan’s shares of a variety of health care
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expenses. In addition, it estimates the percent of
workers receiving health care benefits who are
required to pay certain levels of out-of-pocket
expenses.

The model uses scenarios of health care ser-
vices, expenses for those services, and data on the
provisions of individual health care plans to com-
pute the expenses. These inputs are described in
the appendix. The box on the third page of this
article provides a glossary of terms used in health
care benefit plans.

Health care henefits

There are many ways to measure employer-pro-
vided health care benefits. Examples include the
cost to the employer of providing health care ben-
efits, the provisions available to the employee, the
usage of the benefit by the employee, and the
value of the benefit to the employee.?

Other Bureau of Labor Statistics programs in-
clude measures of the employer’s cost and of the
provisions of health care plans. The Employment
Cost Index (ecn), for example, provides data on the
change in the cost to the employer of employee
benefits, including health care benefits. Employ-
ers’ costs for employee benefits increased 5.3 per-
cent for the 12 months ending June 1992,

The ECI program also provides information on
the employer’s cost per hour worked for specific
components of compensation, such as retirement
and insurance plans, and the percent of the total
cost of employee compensation that each of these
components represents. Health insurance cost em-
ployers an average $1.02 per hour worked in
March 1992, representing 6.3 percent of the total
compensation cost.?

The Employee Benefits Survey provides data
on the incidence and detailed characteristics of
heatth care benefits. These data reveal the percent
of employees who receive health care benefits and
the percent covered by certain plan features. In
1990, for example, about seven-tenths of full-time
employees in establishments with fewer than 100
workers were provided health care benefits. Those
plans covered all participants for hospital room
and board and surgical charges, four-fifths for
home health care services, and half for hospice
services. Of those participants in plans that im-
posed deductibles (see box on facing page), the
average deductible was $197 per year.?

The new BLs model combines the different
provisions found among health care plans into a
single measure of employee and plan expenses for
each type of plan, and average expenses for all
workers with heatth care benefits. To construct a
measure of health care benefits, employee and
plan expenses are computed for each plan, based
on a fixed set (scenario) of health services and its
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total price. In addition, expenses are computed for
various types of health care plans or plan features. -
Finally, employee insurance premiums are used to
determine a participant’s total expenses for health
care,

Out-of-pocket expenses

The scenarios in exhibit ! represent four different
family sizes with varying amounts of annual
health care expenses. In the model, these expenses
wete compared against health care plan provisions
to determine the portion incurred by the plan and
the portion incurred by the employee. These dollar
costs were then aggregated for all employees with
health care benefits. The model produced em-
ployee expenses in terms of both annual dollar
amounts and percentages of total health care
charges.

The average out-of-pocket expense for sce-
nario 1 (a single person with $87 in annual health
care expenses) was $62, or 71 percent of the total
expenses. (Out-of-pocket expenses, defined in the
box on page 19, do not include employee insur-
ance premiums, which are discussed later in this
article.) The average employee expenses for the
other three scenarios were higher, although they
represented smaller percentages of the house-
holds’ total costs for health care services. The fam-
ily in scenario 2 (a family of four with $7,085 in
health care charges) would pay an average of $989
in out-of-pocket expenses, or 14 percent of the to-
tal costs; the family in scenario 3 (two persons
with $12,588 in charges) would pay $1,369, or 11
percent of the total; and the family in scenario 4
(six persons with $41,504 in charges) would pay
$2,639, or 6 percent of the charges. (See table 1.)

Although the average out-of-pocket expense
for scenaric 1 was 71 percent, about one-half of
employees covered by health care benefits would
have paid the entire bill for services received. (See
table 2.) In scenarios 2, 3, and 4, fewer employees
would be required to pay the entire bill. For ex-
ample, virtually all employees with health care
benefits would pay between 1 and 25 percent of
the expenses in scenarios 3 and 4.

These findings show wide variations in the
share of charges an employee may have to pay for
health care. Upon closer examination, several fac-
tors appear to influence the employee’s share, in-
cluding the amount and type of expenses.

Amount and type of expenses. The employee in
scenario 1 incurred only $87 in annual health care
charges. Under many health care plans, partici-
pants must pay a yearly deductible before the plan
pays benefits. The annual deductible averages
about $200. Because scenario 1 had low total
charges, most employees subject to an annual de-
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Glossary of health care terms

Ancillary charges

Charges incurred during a hospital stay in ad-
dition to room and board. Such charges include
drugs and medications, diagnostic tests and x-
rays, and nursing care.

Catastrophic expense limitation

Also known as out-of-pocket expense limit or
stop-loss limit. Specific amount of out-of-pocket
expense after which the health plan pays 100
percent of remaining expenses. Annual deduct-
ibles are not included in the catastrophic expense
Pprovision.

Coinsurance

The percentage of a participant’s medical ex-
penses not covered by his or her health plan.
Most participants pay 20 percent coinsurance,
with the plan paying the remaining 80 percent.

Copayment

Small payment made by a plan participant
each time a service is required. For example,
many HMo's require a $5 or $10 copayment per
physician’s office visit.

Deductible

Amount of expense participants are required
to pay before they are eligible for benefit pay-
ments. Most deductibles are on an annual basis;
the most common annual deductible amounts
are $100, $200, or $250.

Employer-provided health care benefits

Benefit plans financed either wholly or partly
by the employer. Included in this category are
benefit plans sponsored by a union or other third
party, so long as there is some employer financ-
ing.

Fee-for-service plan

Type of health care plan that pays for specific
medical procedures as expenses are incurred.
Payments can be made directly to health care
providess or to the plan participants. Fee-for-ser-
vice plans generally include annual deductibles
and coinsurance.

First-dollar coverage

Feature of a health care plan in which the plan
does not require its participants to pay any
deductibles or copayments before benefits are
received.

Health maintenance organization (HMo)

Type of health care plan that provides a pre-
scribed set of benefits to enrollees for a fixed
premium payment. Enrollees are restricted to
specific care providers, and have charges for
most services covered in full. Types of HMO's
include the group/staff type, in which providers
are located in central facilities, and independent
practice associations {Pa’s), in which providers
work from their own offices.

Participants

In the Employee Benefits Survey, all employ-
ees in an occupational group are considered par-
ticipants in a wholly employer-financed health care
plan. Where employees share in plan financing,
only workers who are making such contributions
are counted as participants.

Preferred provider organization (ppo)

Type of health care plan that, like a fee-for-
service plan, pays expenses as they are incurred.
Participants can choose any health care provider,
but receive higher benefits for services rendered
by designated hospitals, physicians, and other
health care providers.

Out-of-pocket expense

The amount of expenses that a participant
pays during the year for medical services. This
includes deductibles, coinsurance, and co-
payments, but does not include monthly
premiums.

Usual, customary, and reasonable charges
(UCR)

Standard applied to charges assessed by
health care providers. Defined as not more than
the physician’s usual charge, within the custom-
ary range of fees in the locality, and reasonable,
based on the medical circumstances. Typically, a
health care plan will pay all or some portion of
expenses incurred up to the usual, customary,
and reasonable charge; expenses above UCR
charges must be paid by the patient.
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Exhibit 1.  Services and expenses of scenanos 14

Expense Unit cost| Total cost Expense Unit cost| Total cost
Scenario 1 Scenario 4
Individual 1; Individual 1:
1 office visit ........ $37 $37 4 office visits . ... .. $37 $148
2 prescriptions ..... 25 50 2 xrays.......... 92 184
R 1 prescription...... 25 25
Total ........... $87 7- day confinement
Scenario 2 Room and board . . 342 2,394
Individual 1: A.ncﬂlary ........ 621 4,(3)47

1 office visit. .. .... $37 $37 Surgery......... | 1012 1012

2 labtests......... 92 184 7 physicians® visits | 39 273

2 prescriptions ... .. 25 50 || Individual 2:

Individual 2: 2 office visits . . . ... 37 74

4 office visits . .. ... 37 148 1 labtest ......... 92 92

2 labtests......... 92 184 1 prescription... ... 25 25

4- day confinement: Indivi

vidual 3:
Roomandboard .. | - 312 | 0308 |1 officevisit....... 37 37
AR i 3 labtests......... 92 276
4 physicians’ visits 39 156 4- day confinement:

2- day confinement: Roomandboard ., | 342 | 1,368
Room and board . 342 684 Ancill ¢ 621 2484
Ancillary. . ....., 621 1,242 LAy e '

AR 4 physicians’ visits 39 156
2 physicians® visits 39 78 1 prescription . .. . .. 25 25

3 prescriptions. . . . .. 25 75 6 day confinement:

Individual 3: , Room and board . . 342 2,052

1 office visit....... 37 37 Ancillary. ....... 621 3,726

4 prescriptions . .. .. 25 100 6 physicians’ visits 39 234

2. -lab tests. ........ 92 184 Individual 4:

Individual 4; 2 office visits . ..... 37 74

2 officevisits . ..... 37 74 2 prescriptions . . . .. 25 50
Total........... 7085 || 8 day confinement:

2 $ Roomandboard ..| 342 | 2736
Scenario 3 Ancillary........ 621 4,968
Individual 1 Surgery......... 1,012 1,012
vi ; 8 physicians’ visits 39 312

1 office visit. . . ... .. $37 "$37 PhYSICIans vist

2 labtests......... 92 184 || Individual 5:

2 prescriptions . .. .. 25 50 2 officevisits ... ... 37 74

7- day confinement: 10- day confinement:

Room and board . . 342 2,394 Room and board . . 342 3,420

Ancillary........ 621 4,347 Ancillary. ....... 621 6,210

7 physicians’ visits 39 273 Surgery......... 1,012 1,012

. . 9 physicians’ visits 39 351
Individual 2: 2-day confinement: :

2 office visits . ..... 37 74 Room and board 342 684

2 labtests......... 92 184 Ancillary . . . ... 621 1.242

1_ g;‘;sccgggﬁgmem . 25 25 1 physician’s visit . 39 39
Room and ' 22 1368 3 prescriptions . .. . .. 25 75
Ancillary........ 621 2,484 || Individual 6:

Surgery......... 1,012 1,012 1 office visit ....... 37 37
4 physicians’ visits 39 156 3labtests ......... 92 276
Total........... $12,588 Total........... $41,504
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Table 1.  Percent and dollar amount of health care expenses paid by the Individual and
by the plan, four scenarios, by type of plan, 1989-80
[Plan premiums not included]
Percentage pald Dollars paid
Type of plan
Total I Individuat I Plan Total Individual Plan
Scenario 1: Total health care expenses=$87
Allplans .........:........... 100 71 29 $87 $62 $25
NOMHMO ... 100 a1 19 87 71 16
Fee-for-service ............ 100 84 16 87 73 14
PPO Lt 100 66 34 a7 57 30
HMO & o tvveerrecmnientennyen 100 20 80 87 17 70
Scenario 2: Total health care expensas=$7,085
Allplans ..................... 100 14 86 $7.085 $989 $6,086
NOMHMO . ... viiiiiennn 100 16 84 7.085 1,148 5,937
Fee-forservice ............ 100 17 83 7,085 1,180 5,905
2 T 100 14 86 7,085 966 6,119
HMO .o veitinnienrarvacnenna 100 3 97 7,085 189 6,896
Scenario 3: Total hea'th care expenses=$12,588
Allplans ..................... 100 1 89 $12,588 $1,369 $11.219
Non-HMO . ................0s 100 13 87 12,588 1,605 10,883
Fee-for-service ............ 100 13 87 12,588 1,658 10,830
2+ T 100 10 90 12,588 1.301 11,287
HMO (otiiinncrieennnnanass 100 2 98 12,588 190 12,398
Scenario 4: Total heatth care expensas=$41,504
100 6 94 $41,504 $2,639 $38,865
100 7 a3 41,504 3,078 38,426
100 8 92 41,504 3,143 38,361
100 7 93 41,504 2,705 38,789
100 1 99 41,504 444 41,060

ductible would pay the entire cost because they
would not yet have met their deductibles. Deduc-
tibles, when required, were rarely less than $100.

The different set of health care expenses in
scenario 3 has the effect of altering the percentage
of expenses paid by the plan and the employee. In
that scenario, annual health care charges were
$12,588. This total was primarily the result of two
hospital stays and related surgical expenses. Hos-
pitalization expenses included room and board
($342 per day) and associated ancillary charges
($621 per day). (Ancillary charges include medi-
cine, diagnostic tests, x-rays, and other charges in-
curred during a hospital stay. They exclude room
and board.) The scenario includes four physician’s
visits during hospitalization ($39 per visit), five
office visits ($37 per visit), two laboratory tests
($92 for each test), and two prescription drugs
($25 each).

The plans paid an average of nine-tenths of
expenses for scenario 3, compared with seven-
tenths in the lower cost scenario 1. There are two
main reasons for this disparity: The difference in
the toral charges between the scenarios and the
presence of hospitalization and surgical expenses
in scenario 3.

Because total charges were higher in scenario
3 (largely due to hospitalization and surgery), the
annual deductible accounted for a small percent-
age of expenses. In addition, the presence of
limits on an employee’s liability for catastrophic
expenses in many health care plans held down
out-of-pocket expenses. Patients with extensive
health care usage are more likely to reach the
catastrophic expense limit than are those with
less extensive usage. After this limit is reached,
plans typically pay 100 percent of covered
expenses.’

Variations in coverage for hospital stays and
surgery also affect the percentages paid by the
plan and by the individual. It was far more likely
for these services to have “first dollar” coverage
(benefits are provided before—rather than af-
ter—a deductible or a coinsurance requirement
goes into effect) than were either physicians’
office visits or out-of-hospital prescription
drugs. For example, a plan may provide up to
120 hospital days at no cost to the employee.
Beyond that limit, charges are subject to coin-
surance rates and yearly deductibles. Such a
limit would cover all of the hospital stays in
scenario 3.

Monthly Labor Review November 1992 21



Employee Payments for Health Care Services

Type of health plan. The type of health care
plan also affected the employee’s out-of-
pocket expenses. Plans were grouped as tradi-
tional fee-for-service plans, preferred provider
organizations (pr0’s), and health maintenance
organizations (#Mo's). Traditional fee-for-ser-
vice plans reimburse care providers or patients
as care is received. The patients choose their
own physicians, hospitals, and other health
care providers.

In contrast, the PPo—a type of fee-for-service
plan—differs from traditional plans by offering

incentives to seek care from physicians and hospi-
tals who have contracts with the plan. While em-
ployees can choose any provider, out-of-pocket
expenses are lower if they select a preferred pro-
vider. In an Mo, the employee has less choice of
health care services and providers. HMO's contract
with physicians and hospitals to provide care on a
prepaid basis. Employees are directed to the ap-
propriate caregiver by the plan. Any care received
outside the plan (or not approved by it) is not
covered at all.

The following tabulation shows the percent of

Table 2.  Percent of cost pald by individual plan particlpants, four scenarlos, by type
of plan, 1989-90
[Plan premiums not included]
Percentage paid by Fee-for-
the Individusi - All plans Non-+wo service PO o
Scenario 1: Total health care expenses=$37
2 " " 2 "
17 7 5 15 67
8 8 8 - 8 5
19 20 17 ¢ 37 18
1 1 1 1 M
53 63 68 37 "
n 81 84 66 20
Scenario 2: Total health care expenses=$7,085
Nopayment.... .............. 2 " " 2 11
1-24percont ................. 84 84 83 89 88
25-49percent ................ 15 16 9 )
50-74percent ................ ) 1 1 " y]
75-98percent . ............... " " " (") "
i00percent .................. (") " —_ M
Average percent paid by individual 14 18 17 14 3
Scenaric 3: Total health care expenses=$12,588
Nopayment.................. 2 ‘ " " 2 11
1-24percent ................. 94 95 95 96 88
25-49percent ................ 4 5 5 1 ("
50-7Tapercent ................ (" " " ¢ M
75-99percent .. .............. " " " " *)
i00percent .................. -_ —_ — - -_
Average percent paid by individual 11 13 : 13 10 2
Scenario 4: Total health care expenses=$41,504
Nopayment.................. 2 (0] " 2 11
1-24percent ................. 97 98 98 97 89
25-49percent ................ 1 1 1 Q] —_
50-74percent ................ M 1 " " "
75-93percent ................ ] " $ " {
100percent . ................. — — — —_ _
Average percent paid by individual [ 7 8 7 1
! Less than 0.5 percent.
Note: Because of rounding, sums of individual items may not equal totals. Where appiicable, a dash indicates no
participants.
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health care participants covered by each type of
plan in 1989-90:;

Percent of
participants
Allplans .............. 100
Fee-for-service ........... 72
PPO . e iee e ieeennnarannns 12
HMO o . v o cvvenenncnnnanns 15

In general, employee out-of-pocket expenses
were directly related to the degree of choice of
health care providers available. Fee-for-service
plan’ participants paid higher out-of-pocket ex-
penses than ppo participants, who in turn paid
higher out-of-pocket expenses than employees
covered by an HMo.

Traditional fee-for-service plans typically re-
quire health care charges below a given dollar
amount to be paid largely by the employee,
whereas higher charges are paid largely by the
plan. Nearly all fee-for-service plan participants,
for example, were required to pay an annual de-
ductible before any expenses were paid by the
health plan. For an employee with low annual
health care usage, such as the one represented in
scenario 1, a deductible will account for all or
most of the total charges.

After the deductible had been met, fee-for-ser-
vice plans typically paid 80 percent of the bill for
health care services. As noted previously, the
employee’s share—20 percent—was frequently
limited by a catastrophic expense provision, aver-
aging about $1,000 per person and about $2,000
per family. Once an emloyee’s charges reached
these limits, the plan would pay 100 percent of any
additional expenses. Families with higher usage,
such as those in scenarios 3 and 4, would be likely
to reach the catastrophic expense limit.

Compared with traditional fee-for-service
plans, ppo’s offfer a higher percentage of coverage
for selected services if patients use designated
physicians and hospitals.® Overall, pro partici-
pants pay less for the same services than do em-
ployees covered by a traditional fee-for-service
plan. In scenario 3, for example, pro participants
would pay 10 percent of total expenses, compared
with 13 percent for fee-for-service participants; in
scenario 2, the corresponding payments were 14
and 17 percent. (See table 1.)

As table 2 shows, the distribution of employee
expenses for PPO’s is very similar to that of fee-for-
service plans, except for scenario 1, with its low
health care usage. A larger percentage of employ-
ecs in fee-for-service plans than of those in Pro’s
paid 100 percent of the charges for scenario 1.
This may result from the frequent elimination of
annual deductibles for pro participants if desig-

nated health care providers are used.

HMo's, which limit employee choice of physi-
cians and hospitals, are designed to keep employee
out-of-pocket expenses down. Almost none of the
participants in HMO’s are required to satisfy a
yearly deductible or pay a percentage of expenses
for health care services. Doctors’ office visits,
however, generally require a copayment, most
commonly $5 or $10 per visit. Hospital room and
board is typically covered in full or is subject to a
copayment, such as $100 per admission. Most
other services generally are covered in full. There-
fore, HMO participants pay a lower out-of-pocket
dollar amount for care than do those in non-HMoO
plans.

In scenario 1, HMo participants paid an average
of $17 in annual out-of-pocket expenses, while
non-HMo participants paid an average of $71. (See
table 1.) Similarly, in scenario 2, HMo participants
paid an average of $189, while non-HMo partici-
pants paid an average of $1,148. As the scenarios
include more and more services, these differences
in annual out-of-pocket expenses continue to
grow. The differences are part of the trade-off be-
tween fee-for-service plans and Hmo's: fee-for-
service plans offer nearly unlimited choices of
care but require employees to share the cost of that
care; HMO's limit employee choices but also reduce
out-of-pocket expenses.

Compared with participants enrolled in non-
HMO plans, a larger percentage of participants en-
rolled in #mo's pay nothing for their care.
However, there were few other differences be-
tween the distributions of Hmo and non-HMo par-
ticipants. For scenarios 2, 3, and 4, virtually all
participants paid less than 25 percent of the cost,
regardless of the type of plan in which they were
enrolled. For scenario 1, with total charges of $87,
the majority of non-umo participants paid more
than 50 percent of the total cost, while the major-
ity of HMo participants paid less than 50 percent.

Influence of hospital care. In addition to the four
scenarios of health care services just described,
additional scenarios were designed to isolate the
effect of hospital care on employee expenses.
Table 3 shows two scenarios with nearly identical
total charges, $962 and $963, but different types of
services. In the first, all charges were incurred for
hospital care, while in the second, all charges were
the result of office visits. Without hospitalization,
the individual’s average payment was 29 percent
of total expenses ($274), compared with 22 per-
cent ($216) for the scenario with hospitalization.
In addition to the variation in the average em-
ployee expenses, there were differences in the per-
centage of workers required to pay different levels
of the total cost. (See table 4.) With hospital care,
more than one-fifth of the fee-for-service partici-
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pants had their health care charges paid entirely by
the plan, compared with fewer than 10 percent for
the doctors’ visits scenario.

The gap widens between these two scenarios
when the analysis is restricted to Hmo’s. In the
scenario with a hospital stay, more than four-fifths
of Hmo participants would pay nothing for health
care expenses, compared with about two-fifths for
the office visits scenario. These differences can
largely be explained by the coverage patterns of
hospitalization. It was more common for hospital
care provisions to include “first dollar” coverage
than provisions for physicians’ office visits.

In the scenario with doctors’ visits alone, 70
percent of the non-HMO participants would pay
between a quarter and a half of total expenses,
compared with 50 percent of the participants in the
scenario with a hospital stay. Again, this differ-
ence is largely due to the way in which physicians’
office visits are covered under non-#Mo plans.
Such care was more often subject to a deductible
and a coinsurance requirement before benefits
were paid than was hospitalization.

Hospital cost differences. Differences in the
cost of hospitalization can also affect the distribu-
tion of total charges paid by the individual and by
the plan. To illustrate this effect, scenarios were
developed in which the dollar amounts of all ex-
penses except for hospitalization costs were held
constant; three different sets of hospital costs for
room and board and ancillary charges were used
for this comparison. The scenario consisted of a 7-
day hospital stay plus $489 in additional services.
Hospital cost information came from claims data
compiled by Mutual of Omaha Insurance Co.’
(See table 5.)

According to the Mutual of Omaha data, a typi-

eSS

cal daily hospital expense was $963 (room and
board of $342 and miscellancous charges of
$621). Given these amounts, the total annual
health care charges in this scenario were $7,230.
Employees paid an average of 10 percent of this
total. This relatively low percentage paid by the
individual is explained to a large extent by the
high level of total health care charges. In this sce-
nario, the annual deductible accounted for a small
portion of charges. Similarly, the presence of a
limit on the employee’s liability for catastrophic
expenses in a great many plans contributed to the
low cost to the patient.

A clear pattern emerges when comparing the
percentages of the total charges paid by the indi-
vidual and by the plan with the cost of hospitaliza-
tion. In the scenario with high per-day hospital
costs, the individual paid the lowest percentage of
total expenses. For example, where the average
daily hospital cost was the highest ($1,725), the
percentage of total charges paid by the individual
was the lowest (7 percent). On the other hand, for
a scenario with low hospital cost per day ($654),
the individual paid the highest percentage of the
total (13 percent). This pattern is consistent
throughout all the scenarios; that is, the higher the
daily hospital cost, the lower the percentage of the
total paid by the individual.

It is also true, however, that the individual pays
higher absolute dollar amounts when the costs of
hospital care are greater. In the scenario with the
highest per-day hospital expense, the individual
paid the largest dollar amount ($877); in the sce-
nario with the lowest hospital expense, the indi-
vidual paid the least ($641).

Finally, it should be noted that the variation in
absolute dollar amounts paid by the individual be-
tween scenarios is relatively small, given the dif-

Table 3.

pla

Percent and dollar amount of health care expenses paid by the individual and
the plan, for similar total expenses but different types of care, by type ot

n, 1989-90
[Plan premiums not Included]
Percentage pald Dﬁll-n id
Type of Plan -
Total 1 individual L Plan Total 1 individuat J Pian
1-day hospitai confinement = $963
Allplans........... 100 22 78 $963 $216 $747
Non-HMo . ........ 100 26 74 963 252 mm
Fee-tor-service 100 27 73 963 258 705
PPO ...cvevnnnn 100 22 78 963 215 748
HMO . .o heinnena, 100 4 96 963 35 927
26 office visits at $37 per visit =« $962

Allplans........... 100 29 71 $962 $274 $688
Non-wmo ............ 100 32 68 962 312 650
Fee-for-sefvice . . 100 33 67 962 319 643
PPO .ocvvrnnnns 100 28 72 262 273 889
HMO . ..vinanen.. 100 9 91 962 83 879

24 Monthly Labor Review November 1992



Table 4.  Percent of cost pald by individual plan particlpants for similar total expenses
but different types of care, by type of plan, 198980
[Plan premiums not included]
Percentage pald Fee-for-
the Individual All plana Non-+mo service PPO HMO
1-day hospital confinement = $963
Nopayment.................. 32 21 22 21 84
1-24percent ................. 17 18 15 32 11
2549percent ................ 45 53 55 42 3
50-74percent _............... 4 5 5 4 1
75-99percent ................ ) " " 1 ()
100percent . ................. 2 2 2 [§] §]
Average percent paid by individual 22 26 27 22 4
26 office visits at $37 per visit = $962
Nopayment.................. 10 3 3 6 41
1-24percent ............00uin 22 18 15 31 47
25-49percent .. .............. 61 71 73 56 12
S50-T4percent ................ 4 5 5 4 1
75-88percent ................ 1 1 1 1 1
100 porcent .................. 2 2 2 1 4}
Average percaent paid by individual 29 32 33 28 ]
1 Less than 0.5 percent.
Note: Because of rounding, sums of individual items may not equal totals. Where applicable, a dash indicates no

ference in total health care expenses. Total
charges ranged from a low of $5,067 to a high of
$12,564. Thus, an increase in total charges of
$7,497 translated into an increase of only $236
paid by the individual.

Employee premiums

In 198990, half of employees receiving health
care benefits were required to make contributions
toward their own health care coverage, and two-
thirds were required to contribute toward family
coverage. Participant contributions were typically
fixed monthly premiums, averaging $25 for indi-
viduals and $94 for family coverage.

For all scenarios, plans wholly financed by the
employer paid a higher percentage of costs than
those requiring employee contributions, although
the differences were usually small, In scenario 2,
for example, jointly financed plans paid 85 per-
cent of the total, while wholly employer-financed
plans paid 88 percent. In non-tmo plans, those that
were wholly employer-financed paid 87 percent
of the charges, while jointly financed plans paid
82 percent. Wholly employer-financed HMo's paid
98 percent of the total cost, while jointly financed
HMO's paid 97 percent. These patterns occurred
across all types of plans and all scenarios.

- The following tabulation shows the percent of

health care expenses paid by the individual and the
plan for scenario 2, by type of plan. It compares
wholly employer-financed and jointly financed
health care plans:

Whkolly
employer-financed  Joindly financed
Individual  Plan  Individual Plan
All plans 12 88 15 8s
Noa-tHmo 13 87 18 82
HMO....... 2 98 3 N

While the data already described show employ-
ees’ out-of-pocket expenses, total expenses for 1
year equal the out-of-pocket payment plus any re-
quired contributions toward the plan premiums.?
The percentage of an employee’s total expenses
that is due to out-of-pocket expenses varies
widely, depending in part on the total expenses in-
curred for the year. (The following data relate only
to those participants in health care plans that im-
pose a fixed monthly premium on the employee.)
In scenario 2, out-of-pocket expenses accounted
for 47 percent of the participant’s total, while they
accounted for 71 percent in scenario 4. (See table
6.) In both scenarios the average annual family
premium was $1,122. However, the total out-of-
pocket expense for scenario 4 was $2,706, whiie
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the total out-of-pocket expense for scenario 2 was
$1,011.

The employee in scenario 1 was assumed to
have paid the average annual individual premium
of $303, rather than the family premium. For this
employee, 83 percent of the total cost was for pre-
miums, and 17 percent was for out-of-pocket ex-
penses. In this case, the employee would have had
lower annual health care expenses by not having
insurance, because total health care costs were
only $87, and premiums totaled $303. Of course,
this person could not have predicted any cata-
strophic illness or accident that would have in-
creased the total charges. The coverage thus
served to reduce risk. -

The division of the employee’s total expenses
between premiums and out-of-pocket expenses
also depends on the type of health care plan in-
volved. Employees enrolled in HMO’s pay a lower

percent of their total costs in out-of-pocket ex-
penses than do employees covered by a fee-for-
service plan because of the different structures of
these plans. The only expenses that HMC enrollees
pay, other than premiums, are small copayments
for certain services; in fee-for-service plans, en-
rollees must satisfy a deductible and share the cost
of certain health care services. In scenario 3, pre-
miums accounted for 85 percent of the employees’
total expenses for HMO's, compared with 39 per-
cent of the total for non-HMO’s,

The differences in out-of-pocket costs between
HMo's and non-iMo's led to large differences in
the participant’s total cost. For example, families
with charges similar to those assumed in scenario
3 would save more than $1,000 if they were en-
rolled in iMo’s. This savings arises almost entirely
from differences in out-of-pocket expenses, as the
average annual family premiums for Hmo0's and

Table 5. Percent and dollar amount of health care expenses peld by the individual and
by the plan for similar usage but different hospital costs, by type of plan,

1989-90
[Ptan premiums not included] -
Percentage pald " Dollara paid
Type of plan
Total r Individual T Plan Total | individusl Lmn
Lower-than-average case
7-day hospital charges (at $654 per day) = $4578
Additional annual costs’ = 489
Total annual costs - 5,067
Allplans ..................... 100 13 87 $5,067 $641 $4,426
NOR-HMO .....ovivinnnnns 100 15 85 5,067 749 4318
Fee-for-sarvice ............ 100 15 85 5,067 778 4,289
[ - T 100 12 88 5,067 587 4,480
CHMO L 100 2 98 5,067 99 4,968
Average case
7-day hospita) charges (at $963 per day) = $6,741
Additional annual costs' = 489
Total annual costs - 7,230
Allplans ..................... 100 10 90 $7.230 $737 $6,493
NOR-HMO .........cvinnnnnn 100 12 88 7,230 864 6,366
Fee-forservice ............ 100 12 88 7,230 891 8,339
PPO . iiiiinnrannananes 100 10 90 7,230 711 6,519
HMO ottt iiana e 100 1 29 7,230 106 7,124
Higher-than-average case
7-day hospital charges (at $1,725 per day) = $12,075
Additional annual costs' - . 489
Total annual costs - 12,564
Alptans ..................... 100 7 93 $12,564 $877 $11,687
Non-HMo . .................. 100 8 92 12,564 1,030 11,534
Fee-for-service ............ 100 8 92 12,564 1,051 11,513
PPO . iivnrinnnanenen 100 7 93 12,564 909 11,655
HMO . i iinrereinsanansnsenans 100 1 89 12,564 116 12,448
! Each example shows the total annual expense for a 2officevisits. .............. $37nvisit $74
7-day hospital stay (including room and board and 1 laboratorytest ............ $92Mest $92
ancillary charges), added to the following charges for 2prescriptions ............. $25/prescription $50
other services: 7 physicianvistts ........... $39/m7visit $273
Total charges (axcept hospital) $489

<
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Table 6. Premlum cost and out-of-pocket expenses for health plan participants, by type
of plan, 1989-90
Percentage Dollars
Type of plan
Total L Premium ]om-ol-pock.t Total Ijmnlum -of-pocket
Scenario 1: Total health care axpenses=$87
Allplans ..................... 100 a3 17 $364 $303 $61
NOR-HMO . ...oiniineeann 100 81 19 as4 a 73
100 80 20 388 312 76
100 85 15 363 308 54
100 84 6 263 276 17
Scanario 2: Total health care expenses=$7,085
All plans e 100 53 47 $2,133 $1,122 $1,011
NONHMO . ........civinnnn, 100 48 52 2,295 1,099 1,186
Feo-forservice ............ 100 45 55 2,282 1,037 1,245
PPO o oiiiiniat e 100 60 40 2,358 1,407 851
HMO ..ot e 100 85 15 1,441 1,223 219
Scenario 3: Total health cara expenses=$12,588
Alplans ..................... 100 44 56 $2,532 $1,122 $1,410
NOR-MMO ... ..oviriienn, s 100 39 61 2,786 1,089 1,687
Fee-for-service ............ 100 37 63 2,806 1,037 1,769
PPO ittt i 100 52 48 2,686 1,407 1,279
HMO . vttt i icenaanans 100 85 15 1,446 - 1,223 223
Scenario 4: Total health care expenses=$41,504
Allplans ..................... 100 29 7 $3,828 $1,122 $2,706
100 25 75 4310 1,095 3a.2n
100 24 76 4,370 1,037 3,333
100 35 65 3,994 1,407 2,587
100 69 31 1,764 . 1,223 542
Note: includes data for only those plan participants required to pay a fixed monthly premium for plan coverage.

non-HMO's were similar, Other scenarios also
showed substantial differences in the total costs
between HMO's and non-HMQ's.

»

before tabulations are provided. The scenarios
may change based on requests for specific mixes
of services or based on data concerning health

# care usage. Estimates of charges for the sce-
Plans for additional study gaa;"s will be updated using the latest available

The information here presents just a sampling of
measures that the new health care expenses
model can provide. The Bureau of Labor Statis-
tics intends to continue producing these data as
part of its annual Employee Benefits Survey bul-
letins. Scenarios of health care services and cor-
responding expenses will be reviewed each year

Footnotes

Users of Employee Benefits Survey data and
the model are invited to suggest changes to the
methodology, as research into expansion of the
model will continue. One of the areas to be ex-
plored is the inclusion of additional health care
services, such as home health, hospice, and mental
health care. a

! Calculations of health care benefit expenses were made
using the 1989 and 1990 Employee Benefits Surveys. The
data represent full-time employees in private establishments
and State and Jocal governments who participated in an em-
ployer-sponsored health care plan.

2 For information on the value of employee benefits,
sec Melissa Famulari and Marilyn E. Manser, “Employer-
provided benefits: employer cost versus employee value,”
Monthly Labor Review, December 1989, pp. 24-32.

3 Complete details on employer costs for compensation are
available in Emplayment Cost Indexes and Levels, 1975-91,
Bulletin 2389 (Bureau of Labor Statistics, 1991). See also
Employer Costs for Employee Compensation, Marck 1992,
USDL 92-39] (Bureau of Labor Statistics, June 1992).

4 Sec Employee Benefits in Small Private Establishments,
1990, Bulletin 2388 (Bureau of Labor Statistics, 1991). Sec
also Employee Benefits in Medium and Large Firms, 1989,
Bulletin 2363 (Bureau of Labor Statistics, 1990); and Em-
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ployee Benefits in State and Local Governments, 1990, Bul-
letin 2398 (Bureau of Labor Statistics, 1992).

3 Plans continue to pay 100 percent of covered expenses
until a lifetime maximum, if imposed, is reached. Where life-
time maximums are imposed, they are typically $1 million or
more.

¢ When analyzing benefit provisions for employees en-
rolled in a preferred provider organization, the Employee
Benefits Survey assumes that the enrollees will choose the
preferred provider, Therefore, data for the provisions that are
most advantageous to the employee are tabulated.

7 The data are from Mutual of Omaha’s business group,
and may not be representative of other population subgroups.
For complete information, see Mutual of Omaha, Current

Trends in Health Care Cost and Utilization, 1991.

* About three-fourths of participants required to contribute
to their plans paid for individual or family coverage in fixed
monthly contributions. The remainder of participants paid
health care premiums either through a composite rate or
through a flexible benefits plan. In each of these two cases,
the actual employee contribution cannot be calculated. Par-
ticipants who pay a composite rate pay one premium for sev-
eral insurance benefits, for example, health and life insurance.
The premium can not be separated into the components. Par-
ticipants enrolled in a flexible benefits plan may be required
to pay a premium for all the benefits they choose. Again, the.
contribution for individual benefits cannot be determined.
Employers must pay at least some of the insurance cost for the
plan to be included in this study.

APPENDIX: Calculation methods and data limitations

The model of health care benefits expenses required
three inputs: Scenarios of health care services, data on
charges for those services, and data on how health care
benefit plans cover the services. This appendix de-
scribes these inputs.

Health care services. Comparing employee expenses
among health care plans begins with a fixed set of
heaith care services. Any set of services can be used, so
long as the same set is applied to all plans. This article
used several sets of services (scenarios) designed to
represent varying health care needs and to test the ef-
fects of different types of usage.

Each scenario represents an annual set of services
received by an individual or a family. An annual total
of expenses is required because many health care plans
have provisions based on annual expenses. For ex-
ample, most plans with deductible provisions require
the deductible amount to be met each year.! Because of
this feature, it is difficult to show employee expenses
for an individual service, such as a physician’s office
visit. The cost to a given employee and to the plan of
one doctor’s office visit could be different, depending
upon when the service was received and what other ser-
vices had been received in the year. If the annual de-
ductible had not yet been met, the employee might pay
the full cost, whereas if the deductible had been met,
the plan might pay all or nearly all of the cost.

Despite this limitation, the effect of specific health
care services on employee expenses can be seen by de-
veloping scenarios limited to those services. By com-
paring similar levels of health care expenses made up
of different services (for example doctors’ office visits
versus hospital room and board charges), the effect of
the services on the employee’s expenses can be calcu-
lated. This was shown in table 3.

An alternative to preparing several scenarios of
health care services is to analyze data on all health care
received in the United States, and to construct an aver-
age set of services that represents the Nation. Such a
measure may represent all employees combined, but
may not represent any one individual or patiermn of us-
age common to groups of individuals. By designing
several scenarios of health care services, the data
should be more representative of a variety of users.
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The scenarios are not meant to indicate the exact
usage of specific health care services for a particular
illness. For this reason, the generic terms “surgery,” “x-
ray,” and “laboratory test” are most often used, rather
than designations of specific services. It is not the inten-
tion of these data to show the expenses associated with
a given procedure, such as an appendectomy. Rather,
the data should be looked at as expenses for a general
set of health care services that might cover a variety of
procedures.

While the Bureau of Labor Statistics has produced
health care expense data for a variety of scenarios, the
model used to produce these data was designed to ac-
cept any input. Therefore, other researchers may in the
future be able to examine expenses for an average of
U.S. health care services or for the specific services as-
sociated with a given medicat diagnosis.

Health care expenses. Once the set of health care ser-
vices is determined, charges for those services must be
established. For purposes of this model, the most com-
prehensive data available are from the Mutual of
Omaha Insurance Co. These data are compiled from
health care claims paid over the latest 3 years. Data are
available on the average charges for a variety of health
care services. Furthermore, data are available for ge-
neric services, such as surgery and x-rays, which corre-
spond with the scenarios prepared.

Several other sources of health care charges were
consulted before the Mutual of Omaha data were se-
lected. Other sources yielded similar estimates. Where
Mutual of Omaha data were not available for a service
included in a scenario, these other sources were used.?

Plan provisions. 'The health care services and charges
can now be compared to the individual health care ben-
efit plan provisions. However, a few additional con-
cerns must be addressed. First, the model assumes that
the costs fall within the “full usual, reasonable, and
customary (ucr) charges” allowed by a given plan.
That is, if a health care provider asks for more than
what the plan considers to be full ucr charges, the ex-
cess charges are typically paid entirely by the em-
ployee. Such excess charges are not considered in the
model.



Exhibit A. Computing employee and plan shares of medical expenses
Each scenario of health care expenses is compared to all health care benefit plans on the Employee
Benefits Survey data base. The calculations below demonstrate how employee and plan costs are
calculated for three typical plans. Services and expenses are from text exhibit 1, Scenario 3 (page 20),
which shows total health care expenses at $12,588.
Example 1: Traditional fee-for-service
Participant must satisfy a $200 annual deductible, after which the plan pays 80 percent of all
expenses, until the participant reaches the catastrophic expense limit of $1,200 (36,000 in total ex-
penses) in excess of the deductible. At that point, the plan pays 100 percent of expenses for the
remainder of the year.
Expenses Expenses
Exposs it | ooscin | POE | padn o
by plan by plan
Individual 1
1 officevisit. .. ..oooiiiiiiiiia.. . $37 $37 — -
1 18bIBBt ...t 92 92 - -
LI 92 g $21 —
1 prescription .......................... 25 — 25 _
1 prescrption ................. . 00inl, 25 - 25 —_
7- day confinement.
Roomandboard ...................... 2,394 — 2,394 —
Ancllary ... ... e 4347 - 23,535 $812
7 physiclans' visits . ... .........iienn.n. 213 - - 2713
Total .o $7,285 $200 $6,000 $1,085
Individua!
Deductible ............coouueiinn.n. $200 - - -
20percantof $6,000 ................... 1,200 — — —_
Total . $1,400 - - -
Plan: l
80 percontof $6,000 ................... $4,800 - — — i
1,085 — - ‘
$5,885 — - —
1 $a7 837 - — 1
1 92 82 - -
1 a7 37 — -
1 9z 34 $58 - l
1 25 - 25 -
4-
1,968 - 1,368 - |
2,484 - 2,484 — |
156 — 156 - |
1,012 - 1012 - |
$5,303 $200 $5.102 - |
Indhvidual:
........................... $200 - - -
20percentof$5,103 ................... 1,021 —_ — —
TOAR) ... $1,221 - - —
Plan:
80 percent of $5,103 ................... $4,082 - — -
TOL . e et $4,082 - — -
Individual Plan
Individual 1, 10181 .. ... .ttt it et $1,400 $5,885
INCHVIUBE 2, 00 . ..ottty e e e e b e e e $1,221 $4,082
COMBINBAOA] . .....oevtetetntttiiae e eeeraeereettnniaaaaeaaaaaan $2,621 $9,067
Porcont of ChargeB . ........coiiiiiie i iiietet e cenirene e 21 79
See footnotes at end of exhibit.
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Exhibit A. Continued—Computing employce and plan shares of medical expenses
Example 2: Preferred provider organization
Room and board and ancillary charges are covered at 90 percent by the plan with a $100 per
admission deductible, but no annual deductible. All other expenses are covered at 80 percent by the
plan.
Expenses Expenses
Total paid at 80 paid at 90
Expense expenses Deductible percent
by plan by plan
Individual 1
1 $37 — $37 —_
1 92 — 92 —_
1 02 _ [-74 —
1 25 —_ 25 -
1 25 _ 25 —
7-
Roomandboard ...................... 2,394 $100 - $2,294
Ancllary ... 4,247 — - 4347
7physiclans’visits ..................... 273 - 273 -
Total...oori it $7,285 $100 $544 $6,641
Individual:
Deductible ....................couuse. $100 - —_
10percantof $6,641 ... ............ 664 - ¢ — -
20percentof $544 .. ................... 109 — -
Total .. e $873 - — —
Plan:
90 percentof $6,641 ................... $5.977 — - -
80percentof $544 . .. .................. 435 -_ - —
Total . ... e i $6.412 —_ — —_
Individual 2
1 officevisit................... L $37 — $37 —
1 Jabtest ... ... ..ottt 92 - 92 —_
1 officevisit..................ooae 37 — 37 -
1 labtest............ ..iiiiiiiiaat, 92 —_ 92 —_
1 prescrption ..ol 25 - 25 —
4- day confinement:
Roomandboard ...................... 1,368 $100 — $1,268
Ancillary . ... ... 2,484 — — 2,484
4 physicians'visits .. ................... 156 —_ - 156
SUMGBMY ..o iiiiiii it it 1,012 — — 1,012
Total ... e $5,303 $100 $1,451 $3,752
Individual:
Deductible .............c.coinnunnn $100 _— — —
10percontof $3,752 ............... ... 375 _ - -_
20percantof $1,451 . .................. 290 — — -
Total ..o e i $765 -_ - —_
Plan:
9 percentof $3,752 . ... ....... ... .. $3,377 —_ — -—
80 percontof $1,451 ................... 1,161 — — _
Total ... . $4,538 — — —
Individual Plan
IndividUaE 1, 8011 .. .. e e e $873 $6.412
Individual 2,10t ... .. ... . i e e e $765 $4,538
Combinedtotal . ............cocvevineennnn e e e e $1,638 $10,950
Poercantof charges .. ... ... oo e i 13 87
See footnotes at end of exhibit.
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Exhibit A. Continued—Computing employee and plan shares of medical expenses
Example 3: Health maintenance organization
Hospital charges are covered in full. In-hospital physicians’ visits and surgery are covered in full.
Physicians’ office visits covered after a $5 copayment, with lab tests included. Prescriptions are
covered after a $3 copayment per prescription.
Expense Total Individual Plan
Individual 1
1 officevisit ....................... $37 $5 $32
U P 82 - 92
1 labtest..... e 92 — 92
1 prescription ........... ... ... 25 3 22
1 prescription ... .........o0iaiein.n 25 3 22
7- day confinement: .
Roomandboard .................. 2,394 — 2,394
Ancillary. .. ......voveiiieeinan. .. 4,347 - 4,347
7 physicians' visits. . . .............. 273 273
tndividual 2
1 officevisit ....................... $37 $5 $32
1 labtest.......ooooiiinineiiinnn.. 92 - g2
1 officovisit ...........c.o.ovun.... 37 5 32
1 labtest. ...oeiieeinnereneinn.. 82 - 92
1 prescription ......... ... 25 3 22
4- day confinement:
Roomandboard .................. 1,368 - 1,368
Ancllary. ......ovvieeniieanaenn. 2,484 - 2,484
4 physicians’'visits.. . ... ........... 156 —_ 156
Surgery ... 1,012 — 1,012
Total. et $12,588 $24 $12,564
'Satisfied deductible.
2Reached catastrophic expense limit, -

Second, the same health care charges are used re-
gardless of the health care plan. For example, if the sce-
nario includes 7 days of*hospital room and board
charges at $500 per day, that total expense ($3,500) is
applied against all plans. In fact, an Hmo may not incur
such a cost for a 7-day hospital stay, because care pro-
viders are paid a fixed fee. Thus, much of the analysis
concerning Hmo's focuses on what the employee must
pay, rather than the cost to the umo.

Finally, the health care charges are nationwide av-
erages and are being compared to a nationwide data
base of health care plans. However, health care costs
differ substantially by geographic area.’® At this time,
the Employee Benefits Survey sample of establish-
ments cannot support regional or area estimates.* )

The 1989-90 Employee Benefits Survey, which de-
velops data on benefit provisions, is the source of ben-
efit plan data for the model.’ As part of this survey, the
written descriptions of employer-provided health care
benefits are analyzed, with specific provisions entered
into a computer data base. From this data base, the inci-
dence of selected provisions is tabulated and published
as part of the annual Employee Benefits Survey. Until
now, such provisions were typically examined inde-
pendently of one another.

The new model considers all the provisions in a
single plan together. For example, if a plan imposes a
$200 per year deductible that applies to all expenses,

this amount is charged to the individual only once, re-
gardiess of the number of individual expenses incurred.
Similarly, if a plan imposes a deductjble just on hospi-
tal room and board charges, the model only considers
that deductible if the scenario includes a hospital stay.

While the Employee Bencfits Survey data base in-
cludes information on coverage for more health care
services,® the model calculations are limited to seven
services: hospital room and board; hospital ancillary
charges; inpatient surgery; in-hospital physician visits;
physicians’ office visits; diagnostic x-ray and labora-
tory tests; and outpatient prescription drugs.

For each of these services, data are recorded on the
coverage or limitations on coverage imposed by each
plan. A plan may cover a service in full (with no re-
quired employee payment and no limit on the duration
or dollar amount paid for by the plan), not cover a ser-
vice at all, or cover a service subject to limitations,
Limitations can include employee and family deduc-
tibles, maximum duration of coverage (for example,
120 days of hospital room and board coverage), maxi-
mum dollars of coverage, coinsurance rates (the share
of costs paid by the individual), and catastrophic ex-
pense limitations (the point at which the plan begins
paying 100 percent of charges). Exhibit A provides
several examples of how the model compares services,
expenses, and plan provisions and how it determines
employee and plan costs.
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Footnotes to the appendix

! See Employee Benefits in Medium and Large Firms,
1989, Bulletin 2363 (Bureau of Labor Statistics, 1990), p. 51.

? Data on charges for in-hospital physicians® visits were
taken from a survey conducted by Medical Economics. See
Mark Crane, “What your colleagues are charging,” Medical
Economics, Oct. 7, 1991, pp. 124-34.

? See Mutual of Omaha, Current Trends in Health Care
Costs and Utilization, 1991, for cost variations by State.

4 For more information on the sample design of the Em-
ployee Benefits Survey, see the Technical Note to Employee

Benefits in Small Private Esiablishments, 1990, Bulletin 2388
(Bureau of Labor Statistics, 1991).

* The data used are from a sample survey of employee ben-
cfit practices in private industry and State and local govern-
ments. The survey represents 73 million full-time workers. Of
these workers, 83 percent received employer-provided health
care benefits.

¢ Additional health care services included in the Employee
Benefits Survey are home health care, extended care facili-
ties, hospices, mental health care, substance abuse treatment,
dental care, and vision care.

Investing defensively

Many proponents of “alternative” investrnents had hoped unions would use
pensicn funds offensively—to launch a campaign to bypass the market and
replace market rate-of-returns with a new definition of “value”—a strategy that
would take into account the value of creating jobs and stabilizing communities.
It was hoped that union control of pension funds would incorporate social
needs criteria into investment decisions and steer finance capital away from
speculation toward productive investments. Yet, the labor movement primarily
has used pension funds defensively, as a tactic in traditional strategies to gamer ¢
bargaining power and to organize new members. Even when unions bypass
capital markets to fund housing projects, the motivation is the loss of union
construction and not the dire social consequences of housing shortages, al-
though social concems do complement and embolden labor’s tactics.

—Teresa Ghilarducci

Labor’s Capital: The Economics
and Politics of Private Pensions
{Cambridge, Ma, The Mt Press, 1992), p. 115.
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