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Executive Summary
Blue Shield of California recently released a proposal to extend health insurance to virtually all residents of
California. An earlier analysis was completed that examined the cost of the proposal to the state, employers
and households. This paper conducts a similar analysis, but estimates the costs and increase in insured
individuals assuming the proposal were implemented nationally.

The proposal would mandate that employers offer coverage providing specified essential benefits and pay
75% of the premium. Small employers would be given the option of paying a 7% payroll assessment instead
of providing coverage.

Workers and non-working individuals would also be required to acquire insurance at least as generous as the
essential benefits package. Their contributions toward coverage would be means-tested on a sliding scale
based on family income. Finally, the proposal seeks to enroll all children and adults currently eligible for
Medicaid or the State Children’s Insurance Program (SCHIP).

We find that the net cost to the federal government of providing coverage to virtually all the uninsured in the
United States under this proposal is approximately $75 billion, based on 2003 estimated costs. The proposal
would result in a modest initial increase in total national health care spending—less than 5 percent—and may
result in lower spending over time. Employers and workers who purchase insurance today would, in many
cases, pay less for coverage under the proposal. Employers currently providing insurance would pay at least
$27.9 billion less. Overall, nearly 40 million currently uninsured people would eventually be covered.
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Overview
In December of 2002, Blue Shield of California released a proposal for universal health insurance for
Californians. This paper presents estimates of the changes in healthcare spending, and projected number of
uninsured covered if the proposal were implemented nationally. The basic aspects of the proposal are:
Universal coverage. Coverage would be provided to virtually all, regardless of employment, health
status or ability to pay.
Universal responsibility. Employers, individuals, and government would all be required to pay their
fair share toward the cost of coverage.
Guaranteed issue. Insurers would be required to provide coverage regardless of health status or preexisting conditions.
Public-private partnership. Existing employer-sponsored coverage and public programs would be
bolstered.
Essential benefits package. A comprehensive package of health insurance benefits would be
mandated.
The estimates presented below assume the plan is fully implemented in 2003. The analysis proceeds as
follows: Section 2 presents more detail on the proposal. Section 3 presents the data and methods used to
analyze changes in health care spending associated with the proposal. Section 4 presents an estimate of the
impact of the plan on national health care spending, as well as its impact on employers, households and
government.

2.1 Coverage and Payments Under the Blue Shield of California Proposal
The Blue Shield of California proposal would expand health insurance coverage to all Americans by requiring
that employers, employees, and individuals contribute to the cost of health insurance. The provisions of the
plan upon which this analysis is based are as follows:
Employers with 100 or fewer workers would either provide an essential health insurance package
(paying at least 75% of the premium) or contribute 7 percent of their payroll. The analysis assumes
that all employers who would incur less expense by paying the payroll assessment would choose that
option.
Employers with more than 100 employees would provide coverage at least as generous as the
essential benefits package and contribute 75% of the premium.
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All children and adults currently eligible for Medicaid or the State Children’s Health Insurance
1
Program (SCHIP) would be enrolled.
Worker contributions would be means-tested. All workers with incomes below 100% of poverty—
regardless of their current insurance status (i.e. both insured and currently uninsured) would have
their share of the essential benefits package (the 25% share) fully subsidized by the federal
government. Subsidies would be provided on a sliding scale to those with incomes between 100%
and 250% of poverty.
Individuals not employed would be required to obtain the essential benefits package, and their
contributions would also be means-tested. Those with incomes at or below poverty level would have
their premiums completely subsidized. Subsidies would be provided to those with incomes above
poverty level on a sliding scale basis, fully phasing out when the premium amounts to less than 10%
of after-tax income.
2.2 Essential Benefits Package
An essential benefits package, developed in cooperation with independent medical professionals, would
specify the minimum level of coverage, which would include preventive care, physician services, hospital care
and prescription drugs. In general, the essential benefits package is closer to a comprehensive package than
a minimum. The critical values used to develop the package by the independent medical professionals
include clinical efficacy, equal access to care for all beneficiaries and the promotion of evidence-based care.
For purposes of this analysis, it is assumed to have the following cost-sharing features:
1. For the HMO option:
No deductible and modest in-patient and out-patient co-payments
Three-tiered prescription drug benefit with a broad formulary
Assumption of some degree of medical management within the plan network
2. For the PPO option:
Covers 80% of costs in-network and 50% of costs out-of-network
A $1000 deductible, emergency room and physician office visit co-payments, and a $4000 out of
pocket cap on spending
Three-tiered drug benefit with a broad formulary
The national average single premium associated with these plans is approximately $2900 for the HMO and
$3,000 for the PPO benefit.
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The estimate assumes that the federal government would pay all of the additional costs associated with
enrolling all those who are currently eligible but uninsured. A state maintenance of effort agreement to
maintain funding for those currently enrolled would be included, as well.
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3.1 Data and Methods
The estimates of the costs associated with the Blue Shield of California proposal rely on several sources of
data:
Current Population Survey (CPS) collected by the Census Bureau. The CPS surveys 64,000
households nationally. Using these data, we assigned individuals within each household into a
separate health insurance unit (HIU). A HIU represents a collection of individuals that would be
covered under a private health insurance policy today. We create a separate module to identify adults
and children eligible for Medicaid or SCHIP today using standard filing units used by Medicaid, and
include state-based income disregards for determining eligibility for the program.
Medical Expenditure Panel Survey. (MEPS). The MEPS provides detailed data on health care
spending from all sources nationally. We merge the MEPS data and the CPS to create spending by
households. We have controlled the overall spending totals (particularly for our analysis for employer,
employee and household private insurance premium spending) to the 2003 projections for personal
health care developed by the Centers for Medicare and Medicaid Services (CMS). For 2003, this
amounted to approximately $515 billion.
Centers for Medicare and Medicaid Services (CMS). We use data for 2003 from their National
Health Accounts tabulations for establishing base year spending totals for personal health care
spending, and for private health insurance expenditures. From these baseline totals, we calculate the
change in national health care spending, changes in employer spending and government spending
associated with the proposal. A description of the data, and their definitions, may be found at
http://cms.hhs.gov/statistics/nhe/default.asp.

Using the CMS estimates, projected spending on personal health care for 2003 is nearly $1.4 trillion (Table
1). Using data from the MEPS, we distribute MEPS-reported spending for 2000 (trended to 2003) across
workers in the CPS with employer-sponsored and individual insurance. These distributions are also reported
in Table 1.
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Table 1. Personal Health Care Spending in the US, By Source of Funds (Billions of Dollars)
Category of Spending

Spending in
Billions

Total Personal Health Care

$1,423.8

Out of pocket spending*

$ 231.3

Private Health Insurance Spending

$ 515.6

-Employer Spending in Firms Over 100 Workers

$ 263.8

-Employee Spending in Firms Over 100 Workers

$ 63.7

-Employer Spending in Firms with Less than 100 Workers

$ 117.9

-Employee Spending in Firms with Less than 100 Workers

$ 33.0

-Individual Policies

$ 37.2

Other Private Spending**

$ 61.8

Total Public Spending

$ 615.1

* Out-of-pocket spending consists of direct healthcare expenditures by individuals on items such as medical
bills and insurance co-payments.
** Includes philanthropic giving and revenues received by some health care providers from such non-health
activities as the operation of cafeterias, gift shops and educational programs.
*** Public spending consists of all healthcare expenditures by federal, state and local governments.
SOURCE: Centers for Medicare and Medicaid Services
4.1 Results
Since the plan mandates that individuals and employers buy coverage and also provides for enrollment in
Medicaid or SCHIP of all who are program-eligible but currently uninsured, virtually all uninsured Americans
would receive health insurance. Under these assumptions, more than 40 million of the 41 million uninsured
would receive health insurance under the BSC plan. The impacts of the proposal on health care spending are
reported below.
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Table 2. Changes in Personal Health Care Spending Under the BSC Plan, 2003 (Billions of Dollars)
Spending Category

Spending
With the
Plan
$1,493.7

Change in
Spending

Personal Health Care Total

Spending
Without the
Plan
$1,423.8

Employers
Offering Insurance Today
Not Offering Insurance Today

$381.7
$381.7
$ 0

$394.3
$353.8
$ 40.5

$12.6
<$27.9>
$40.5

Employees*
In Firms Offering Insurance Today
In Firms Not Offering Insurance Today

$96.7
$96.7
$0

$92.1
$81.0
$11.1

<$4.6>
<$15.7>
$11.1

Non-Workers
Currently Insured
Currently Uninsured

$37.2
$37.2
$0

$43.8
$37.0
$ 6.8

$6.6
<$0.2>
$6.8

Out-of-pocket Spending

$231.3

$211.3

<$20>

Other Private Spending

$61.8

$61.8

$0

Public Spending
Subsidies
Uncompensated Care

$615.1
0
$32

$690.4
$ 94.3
$13

$75.3
$94.3
<$19>

$69.9

* Includes wage and salary workers and the self-employed.
When fully implemented, the plan would increase national spending on personal health care by $69.9 billion,
or approximately 5 percent, from $1.423 trillion to $1.494 trillion.

4.2 Employers
While under the proposal some employers would have to upgrade the coverage they offer, overall spending
by employers that provide health benefits today would decline by $27.9 billion. These savings would result
principally from giving small employers a choice between paying 75% of the premium or a 7% payroll
assessment. For many such employers, the 7% of payroll contribution would be substantially less than what
they are paying today in premiums for similar health benefits. If the employer were providing more generous
benefits than the essential benefits package, we assume they would retain their existing level of coverage.

Another source of savings for employers would be the reduction in uncompensated care currently financed by
the private sector and government. To be conservative, we estimate that only about $29 billion of the current
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$42 billion in uncompensated care would be eliminated. Of this $29 billion, $10 billion would be saved by
buyers of private insurance, including employers.

Spending by employers that do not currently provide health benefits would increase by $40.5 billion.

4.3 Employees
Spending by employees and the self-employed who are currently insured would decrease by a total of $15.7
billion. This reduction in spending would result from subsidies for workers (on their 25% share of the premium
for the essential benefits package) in families below 250% of poverty and from the reduction in
uncompensated care.

Spending among employees who are currently uninsured would increase by $11.1 billion.

4.4 Non-Workers
Those not working would also be required to purchase health insurance. Spending among those who
currently have individual policies would decline a modest amount, approximately $200 million. This figure
reflects some higher costs associated with benefit upgrades and savings from lower uncompensated care
spending. Uninsured non-workers would contribute toward the cost of insurance based on their annual
income. They would pay the full cost of the policy when their after-tax income (for a single person) totals
$30,000 per year (i.e., when earnings are high enough that premiums would account for no more than 10% of
net income). Based on this contribution schedule, uninsured non-workers would contribute $6.8 billion toward
the cost of their health insurance premiums.

4.5 Out-of-Pocket Spending
As a result of health insurance coverage expansion, out-of-pocket spending would decline by $20 billion
under the proposal. While most of the savings would come from reductions in out-of-pocket spending by the
previously uninsured, some of it would come from reduced expenditures by currently insured people who
receive more generous coverage under the proposal.
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4.6 Public Spending
Spending by the federal government would increase by $94.3 billion to cover the additional funding for
Medicaid and SCHIP and the costs of subsidies for employers, workers, and other individuals. However, the
reduction in uncompensated care associated with the plan could generate a $19 billion reduction in public
2

subsidies that currently subsidize such care, reducing the net federal expense to $75.3 Billion. A detailed
breakdown of these federal expenditures is provided in Table 3.

Approximately 64 percent—more than $60 billion (in gross spending before offsets) in federal support—would
finance health care spending for the currently uninsured. The remaining 36 percent—more than $34 billion in
federal support—would reduce the cost of health insurance for small employers (nearly $28 billion) currently
offering coverage and for currently insured low-income workers.

2

This is likely conservative. This assumes that the federal, state and local governments would continue to
contribute about $13 billion per year to fund safety net operations, even after all the uninsured are covered.
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Table 3. Distribution of Federal Subsidies Under the Blue Shield of California Proposal, 2003 (Billions)
Use of Federal Subsidy

Billions of Dollars

Uninsured Workers in Firms Under 100
--Employer Subsidy
--Employee Subsidy

$19.5
$ 5.7

Uninsured Workers in Firms Over 100
--Employee Subsidy

$ 3.3

Insured Workers in Firms Under 100
--Employer Subsidy
--Employee Subsidy

$27.5
$ 2.4

Insured Workers in Firms Over 100
--Employee Subsidy

$ 4.2

Nonworkers

$21.0

Medicaid and SCHIP Enrollment

$10.7

TOTAL ALL SUBSIDIES

$94.3

Public Uncompensated Care Savings

<$19.0>

NET FEDERAL COSTS

$75.3

