
An analysis of the perfor-
mance of Pennsylvania’s
HealthChoices Medicaid

managed care program indicates the
plan “is a
h i g h l y
successful
p r o g r a m
that appears to be working remark-
ably well for all stakeholders and to
be delivering on all fronts.” 

The analysis was conducted by
The Lewin Group at the request of
the Pennsylvania Coalition of
Medical Assistance Managed Care
Organizations, which represents
the plans that contract with the

state to provide services under
HealthChoices. 

The results are important for
many states that are searching for
the most efficient and effective way
to provide health care services to
Medicaid beneficiaries, especially
those looking at managed fee-for-
service programs.

In its research, Lewin met with
each of the seven managed care
organizations participating in
HealthChoices, interviewed advo-
cates for their perspective on the
program, and spoke with staff from

In their most specific and com-
prehensive recommendations
yet, the nation’s governors have

laid out a vision of health care poli-
cies that would reform Medicaid,
enhance quality and reduce costs in
the overall health system, strengthen
employer-based and other forms of
private health care coverage, slow
growth of Medicaid long-term care,
and address state contributions to
the Medicare drug benefit.

The governors said they were
looking beyond the confines of
Medicaid because that program is
linked inextricably to the rest of the
nation’s health care system and its

payers. “Consequently, the scope of
our paper is wider than the existing
Medicaid program as it focuses
both on populations that may
become Medicaid eligible as well as
some underlying cost drivers in the
overall health care system,” Mark
Warner, governor of Virginia and
National Governors Association
(NGA) chairman, and Mike
Huckabee, governor of Arkansas
and NGA vice chairman, told
House and Senate committee hear-
ings in June.

Matt Salo, NGA Health and
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Human Services Committee direc-
tor, tells State Health Watch the asso-
ciation decided to move in a new
direction because “this is the time
when there is a perfect confluence of
events — we have the ability to get a
bipartisan consensus among the
governors and both sides in
Congress are interested in what we
have to say. All of this is driven by
fiscal problems at both the federal
and state levels.”

The governors said their position
paper was developed by 11 gover-
nors on a Medicaid Working
Group with input from most other
governors and their state Medicaid
directors. 

In another break with past prac-
tice, they characterized their rec-
ommendations as “preliminary,”
noting that the working group
would continue to meet over the
next year to complete its work and
provide Congress and the adminis-
tration with policy clarifications
and further recommendations. 

Mr. Salo says the decision to keep
the Working Group active is a
recognition of an obvious point —
that Medicaid reform is hard. 

“We recognize it isn’t possible to
put something on the table without
igniting controversy with some
stakeholders,” he says. 

“We can’t tell Congress to fix it
and then walk away. Keeping the
working group on the job is all
about follow-through and getting
things done,” Mr. Salo adds.

While the governors have
declined to participate in the
administration’s Medicaid commis-
sion, they said they intended to
work with that body and also have
volunteered the NGA Center for
Best Practices to assist Mike
Leavitt, Health and Human

Services secretary, with the com-
mission’s work.

Mr. Salo points out that the gov-
ernors want to be sure there is state
representation on the commission,
but believe it wouldn’t make sense
for them to be voting members of
the group at the same time they are
developing their own proposals. 

“We’ll be putting our recommen-
dations in front of the commission
and see what they think,” he adds.

Medicaid’s 3 major problems
According to the governors,

there are three major problems
affecting Medicaid. First, they said,
Medicaid increasingly serves popu-
lations with very serious and
expensive health care needs, includ-
ing low-income frail seniors, people
with HIV/AIDS, ventilator-depen-
dent children, and other individu-
als with serious mental and physical
disabilities. Although these popula-
tions represent only 25% of the
total Medicaid caseload, they
account for more than 70% of the
program’s budget. 

The second factor affecting
Medicaid is a 40% caseload increase
in the last five years. The governors
said that while much of the growth
has been in the relatively low-cost
populations of women, children,
and families, an influx of 15 million
beneficiaries over five years still has
presented a significant challenge to
states.

Because Medicaid is the primary
safety net, unless something is
done, the caseload will continue to
grow in the high single-digit rate
and perhaps even higher over the
next 20 years as increasing costs
shift individuals from private cover-
age to Medicaid or to the ranks of
the uninsured, they said.

The third problem is that the
consumer price index for health
care has been increasing at a rate
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two to three times the average price
index. “It is the combination of
caseload growth and health infla-
tion that makes Medicaid unsus-
tainable in the short-run, let alone
the long-run,” Mr. Warner and Mr.
Huckabee told Congress.

According to the NGA report,
six themes underlie the reform 
recommendations:
1. There are incentives and penalties

for individuals to take more
responsibility for their own
health care. 

2. Moving to a more flexible benefit
package for nonelderly, nondis-
abled Medicaid beneficiaries, as
well as for individuals gaining
access through an individual
health care tax credit, will reduce
total costs and increase access. 

3. Creation of state purchasing
pools should strengthen the abil-
ity of small purchasers to gain
more competitive rates in the
health care marketplace. 

4. Technology and other state inno-
vations are focused on reducing
the long-run costs. 

5. There are a number of policies
designed to reduce reliance on
Medicaid coverage. 

6. The paper has a number of short-
run policy changes as well as
long-run structural changes that
are intended to improve the U.S.
health care system.

Medicaid’s 3 major functions
The NGA identified three major

functions fulfilled by Medicaid: 
• providing comprehensive pri-

mary, and acute care coverage 
for all who are eligible for the
program; 

• providing long-term care services
for beneficiaries who qualify; 

• financing services for people with
chronic and disabling conditions
such as HIV/AIDS, severe mental
illness, and mental retardation/
developmental disability. 

In addition, Medicaid is a source
of funding for uncompensated care
in hospitals and is a supplement to
Medicare for low-income beneficia-
ries for whom it pays cost-sharing
and wraps around for various ser-
vices in addition to long-term care.

“All of these roles could be
improved upon by a greater focus
on wellness and health promotion as
opposed to simply sick care treat-
ment,” the report said. “These goals
can be achieved by relying more
heavily on care management and
coordination.”

The governors said that for low-
income relatively healthy people
who rely on Medicaid as a health
insurance product, the program
should be transformed into a more
mainstreamed SCHIP-type program
that could be coordinated with state
and federal tax credits.

For individuals with disabilities
who have to rely on Medicaid,
reforms should encourage more
consumer choice and benefit pack-
ages that improve the quality of
their care where possible, but not
jeopardize their stability of care. 

And a new national dialog is
needed to confront the issues of an
aging population and potential
funding sources for end-of-life care,
the NGA said.

Short-term fixes sought
Short-run flexibility in Medi-

caid sought by the governors
include the following:
1. Changes to the prescription 

drug benefit to reduce costs to
states.

2. Changes to asset policy to pre-
vent people from sheltering
assets that could be used to pay
for health care and to encourage
reverse mortgages as a source of
funds for health care costs.

3. Making Medicaid more like
SCHIP with state flexibility to
establish any form of premium,

deductible, or copay for all pop-
ulations and all services.

4. Giving states the ability to offer a
different level of benefits to dif-
ferent populations, again using
SCHIP as a model.

5. Comprehensive waiver reforms to
increase the ease with which
states get current waivers, expand
the ability to seek new types of
changes, and change the federal
statute to eliminate the need for
many waivers altogether.

6. Congressional and HHS authori-
zation for states to make basic
operating decisions about optional
Medicaid categories.

7. Revisions to the Medicaid part-
nership with U.S. common-
wealths and territories that has
become so unbalanced that some
jurisdictions are financing more
than 80% of their Medicaid costs
and many expansions, such as
transitional medical assistance,
are not available. 
Mr. Salo says that so far the

most bipartisan interest has been
shown in making some changes to
the prescription drug benefit. And,
he says, Democrat members of
Congress have let it be known that
cost-sharing proposals are not up
for discussion.

Broader changes
In the overall health care system,

the governors want Congress to
establish a National Healthcare
Innovation Program to support
implementation of 10 to 15 state-
led large-scale demonstrations in
health care reform over a three-to-
five year period. A core objective of
the demonstrations would be use of
information technology to control
costs and increase quality.

Employer-based and other
forms of private health insurance
coverage would be strengthened by
individual health care tax credits,
new employer tax credits for small
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businesses, and a catastrophic
care/reinsurance model to address
unsustainable legacy costs.

The governors recommended
slowing the growth of Medicaid
long-term care through tax credits
and deductions for long-term care
insurance, partnerships between
Medicaid and the long-term care
insurance industry, improving access
to home- and community-based
care, and improving chronic care
management.

As debate on the governors’ rec-
ommendations began in Congress,
House Democrats attempted to
stake out the high ground, charging
Republicans with an “immoral”
attempt to fund tax cuts for the rich
through actions that would increase
the suffering of the most vulnerable
Americans.

Seeking bipartisan support
However, the Commonwealth

Fund reported that the House
Democrats’ arguments might have
been weakened by statements by
NGA chairman Mark Warner, also a
Democrat, that Medicaid in its cur-
rent form is unsustainable no matter
what Republican budget priorities
are.

Arkansas Republican Gov. Mike
Huckabee said Medicaid is out-
dated, calling it a “45-rpm program
in an MP3 world.” Huckabee told a
congressional committee that
Democrat and Republican gover-
nors alike were united in their con-
viction that Medicaid can no longer
continue in its current form. 

Rep. John Dingell, ranking
Democrat on the House Energy and
Commerce Committee, criticized
proposals to have Medicaid recipi-
ents pay more out of pocket for
health care, saying they would prob-
ably lead to “no services for many.”
And he also was troubled by an
NGA request he said would take
services away from children. 

In the end, Mr. Dingell warned,
“the nation will pay the social costs”
of such treatment of children.

“I simply don’t think Medicaid is
in need of reform,” said Rep. Bobby
Rush (D-IL). He said that in the
current Congress, “reform” always
seems to be reserved for programs
that aid the poor and vulnerable.

“We sit here with salaries of more
than $150,000 a year, we have
health care subsidized by the
American taxpayer, and we are tak-
ing health care from the most vul-
nerable among us,” complained
Rep. Ted Strickland (D-OH).

States trying to avoid ruin
Republicans countered that doing

nothing with Medicaid is not an
option. “Some will say that any
change to the system they love will
hurt the poor,” said Energy and
Commerce Committee chairman
Joe Barton (R-TX). 

“The critics conveniently ignore
the fact that the system is already
changing as states try to avoid ruin,”
Mr. Barton explained.

He pointed out that between
2002 and 2005, all states reduced
provider rates and implemented
drug cost controls, 38 states reduced
eligibility, and 34 states reduced
benefits. 

“We must do something because
doing nothing hurts Medicaid
patients every day,” Mr. Barton
declared. 

“I want to save Medicaid. If we
cannot make Medicaid more
affordable to states and the federal
government, we will have put the
beneficiaries who depend on the
program at grave risk,” he added.

Mr. Warner told the committee
that Medicaid must be dealt with
now or “it’s going to get exponen-
tially worse over the next decade.”
He also said he found it frustrating
that critics say the changes would
harm people in need. 

Mr. Warner noted that he ran
into some criticism from Democrats
on the committee. 

Rep. Sherrod Brown (D-OH)
asked Mr. Warner how he can sup-
port recipient cost-sharing as part
of the NGA proposal when he had
dropped a plan to charge premiums
in Virginia’s SCHIP program. And
Rep. Henry Waxman (D-CA) said
Mr. Warner was timid in present-
ing NGA’s proposal, complaining
about the absence of a plan to
increase federal matching payments
to states as a way out of the
Medicaid fiscal crisis.

At a Senate Finance Committee
hearing, Sen. Blanche Lincoln (D-
AR) said charging low-income peo-
ple more for their medical care
could mean they don’t get the care
they need. But Mr. Huckabee
replied that the lowest income fami-
lies would not have to pay more
than 5% of their income on health
care.

Sen. Max Baucus (D-MT) said
he feared that benefits for manda-
tory populations might be jeopar-
dized by the NGA proposals, but
Mr. Huckabee assured him that
would not be the case.

The governors were asked by
Sens. John Kerry (D-MA) and John
Rockefeller (D-WV) to back a
Democrat request to roll back tax
cuts for Americans earning more
than $300,000 a year. 

Mr. Kerry said such a move
would yield enough money to pro-
vide health care coverage for chil-
dren who don’t have it and also
return $6 billion to states.

But Mr. Warner replied that Mr.
Kerry’s plan was “nice” but would
do little to respond to rising costs of
long-term care.

[For the NGA report and recom-
mendations, go to www.nga.org.
Contact Mr. Salo at (202) 624-
5336.]  ■



the Pennsylvania Department of
Public Welfare.

The report focuses on four areas
that contribute to a program’s value
— cost effectiveness, impact on
access to health care services, quality
of services provided, and approach
to serving individuals with special
needs.

Coalition executive director
Michael Rosenstein tells State Health
Watch the plans have been confident
they were doing good work but real-
ized their efforts may have been
unrecognized and underappreciated.
“We needed to validate the work
they have been doing through an
independent comparison with the
fee-for-service Medicaid program,”
he adds. “We wanted to see if a capi-
tated system could live up to the
goals and desires for which it was
developed. The study validated what
we expected to see and hoped to
see.”

HealthChoices, Pennsylvania’s
mandatory capitated managed care
program for Medicaid recipients,
was implemented on a zoned phase-
in schedule beginning in 1997. It is
mandatory in three areas of the
state, including Philadelphia and
Pittsburgh and their surrounding
counties, and also in the heavily
populated Lehigh Valley/Capital
area. In the remaining counties,
recipients receive services through a
fee-for-service program or through a
voluntary capitated managed care
program.

Expansion stopped
In 2003, the state Department

of Public Welfare changed its pol-
icy and stopped further phase-in 
of HealthChoices, moving instead
to ACCESS Plus, an enhanced 
primary care case management 
program.

According to the Lewin report,
HealthChoices has delivered massive
savings to the state, with the level of
savings continuing to compound
upward as the health plans hold
down the rate of cost escalation. 

“HealthChoices has enabled
Pennsylvania to stand apart from
most other Medicaid programs in
recent years and preserve the
Medicaid program’s eligibility, ben-
efits, and provider payment levels,”
the report explains.

Recipients have benefited from
the program’s financial success
because they have not been subject
to tightening of eligibility require-
ments or repeated new benefit
restrictions that Medicaid recipients
in other states have faced. Lewin
also found the program to be far
superior to traditional fee-for-service
programs in the areas of access,
quality, and focus on special needs. 

“In short,” the report concludes,
“what the HealthChoices managed
care organizations provide in the
way of outreach, access facilitation,
innovation, cost-effective care, and
enhanced quality is quite remark-
able. It is important that the added
value they bring to the medical assis-
tance program become better under-
stood by the policy-making
community [and perhaps even by
the broader population], which
often seems to hear only negative
stereotypes about the HMO cover-
age model.”

Lewin praises HealthChoices’
cost-effectiveness, saying it could
serve as a model for other states. It
notes the plans have held average
annual medical cost escalation to
7.4% over the past several years,
compared to an average annual cost
escalation of 10.4% in the fee-for-
service program. The report says it
appears HealthChoices has saved the
state more than $2.7 billion over the
last five years.

Pennsylvania also stands apart,

the report says, in being able to pay
rates that are sufficient to encourage
the plans to remain in the program,
while still having a medical loss ratio
(medical costs as a percentage of rev-
enue) approaching 90%. And the
cost-effectiveness appears to be
attributable primarily to coordina-
tion of care rather than ratcheting
down or discounting prices.

Hard to state exact savings
The report concedes it is diffi-

cult to provide an exact figure rep-
resenting the cost savings the
HealthChoices program has
achieved over the past several years.
But, it says, given that state capita-
tion programs generally seek
approximately a 5% savings at the
outset and that the slope of medical
cost increases in HealthChoices has
been very different than in fee for
service, it almost is inconceivable
that the state is not saving at least
10% and perhaps as much as 20%
as a result of HealthChoices. And
each percentage point savings cre-
ated by HealthChoices currently is
worth more than $35 million
annually. 

“If we assume HealthChoices
costs are 15% below what the fee-
for-service program would expend in
the Southeast Zone [the Philadelphia
region where the program has been
mandatory for close to 20 years] and
10% below fee-for-service in the
other two zones [due to having been
in place there for fewer years], aggre-
gate savings across the period 2000-
2004 exceed $2.7 billion.”

But cost savings should not be
the sole measure of the success of a
Medicaid managed care program. It
has been shown that financial cov-
erage alone does not ensure true
access to needed health and med-
ical services. 

Access to and receipt of needed
care by Medicaid recipients is
affected by factors such as the level
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of active physician participation in
Medicaid; the ease with which
Medicaid recipients can locate a
physician who participates and
whose panel is open to new
patients; proximity, appointment
availability, and other ease of acces-
sibility factors; and the degree to
which cultural, language, and other
barriers exist and the extent to
which the recipients’ health cover-
age system addresses them.

Access improvements
The study identified many ways

in which it said HealthChoices has
improved access for Medicaid
recipients:
1. The HealthChoices managed care

organizations enhance active
provider participation through
provider payment practices and
initiatives; regularly performing
and acting upon provider net-
work analyses; cultivating rela-
tionships with providers through
fully staffed provider relations
departments; training and educa-
tion; and assisting physicians to
see that their panels receive
needed services.

2. The managed care organizations
help recipients locate network
providers through comprehensive
provider directories available in
alternative formats and provided
to all member at the time of
enrollment and each year after
that, and through operation of a
24-hour hotline.

3. The managed care organizations
incorporate scheduling and other
ease of access network standards
more specific than those in the
ACCESS Plus program.

4. The managed care organizations
engage in value-added services
and initiatives designed to
enhance access, including mem-
ber incentive programs to
encourage use of preventive ser-
vices and healthy behaviors; and

health education materials and
approaches such as health
screening reminder postcards
and calls from member services
representatives to members
being discharged from a hospital
to assess whether they are receiv-
ing services such as home health,
durable medical equipment, or
physical therapy.

5. The managed care organizations
and their employees have taken
steps to invest in the communi-
ties in which their members live.
While several HealthChoices

managed care organizations recom-
mended Lewin include comparisons
of HealthChoices quality outcomes
with fee-for-service program quality
results, it is not possible because the
traditional fee-for-service model is
not a system and was not designed
to produce quality measures.

What the consultants could do
was look at HealthChoices’ quality
accomplishments. 

One area of focus was the plans’
quality standing relative to their
industry peers. Lewin reports each of
the Pennsylvania managed care orga-
nizations is accredited by the
National Committee for Quality
Assurance. Six of the organizations
have an excellent rating, and one was
rated commendable. 

The plans also have several years
of experience in monitoring perfor-
mance and developing quality
improvement initiatives. Each
health plan has a quality improve-
ment work plan in place and each
has made significant investments in
quality improvement efforts. 

Special-needs clients helped
When looking at how the

HealthChoices plans serve individ-
uals with special needs, the report
says the managed care organiza-
tions have created significantly
enhanced access and quality for
special needs individuals, most of

whom under the unmanaged fee-
for-service model are left on their
own to navigate a disconnected
array of services that doesn’t resem-
ble a system of care.

Lewin concludes that a great
number of improvements can be
made to the unmanaged fee-for-
service setting through enhanced
primary care case management pro-
grams such as Pennsylvania’s new
ACCESS Plus program and says
that program appears to be well-
designed. But the consultants said
it also is important to draw appro-
priate distinctions between what
can occur under the managed fee-
for-service environment vs. the cap-
itated HealthChoices model. Many
aspects of the HealthChoices
model simply can’t be replicated
under ACCESS Plus or other man-
aged fee-for-service approaches,
Lewin adds. Those aspects include:
• Full Risk. The motivation that

capitated managed care organiza-
tions have to contain costs cannot
be matched in a fee-for-service
payment structure. “Managed fee-
for-service models such as
ACCESS Plus can provide impor-
tant financial incentives to con-
tractors [and ACCESS Plus does
this], but these arrangements can-
not approach the dollar-for-dollar
risk and cost-management incen-
tives that capitation creates,” the
report states. “The cost savings
attained in Pennsylvania are
indicative of the positive results
that can be achieved from full risk
capitation.”

• Integration. Capitation contract-
ing creates a highly integrated sys-
tem of care in which the
contracting health plans are
responsible for access, delivery,
and payment of a comprehensive
array of acute health care services.
While combining disease manage-
ment and primary care case man-
agement under ACCESS Plus
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creates a much more integrated
system than the traditional fee-
for-service model, that approach
still is not seen as offering as high
a level of integration as the capi-
tated HealthChoices model. 

• Competition. While managed
fee-for-service programs such as
ACCESS Plus typically are
“given” an enrollee population to
work with, the HealthChoices
managed care organizations com-
pete for business both at the point
of bidding for a Department of
Public Welfare contract and daily
thereafter. Lewin says the ongoing
competition appears to be creat-
ing dynamics where the managed
care organizations continually are
striving to attract and retain
enrollees and to be perceived as
the organization that provides the
best service to the beneficiary
population.

• Local Focus. To a large degree,
the HealthChoices managed care
organizations employ staff who
live in the communities being
served and who have a strong
knowledge of and commitment
to those communities, the report
notes. 
“The ongoing presence of

HealthChoices staff at local provider
sites, community events, shelters,
and members’ homes . . . is an
important and unique advantage of
the capitated model,” Lewin asserts.
“In contrast, Medicaid fee-for-ser-
vice models tend to rely primarily
on staff working out of a state’s capi-
tal city and/or on contractors whose
staff may often predominantly work
from out-of-state locations.”
• Innovation. Lewin contends that

the fee-for-service model, even
one that is enhanced with care
management, is ill-equipped to
go outside the box to achieve a
positive result, while capitated
plans such as HealthChoices can
implement a wide range of

spend-to-save investments in the
capitated setting that cannot
occur in fee-for-service.

• Politics. Lewin’s view of the
environment is that Medicaid
fee-for-service programs present
a visible target for provider asso-
ciations and other groups with
vested interests trying to secure
higher funding levels for their
constituents. But they find that
capitated managed care pro-
grams such as HealthChoices
generally create results grounded
in normal business transactions
that are mutually acceptable to
both parties rather than political
outcomes.

• Accountability. HealthChoices
access requirements are detailed,
explicit, and numerous, Lewin
says, while the ACCESS Plus
requirements are far fewer in
number and tend to be much
more vague. “These contract dif-
ferences are indicative of the
heightened levels of accountabil-
ity in the HealthChoices model
vs. what can realistically be
expected to occur in the managed
fee-for-service environment,” the
report says.
Nationally, according to Lewin,

enhanced primary care case manage-
ment programs such as ACCESS
Plus are the newest model gaining
favor among many policy-makers.
But the consultants found that

HealthChoices has provided supe-
rior outcomes so consistently and
for so long “that we are concerned
that this program now exists a bit
under the radar. It may be such an
integral part of the fabric of medical
assistance in Pennsylvania that it
may be underappreciated by the
commonwealth’s policy-makers.” 

Mr. Rosenstein tells State Health
Watch his coalition of managed care
organizations has tried to get the
Lewin report in front of as many of
the state’s policy-makers as possible.
With positive feedback coming in,
and with the state advising
Medicaid recipients of possible cuts
necessary to balance the 2006 bud-
get, he says the coalition “would
like to see HealthChoices expanded
if it is the will of the General
Assembly and the administration.”
They also hope the plans will
receive adequate rates so they can
continue their work.

Michael Rashid, chief operating
officer of Keystone Mercy Health
Plan, which operates one of the
Pennsylvania HealthChoices man-
aged care organizations and also
has Medicaid managed care plans
in other states, tells State Health
Watch it is clear from the report
that Pennsylvania operates one of
the best managed care programs in
the country and could use it to
help solve its Medicaid financial
problems.
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“There’s a mindset that managed
care isn’t working, that it doesn’t
save money and doesn’t provide
high quality care and access,” Mr.
Rashid adds. “We believed that get-
ting an independent company to
compare HealthChoices with the
fee-for-service program would be a
useful thing. Even though the plans
footed the bill, this was an indepen-
dent assessment because the Lewin
Group’s reputation is more impor-
tant to them than any fee we would
pay.”

Mr. Rashid says in some other
states, such as South Carolina, that
have moved to an ACCESS Plus-
style enhanced fee-for-service pro-
gram, that program competes in
geographic areas with the managed
care program. But that has not hap-
pened in Pennsylvania. He says the
shift from managed care to enhanced
fee-for-service came with a change in
administrations but the programs
operate in noncompeting geographic
areas. Mr. Rashid points out there
has been no indication the adminis-
tration would like to roll back
HealthChoices in the areas of the
state in which it has been working.

But with the state Department of
Public Welfare starting to send
notices to recipients of potential ser-
vice and benefit cuts to save money
for the state’s 2006 budget and
advocates gearing up to oppose the
cuts, Mr. Rashid says that “at the
end of the day, we think that man-
aged care is the solution to the state’s
budget problems. Unfortunately, the
folks at the state agency don’t think
it is the solution. They’re good peo-
ple, and they know that the cuts will
hurt recipients. We did this study to
try to show them there are good
alternatives available,” he adds.

[For a copy of the report or more
information, contact Mr. Rosenstein
at (717) 234-1250. Contact Mr.
Rashid at (215) 937-8400.] ■
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Many studies have demon-
strated the problems that
occur to people who

don’t have health insurance and
often thus lack access to care until
health concerns become too great
to be ignored and they finally go to
hospitals or doctors. 

But a new Families USA analysis
of Census Bureau data (see method-
ology, p. 10) quantifies for the first
time the dollar impact on private
health insurance premiums when
doctors and hospitals provide health
care to uninsured people. This year,
the report says, family health insur-
ance coverage provided by private
employers will include an extra
$922 in premiums due to the cost
of care for the uninsured. Premiums
for individual coverage will cost an
extra $341.

The report found that without
insurance, the uninsured struggle to
pay as much as they can toward the
cost of their care. Some 35% of the
total cost of health care services pro-
vided to people without insurance is
paid out of pocket by the uninsured
themselves. But the remainder —
some $43 billion this year — is paid
primarily by two sources: One-third
is paid from a number of govern-
ment programs, and two-thirds is
paid through higher premiums
charged to those who have health
insurance.

“The large and increasing num-
ber of uninsured Americans is no
longer simply an altruistic concern
on behalf of those without health
coverage but a matter of self-inter-
est for everyone,” notes Ron
Pollack, executive director for
Families USA. “The stakes are high
both for businesses and for workers
who have health insurance because

they bear the brunt for costs of the
uninsured.”

Families USA says a vicious circle
is developing because as the costs of
care for the uninsured are added to
health insurance premiums that
already are rising steeply, more
employers can be expected to drop
coverage, leaving even more people
without insurance. And as more
people lose coverage and the cost of
their care is added to premiums for
the insured, still more employers
will drop coverage. The report says
the vicious circle will not end until
the nation acts to solve the underly-
ing problems.

A pocketbook issue for all
Kathleen Stoll, Families USA

director of health policy,  tells State
Health Watch the group looked for a
way to appeal to a broad range of
people to demonstrate that they
have an investment in solving the
problem of the uninsured. “We
wanted to show that this is not just
a moral and ethical issue,” she says.
“It also is a pocketbook issue. The
notion of costs being shifted to
insurance premiums is not new. But
we wanted to quantify it so we
could motivate people to care about
the uninsured.”

The report says that for this year,
there are six states in which health
insurance premiums for families are
at least $1,500 higher due to the
unreimbursed cost of health care for
the uninsured: 
• New Mexico ($1,875);
• West Virginia ($1,796);
• Oklahoma ($1,781); 
• Montana ($1,578);
• Texas ($1,551);
• Arkansas ($1,514). 

And in eight states, health

Health insurance premiums go 
up to cover costs of uninsured



insurance premiums for individu-
als are at least $500 higher due to
the unreimbursed cost of health
care for the uninsured in 2005:
• New Mexico ($726);
• Oklahoma ($680);
• West Virginia ($660);
• Montana ($594);
• Alaska ($565);
• Arkansas ($560);
• Idaho ($551);
• Texas ($550).

The analysis projects that health
insurance in 2010 for families who
have insurance through private
employers will be $1,502 higher on
average due to the unreimbursed
cost of health care for the uninsured.
It says there will be 11 states with
premiums at least $2,000 higher: 
• New Mexico ($3,169);
• West Virginia ($2,940);
• Oklahoma ($2,911);
• Texas ($2,786);
• Arkansas ($2,748);
• Alaska ($2,248);
• Florida ($2,248);
• Montana ($2,190);
• Idaho ($2,152);
• Washington ($2,144);
• Arizona ($2,028).

For individuals, health insurance
premiums will average $532 higher
in 2010 to cover the cost of the
uninsured, with eight states having
individual premiums at least $800
higher: 
• New Mexico ($1,192);
• Oklahoma ($1,127);
• West Virginia ($1,037);
• Arkansas ($943);
• Texas ($922);
• Alaska ($857);
• Idaho ($820);
• Montana ($807).

To develop an estimate of the cost
of care that the uninsured receive
and cannot afford to pay (uncom-
pensated care), the study adjusted
the total charges to the uninsured to
reflect what the privately insured
would pay, on average, in the state

for the same health care services.
Nationally, Families USA estimated
that about $43.1 billion in health
care for which the uninsured cannot
afford to pay will be provided by
hospitals and doctors in 2005 and
projected that the amount would
come to $60.4 billion in 2010. 

The estimates do not include
uncompensated care provided to
insured people who may be unable
to pay because they face high
deductibles, high copayments,
uncovered services, and other out-of-
pocket costs that people with insur-
ance sometimes are unable to pay.

Uncompensated care
According to the study, the

uncovered costs are paid through
three sources: 1) nonpatient, non-
government revenue sources includ-
ing philanthropy; 2) federal, state,
and local programs that partially
reimburse providers for the cost of
care to the uninsured; and 3) higher
premiums for people with private
health insurance. Philanthropy is
estimated to cover only 1% to 2%
of the cost of the care, with the
combined government program
share estimated at 33% in 2005 and
29% in 2010. 

The government support includes
Medicaid and Medicare dispropor-
tionate share hospital payments
from the federal government and
various state and local government
programs. “Thus, uncompensated
care is partially financed by all of us
who pay federal, state, and local
taxes,” Families USA says. In 2005,
we will collectively pay more than
$14 billion in taxes that support
programs that help pay for health
care for the uninsured. In 2010, if
our federal, state, and local govern-
ments continue their commitment
to helping the uninsured, the total
dollars in taxes paid will rise to more
than $17 billion.”

But that still leaves two-thirds of

the cost of uncompensated care
unpaid, and that’s the gap that
Families USA says is filled by
patients with private health insur-
ance. The group estimates that
almost $29 billion worth of unpaid
care received by the uninsured in
2005 and more than $43 billion in
2010 will be financed by higher pre-
miums for privately insured
patients. And as a result, the cost of
private insurance will be on average
in the nation 8.5% higher in 2005
than if everyone in the United States
was to have health insurance. In
2010 the average annual impact will
be 8.7%.

Provider cost bases increase
The reason this cost of care for

the uninsured ends up being passed
on through higher premiums for the
insured is that it is built into the
cost base of doctor and hospital rev-
enues. Providers attempt to recover
these uncompensated care dollars
through various strategies, including
negotiating higher rates for health
care services paid for by private
insurance.

Families USA says the extent to
which providers can succeed in such
negotiations varies from state to
state, but the rates always reflect a
significant amount of uncompen-
sated care.

“Given that most health care
providers are not driven to bank-
ruptcy and our health care system
survives from year to year, we can
say with certainty that those with
health insurance finance the residual
two-thirds of the cost of care for the
uninsured provided by a state’s hos-
pitals and doctors,” the report
asserts. “Ironically, this increases the
cost of health insurance and results
in fewer people who can afford
insurance — a vicious circle.”

The analysis says the state-to-state
variation in the impact on premi-
ums can be explained by a number
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of factors, including the percentage
of a state’s population that is unin-
sured; the dollar amount that fed-
eral, state, and local programs pay to
offset the cost of care received by the
uninsured and the percentage of the
total costs borne by the combina-
tion of government programs; the
number of safety net providers in a
state; the cost of services to the
uninsured; and the aggressiveness of
debt collection practices by
providers serving the uninsured and
the protections in state law to pre-
vent the most egregious debt collec-
tion practices.

Improving productivity 
In addition to making the case

for reducing the number of unin-
sured based on the impact on health
insurance premiums paid by and for
the insured, the report also makes
the case that when more people
have health insurance, it leads to
more productivity and a stronger
economy. It notes that economists
estimate that between $65 billion
and $130 billion of productivity is
lost each year due to uninsurance in
America.

The impact is seen, the report
says, because insured workers are
healthier, insured workers are
absent from work less and are more
productive when on the job, health
insurance reduces turnover, match-
ing the right workers with the best
jobs for their skills maximizes pro-
ductivity, the fear of going without
health insurance discourages indi-
viduals from starting new businesses
on their own, health insurance
reduces the risk of medical bank-
ruptcy, and a well-educated work
force increases productivity, with
health insurance coverage helping
children reach their full potential.

Ms. Stoll points out that the
report has received significant state
and local media coverage and also
has attracted attention from many

state legislators interested in whether
they are correct in making a connec-
tion between this report and
Medicaid cuts being considered in
their state.

“They are absolutely correct that
if Medicaid is cut, there will be even
more uninsured and the impact on
premiums paid by those who are
insured will be even greater,” she
says. 

Asked if she has hope the prob-
lem of the uninsured can be solved,
Ms. Stoll says Families USA is
“invested in a lot of processes to
look for common ground among

the many solutions that are out
there. There is no shortage of poten-
tial solutions. The problem is how
to pay for it, how to find the politi-
cal will to allocate the dollars that
are needed. We’re open to a wide
range of solutions. We support uni-
versal coverage, but not necessarily a
single payer. We’re willing to go step
by step and remain open to trying
to find what can be done.”

[For a copy of  the report, go to
www.familiesusa.org. Contact Ms.
Stoll at (202) 626-0618 or by e-mail
at kstoll@familiesusa.org.] ■
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Calculating impact on insurance premiums

The report builds on uninsured data provided annually by the Census
Bureau and uses other government data sources to project the num-
ber of people in the country and in each state who will go without

health insurance during 2005 and 2010. The researchers estimated that
nearly 48 million people will have no health insurance during the entire year
of 2005 and that the number will grow to nearly 53 million in 2010.

The answer to the question of the actual dollar impact of the uninsured on
premiums for private, employer-sponsored health insurance is derived in four
steps:
1. Data from the Medical Expenditure Panel Survey — Household

Component were used to develop a national estimate of uncompensated
care for 2005 and 2010.

2. To provide state-level numbers, Families USA used a model based on
government guidelines that allowed the researchers to link the Medical
Expenditure data to Current Population Survey data to create state-by-
state estimates of uncompensated care. These estimates are based on
the amount that insured persons would pay for the same care rather than
what an uninsured person might be charged. Thus, the researchers say
their numbers reflect a conservative estimate of uncompensated care.

3. From the state-by-state estimated of uncompensated care, the
researchers subtracted the portion of the costs covered by government
programs including Medicaid disproportionate share hospital payments,
Medicare disproportionate share hospital payments, and state and local
dollars from programs that pay for care for the uninsured. The remaining
amount is built into physician and hospital charges and passed on through
higher health insurance premiums.

4. To calculate the estimated dollar increase in premiums, Families USA
estimated the average private insurance premium for single and family
policies in 2005 and 2010 and calculated the dollar impact on premiums
by developing a ratio of the cost of care for the uninsured (not paid by
government programs or out-of-pocket) to the total care expenditures of
the privately insured. That ratio indicated how much higher individual
and family premiums would need to be to cover the cost of care for the
uninsured. ■
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While it may not be the
primary reason for want-
ing to enact caps on

malpractice awards, one of the tan-
gential benefits of caps may be an
increase in the supply of doctors,
especially in rural areas.

A study in the May 31 issue of
Health Affairs looked at the 27 states
that have laws capping payments for
noneconomic damages in malprac-
tice cases and whether those laws
have increased the supply of doctors.

Using countywide data within
the states, researchers from the fed-
eral Agency for Healthcare Research
and Quality (AHRQ) found that
counties in states with a cap had
2.2% more doctors per capita
because of the cap, and rural coun-
ties in states with a cap had 3.2%
more doctors per capita. 

Lead author William Encinosa, a
senior economist in AHRQ’s Center
for Delivery, Organization, and
Markets, says there has been much
evidence that a state’s legal environ-
ment influences the frequency and
size of malpractice awards there, and
that it would be reasonable to expect
that the supply of doctors per capita
and access to care would be greater
in states that limit payments in
medical malpractice cases.

However, a recent Government
Accountability Office (GAO) report
did not find such an association.
Mr. Encinosa tells State Health
Watch the GAO report relied heavily
on data from a relatively small num-
ber of interviews with providers in
five states and on Medicare utiliza-
tion data for only three procedures
in those five states. “GAO didn’t
look at the actual supply of doc-
tors,” he continues. “They had a
very limited view.”

The AHRQ study extended
findings of an earlier study examin-

ing how state laws that limit dam-
ages payments in malpractice cases
affect the geographic distribution
of doctors. That 2003 study used
county-specific data from 1996 and
2000 to explain the geographic dis-
tribution of physicians across coun-
ties and found that counties in
states with caps on damage awards
had more physicians per person
than counties in states without
caps. Because that finding was only
a picture of physician supply after
caps had been in place for a while,
Mr. Encinosa and his colleague,
Fred Hellinger, also a senior econo-
mist at AHRQ, expanded the
county analyses and years to
include data from years both before
and after most states had adopted
caps (1985-2000). 

According to the study, propo-
nents of malpractice caps maintain
that high malpractice award rates are
driving physicians out of business or
to states where such awards are
capped. They also say that excessive
jury awards for pain and suffering,
and for punitive damages vary
widely because there is no accepted

process by which juries assign dollar
values to these concepts.

Opponents of tort reform legisla-
tion to cap damage awards say that
poor quality of care and poor
investments by insurance compa-
nies are to blame for the recent
spike in malpractice insurance pre-
miums. They say caps hurt the
patients who suffer the most harm
and need help the most. Opponents
also claim that medical malpractice
claim payments are not the underly-
ing cause of rapidly rising malprac-
tice premiums.

Efforts to adopt a federal cap on
malpractice awards are largely a
response to recent increases in mal-
practice premiums, Mr. Encinosa
points out. 

Numerous studies based on data
from the 1970s and 1980s have
shown that caps result in lower mal-
practice insurance premiums. And a
recent study found that malpractice
premiums in states with caps on
malpractice awards are 17% lower
on average than in states without
caps, he adds. 

Data on the supply of physicians

Alaska p. 9

Arizona p. 9 

Arkansas p. 8

Florida p. 9

Idaho p. 9

Montana p. 8

New Mexico p. 8

Oklahoma p. 8

Pennsylvania p. 1

South Carolina p. 8

Texas p. 8

Virginia p. 4

Washington p. 9

West Virginia p. 8

This issue of State Health Watch
brings you news from these states:

Malpractice caps can bring more doctors to an area
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in counties in all states from 1970
to 2000 were taken from the Area
Resource File maintained by the
federal Health Resources and
Services Administration from data
in the American Medical Associa-
tion’s Physician Masterfile, distrib-
ution of physicians data, and the
Physician Specialty Microdata File.

Physician supply increases
“We found that there was an

83% increase in the median number
of physicians per 100,000 residents
from 1970 to 2000 in the states that
never had a cap on malpractice
awards before 2000,” the researchers
wrote. “For the states that enacted
caps in the 1970s, physician supply
grew 86%, compared with 102% in
states that passed caps between 1985
and 1987. Thus, the caps respond-
ing to the malpractice crisis of the
1980s appear to have had a much
greater effect on physician supply
than the caps set in place during the
1970s malpractice crisis.”

According to the report, a similar
effect occurred with the supply of
surgical specialists and OB/GYNs
from 1975 to 2000. The median
number of surgical specialists per
100,000 residents rose 45% under
the 1980 caps, compared with 16%
under the 1970 caps, and 29% in
states without caps. The median
number of OB/GYNs per 100,000
females ages 15 to 44 grew 40%
under the 1980 caps, compared
with 28% under the 1970 caps and
8% for states without caps. Thus,
caps in both eras had a strong
impact on the supply of OB/GYNs.

“In this study we found that state
caps on noneconomic damages
awards in malpractice suits between
1985 and 2000 increased the supply
of physicians,” Mr. Encinosa and
Mr. Hellinger wrote. “Moreover, the
caps had a larger impact on physi-
cian supply in rural counties, and
caps limiting malpractice awards to

$250,000 had a much larger effect
on surgeons and OB/GYNs in rural
areas than caps with limits above
$250,000. 

“Twenty-seven states have caps
on malpractice awards, but only five
have caps with a $250,000 limit on
awards, and 40% of the U.S. popu-
lation living in a state with a cap has
one with a limit above $400,000.
Thus, a federal cap set at $250,000
for noneconomic damages could
have a beneficial impact on the sup-
ply of surgeons and OB/GYNs in
rural areas,” they add.

The two researchers said they
also found that other state malprac-
tice laws did not affect physician
supply. In particular, they said, they
found that these laws had no effect:
collateral source rule reform, pre-
judgment interest reform, joint and
several liability reform, and caps on
punitive damages.

Although such laws may be
related to physicians’ decisions
whether to practice in a given geo-
graphic area, they are not nearly as
conspicuous as laws that cap pay-
ments, the researchers said.
Moreover, three previous studies
found laws that indirectly affect the
level of malpractice damage awards,
such as laws permitting periodic
payments or that abolish the com-
mon rule of joint and several liabil-
ity, have less impact on the costs of
defensive medicine and liability
premiums than laws that directly
limit malpractice awards.

Although the increased supply of
doctors attributable to malpractice
caps is likely to increase availability
of care for most residents, the
researchers said it is not clear what
effect this has on the cost of care.
Thus, they said, the impact of caps
on noneconomic damages on health
care costs should be the focus of
future research.

Mr. Encinosa tells State Health
Watch that without a malpractice

crisis it is hard to attract physicians
to rural areas, especially specialists.
One reason, he says, is that physi-
cians normally need a very big prac-
tice to cover their liability insurance
costs.

He says the Centers for Medicare
& Medicaid Services administrator
Mark McClellan has quoted from
his AHRQ study in testimony
before Congress urging passage of
malpractice caps. And one state has
contacted AHRQ about conducting
a specific study in that state to look
at the effect of a $350,000 cap.

[To see a copy of the study, go to
http://content.healthaffairs.org/cgi/
content/abstract/hlthaff.w5.250v1.
Contact Mr. Encinosa at (301) 427-
1437.]  ■
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