


CHAPTER 5

Health Care
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Health Care

Access to affordable health care coverage is a critical element of middle-class
security. Affordable, comprehensive coverage improves both health outcomes
and personal financial wellness, and health care is directly linked to workplace
productivity. Quality coverage enables middle-class households to earn income

and expand wealth.!

Moreover, health insurance protects individuals and families from uncertain and
high medical costs, which can lead to medical debt and threaten the economic
security of many middle-class families.” In fact, studies have shown that more
than half of all bankruptcies are related to medical bills.> In 2016, about one-
quarter—or 26 percent—of U.S. adults ages 18 to 64 said that “they or someone
in their household had problems paying or an inability to pay medical bills” in the
past year.* Even among those with employer-sponsored insurance, about 1in S

reported having trouble affording their medical bills over the same period.®

For example, health care costs paid by a family of four with an average employer-
sponsored preferred provider organization, or PPO, plan were $24,671 in 2015—
double what they were in 2005.°¢

How high health care costs squeeze middle-class family budgets

In recent years, health care cost growth has moderated, and the Affordable Care
Act, or ACA, has expanded coverage to an estimated 20 million people.” But
spending is still rising, and for millions of middle-class Americans, health care

costs continue to squeeze their household budgets.

The ACA is not the reason why employees are seeing their health care costs con-
tinue to go up. In fact, the law largely left the employer-based health care system
alone, and many employers report that the ACA has had a negligible effect on
their health care costs.®
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Health care benefits are part of a worker’s total compensation. Employers that
offer health insurance as an employee benefit typically pay the majority of their
employees’ health insurance premiums. Employees pay a portion of the premium,

but that amount can vary significantly across employers.

Due to high health care costs, employers have shifted greater responsibility for
health care costs to their employees over time. Some employers are paying smaller
portions of their employees’ health care premiums; others are shifting expenses to
their employees in the form of higher deductibles, higher copayments, and higher
coinsurance—a practice that began long before the passage of the ACA.” Yet,
employers have been passing on a greater share of health care costs to their work-

ers and have not been compensating them with higher wages.

Not only are total premiums continuing to grow, but the share that employees typ-
ically pay is also increasing. From 2007 to 2014, the average employee premium
contribution increased 3 percent per year compared to an increase in the average

employer premium contribution of 2.3 percent per year over the same period."

Increased employee cost-sharing through higher deductibles, coinsurance, and
copayments has also been a clear trend over the past decade and is projected to
continue in future years. For example, the percent of private-sector employees
who were enrolled in a plan with a deductible increased from 48 percent in
2002 to 84 percent in 2014."" Furthermore, in 2012 and 2013, 77 percent of
companies reported that they planned to increase cost-sharing using deduct-
ibles and copayments.'> Between 2007 and 2014, U.S. employees’ average
out-of-pocket costs increased by an average of 3.1 percent per year. This has also
resulted in an increase in the number of high-deductible plans. In 2015, 19 per-
cent of covered workers were in plans with high deductibles of $2,000 or more
compared with only 3 percent in 2006—and employers plan to increase the use

of these plans even further."

High deductibles target first-dollar expenditures, meaning that patients who have
chronic conditions, require prescription drugs, or have other reasons for needing
more care are responsible for significant out-of-pocket expenses in the early part

of the benefit year or at the onset of treatment for an illness. Young children tend
to use more primary care than other patients, so families with young children are

also particularly affected by high deductibles and other cost-sharing.'*
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FIGURE 5.1
Change since 2007 in employees' and employers' health care costs
per enrolled employee, in 2014 dollars
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Sources: Authors' calculations based on Health Care Cost Institute, "Out-of-Pocket Spending Trends (2013)" (2014), available at
http://www.healthcostinstitute.org/files/IB%209%2010-28-14.pdf; Health Care Cost Institute, "2014 Health Care Cost and Utilization
Report" (2015), available at http://www.healthcostinstitute.org/files/2014%20HCCUR%2010.29.15.pdf; personal communication from
Amanda Frost, senior researcher, Health Care Cost Institute, Washington, D.C, October 28, 2014; Agency for Healthcare Research and
Quality, "Medical Expenditures Panel Survey: Insurance/Employer Component," available at http://meps.ahrq.gov/mepsweb/survey_-
comp/Insurancejsp (last accessed March 2016).

FIGURE 5.2
Health care costs for employees with employer-sponsored insurance,
in 2014 dollars
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Sources: Authors' calculations based on Health Care Cost Institute, "Out-of-Pocket Spending Trends (2013)" (2014), available at
http://www.healthcostinstitute.org/files/IB%209%2010-28-14.pdf; Health Care Cost Institute, "2014 Health Care Cost and Utilization
Report" (2015), available at http://www.healthcostinstitute.org/files/2014%20HCCUR%2010.29.15.pdf; personal communication from
Amanda Frost, senior researcher, Health Care Cost Institute, Washington, D.C,, October 28, 2014; Agency for Healthcare Research and
Quality, "Medical Expenditures Panel Survey: Insurance/Employer Component,” available at http://meps.ahrg.gov/mepsweb/survey_-
comp/Insurance.jsp (last accessed March 2016).
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When combined, these trends meant that employees’ per capita costs—premiums
plus average out-of-pocket costs—grew 22 percent between 2007 and 2014 com-
pared to 17 percent growth in employer’s costs per enrolled employee. In 2014, an
average employee with employer-sponsored health insurance was responsible for
more than $3,300 in health care costs."

Spending on prescription drugs has also increased in the past few years.'* Not
surprisingly, prescription drug costs are contributing to higher health care costs
for middle-class families. For a typical family of four, drug spending accounted for
15.9 percent of total health care spending in 2015."” The cost of prescription drugs
is also growing significantly: Between 2014 and 2015, it grew by 13.6 percent,
compared with average growth of 6.8 percent over the previous five years.'® For
instance, the price of one commonly prescribed arthritis drug increased more than

126 percent over the past five years."

FIGURE 5.3
Annual increase in prescription drug costs

2009-2014 6.8%
2014-2015 13.6%

Source: Milliman, "2015 Milliman Medical Index" (2015), available at http://www.milliman.com/uploadedFiles/insight/Periodicals/
mmi/2015-MMI.pdf.

Americans have taken note of these rising costs. According to a recent poll from
the Kaiser Family Foundation, 72 percent of Americans said prescription drug
prices are unreasonable, while 74 percent said pharmaceutical companies “put
profits before people.””® Meanwhile, drug companies had average net profits of
almost 20 percent in 2012—twice the 9 percent average profit margin of the S&P
500 companies.*' And 9 of the 10 largest pharmaceutical companies spend more

on marketing than on research and development.”

Patients often have to choose between spending large amounts of money on
their medications, changing medications, or forgoing them entirely. Cost-
sharing requirements can discourage patients from purchasing costly medica-

tions, which can negatively affect their health and increase long-term costs.* In
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one particularly egregious example, a social worker in Arkansas reported that
she was unable to afford the coinsurance for medication to treat her lupus, even
though she is employed and has health insurance. Her medication is so expen-
sive that she would have to pay $450 at least once a month for the drug—on top
of her $770 monthly insurance premium.>* But it is not just the patients who
need these products who pay these costs. Rising drug costs also increase premi-

ums, deductibles, and cost-sharing for all consumers.>
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Policy recommendations

The ACA made monumental steps toward protecting all Americans from the risk
of high health care costs through features that include coverage expansion, health
insurance subsidies, requiring that insurers cover all pre-existing conditions, and
free preventive care. Policymakers should now build on these fundamental protec-

tions to make care more affordable.

For example, out-of-pocket costs are still too high for many Americans. Even
though the ACA put limits on out-of-pocket spending—$6,850 for an individual
and $13,700 for a family in 2016—these totals still strain most middle-class bud-
gets.” This means, as discussed above, that people who require prescription drugs
for chronic conditions may end up paying thousands of dollars per year because of
sky-high and rising drug prices.

Yet more needs to be done. The Center for American Progress has previously
outlined several policies to lower health care costs for middle-class families.”
These reforms, designed to lower the growth rate of health care costs and bend

the cost curve, include:

* Accelerating the use of alternative payment models, especially bundled pay-
ments, to transition from paying for the quantity of care toward paying for the

quality of care;

* Leveraging the new insurance marketplaces—through active purchasing, requir-
ing insurers to offer tiered insurance plans, and standardizing and publicizing
cost and quality measures—to further lower costs and improve the quality of

available plans;

* Increasing price transparency to enable consumers to choose high-quality,

lower-cost providers and services;

* Reforming restrictive state scope-of-practice laws to maximize the use of non-

physician providers and allow them to practice to the full extent of their training.
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Policymakers have made progress on the first recommendation. In early 2015,
the U.S. Department of Health and Human Services made its first public
commitment to making a certain percentage of Medicare payments through
alternative payment models—S50 percent by the end of 2018.%* The Center for
Medicare and Medicaid Innovation is also testing several different types of alter-
native payment and service delivery models—including a mandatory bundled
payment model for hip and knee replacements—in an effort to lower health
care costs and improve quality. Policymakers should continue these efforts and

adopt CAP’s other past proposals as well.

Because lowering overall health care costs is only the first step toward easing
health care expenses for middle-class families, further reform efforts should focus
on decreasing cost shifting to employees and ensuring that employers pass along
savings in the form of lower premiums or reduced cost-sharing.?” Policymakers
should also focus on drug prices because they are rising at a fast enough rate that

they are affecting the overall rate of growth of health care costs.*

Address cost shifting with increased transparency
and shared savings

Increase transparency on annual costs for employees and employers

The average employee’s health care costs continue to grow at a faster rate than
employers’ costs. There is also an information gap between employees and
employers. Employees know when their own costs are going up because they can
feel it in their paychecks, but it is much harder for them to know if and why their
employers’ costs are also increasing. Greater transparency about the health care
costs of employees and employers can illuminate and discourage cost shifting; it

would also allow employees to better understand their costs.

For these reasons, policymakers should require employers to provide their
employees with this information each year during the open enrollment period
through a notice that describes any changes in the distribution of premium contri-
butions. The notice would also provide information about changes to the actuarial
value of each employee’s insurance plan—a calculation that determines the value
of a specific plan and can be used to compare different health care benefit designs

and their relative generosity.*'
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The notice should outline how much the employer expects to pay, on average,

for health care benefits per employee over the next year, as well as how much

the employer expects the employee will spend on health care benefits. The same
information for the previous year should be provided so that employees can easily
compare how the distribution of costs may have changed. This greater transpar-
ency would discourage employers from cost shifting to their employees and

provide employees with helpful information on their health care costs.

In more dramatic cases of cost shifting, more aggressive reforms are needed to
protect consumers. Policymakers should require large employers, as defined by
the ACA, to share savings with employees in the most egregious cases of cost
shifting. These cases would be limited to situations in which an employer’s average
health care costs per enrollee were lower and the average enrolled employee’s costs
were higher than the state’s trend in average health care costs per enrollee in other
large employer plans. In these situations, the employer would have to share half

of its savings on health care costs beyond the state’s trend. Some employers may
significantly change their benefit designs—by transitioning employees to high-
deductible plans, for example—but not compensate employees in any way for the

risk of higher out-of-pocket costs.

A buffer zone should also be built in so that the rebates would apply only in the
most egregious situations: those in which the average costs for employers are at
least 1 percentage point lower and the average costs for employees are at least 1
percentage point higher than the state’s trend. This rebate structure would still
allow employers to experiment with methods to control health care costs and

retain savings but would ensure that employees share in any savings.

Reduce cost-sharing for primary care visits

New legislation should require that all health care plans include three free pri-
mary care visits for each enrollee each year. This added benefit will make health
care more affordable for all consumers, but it will likely be particularly helpful for
middle-class families with young children, who are more likely to need additional
primary care services. This proposal builds on the ACA’s requirement that health

plans provide a range of preventive services to enrollees with no cost-sharing.
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Combat excessive drug prices

In addition to reduced cost-sharing, consumers need greater protection from
excessively high drug prices. High prices may be appropriate for certain truly
innovative, lifesaving drugs, but policymakers must adopt reforms that pay for
these drugs without shifting too much of the burden onto individuals. Successful
reforms must lower overall drug costs instead of simply changing who pays them.
For example, limiting cost-sharing amounts without also adopting reforms to
lower the overall cost of prescription drugs just masks the larger issue by shifting
costs from patients with high-cost prescriptions to employers and insurers, who

will in turn restructure benefits or raise premiums to account for added costs.

Categorize new drugs by their comparative effectiveness
and develop payment recommendations

All new drugs should be categorized by their comparative effectiveness.
Comparative effectiveness research, or CER, compares new treatments with exist-
ing options and provides evidence on the effectiveness, benefits, and harms of
different options in order to inform health care decisions.* The secretary of health
and human services should designate research-based independent organizations
to serve as clearinghouses for all CER data and to conduct additional CER for new
drugs. These CER data should then be used to categorize each new drug in terms
of whether it provides no added benefit, minor added benefit, or significant added
benefit compared with existing drugs. Added benefits should include measures
such as improved health status, shortened disease duration, extended life expec-

tancy, reduced side effects, and improved quality of life.

Each independent organization should then develop voluntary payment ranges
for new drugs based on these findings. Drugs with zero added benefit, for
example, would have a recommended price of no greater than the price of exist-
ing drugs used to treat the same disease or condition. These payment ranges can
inform price negotiations between insurance or government payers and drug
companies and make sure that payers—and, ultimately, patients—are getting a

value-based price for the drug.
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Require drug companies to justify prices outside
of the recommended payment range

Policymakers should incentivize drug companies to charge reasonable prices. If a
negotiation between a drug company and a payer were to result in a price that fell
outside of the recommended range, the drug company would need to submit the
final price along with a detailed justification for its decision to independent organiza-
tions, which would then publicly post the information. If the drug company insisted
on a price that was 20 percent higher than the highest price recommended by one

of the organizations, then the payer could require arbitration. The U.S. Government

Accountability Office would present a list of approved arbitrators to the parties.

Require drug companies to invest more in research and development

The ACA’s medical loss ratio policy requires insurers to spend most of their rev-
enue from premiums on medical expenses for consumers. To ensure that public
support for pharmaceutical research and development is a sound investment of
taxpayer dollars that leverages additional research spending by drug companies,
drug companies should invest a minimum percentage of their annual revenue in
research and development. If a company does not meet the minimum investment
over a five-year period, the company should be required to refund a portion of the
revenue derived from public programs, up to the shortfall amount. The refund
would be dedicated to a new Research Incentive Fund to support the National
Institutes of Health.

Lower out-of-pocket prescription drug costs for individuals

Lowering overall spending for prescription drugs will do little to improve the
health or financial well-being of patients if payers continue to pass costs on to con-
sumers through higher cost-sharing amounts. For this reason, a number of states
have passed legislation to limit out-of-pocket spending on prescription drugs. The
ACA out-of-pocket limits still apply, but these state laws further cap spending on

prescription drugs within those total amounts.
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California law;, for example, limits cost-sharing for prescription drugs in two ways.
First, it mandates that all health insurance plans include a separate $250 deduct-
ible for pharmacy benefits.** Second, consumer cost-sharing for drugs is then gen-
erally limited to $250 per month after the consumer reaches the deductible limit.**
Together, these limits cap cost-sharing for drugs at $3,250 per year, giving patients
with chronic conditions greater predictability about their health care expenses and
protection from extraordinarily high cost-sharing at the beginning of the year or

when they first need treatment.”

Policymakers should adopt similar requirements at the federal level to protect all
consumers. First, the secretary of health and human services should adopt similar
requirements for silver-level plans in all exchanges. Second, Congress should
extend these limits to individuals with employer-sponsored insurance. This yearly
limit is higher than the current average out-of-pocket maximum for prescrip-

tion drugs for individuals covered by employer-sponsored plans. However, it will
provide important financial protections for employees with high prescription drug

costs whose expenses far exceed those of average employees.*
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