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RE : IIJR 18

I IJR 18, R e la t in g  to  m ed ica l sav in g s  accoun t leg is la t ion  has been re fe rre d  
to  the Senate  I le a lth , E duca tion  and  Soc ia l S e rv ices C om m ittee .

T h is  re s o lu t io n  ca lls  o n  C on g re ss  to enact leg is la t io n  to a l lo w  in d iv id u a ls  
to  e s tab lish  m ed ic a l sav ings accoun ts . These  accoun ts w ou ld  be  fu n d ed  th rou gh  
sa v in g s  a n d  e ffic ien c ie s  o f  use b y  p r iv a te  c itizens . T h e  concept req u ire s  n o  n ew  
fe d e ra l b u re au c ra c y  and  w o u ld  n o t b e a r an  a d d it io n a l cost fo r  em p lo y e rs .

M ed ic a l sa v in g s  accoun ts a re  an  im p o rta n t e lem en t in a llo w in g  the p r iv a te  
se c to r to c o n t ro l h e a lth  ca re  costs w ith o u t g o v e rn m en t in te rfe rence .

E n c lo sed  is a cop y  o f  I IJR  18, a c op y  o f  the ad op ted  fisca l no te , and  a 
s p o n s o r  s ta tem en t.

P le a se  sc h ed u le  this re s o lu t io n  fo r  a h e a rin g  at y o u r  e a r lie s t conven ience . 
T h a n k  y o u  in  ad van ce  fo r  y o u r  c on s id e ra t io n .

Representative Pete Kott
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HJR 18 
S PO N SO R  STATEM ENT

As medical costs nationally and  in A laska continue to rise, the need fo r  
innovative approaches to health care cost containment becomes more acute. The 
concept behind Medical Savings Accounts is to encourage emp loyees to shop 
m ore  care fu l ly  fo r  medical services. It recommends the purchase o f  high 
deductib le coverage by employers. The savings realized b y  this e ffo rt results in 
reduced health insurance prem iums. These savings are then placed by the 
emp loyers  in ind iv idua l emp loyee Medical Savings Accounts.

Emp loyee Medical Savings Accounts then m ay  be used by emp loyees to 
purchase addit iona l, more specific insurance coverage and to pay deductibles 
incurred unde r em p loye r p rov ided  o r  em p loyee  purchased medical coverage 
plans.

Medica l Savings Accounts be long to the ind iv idua l emp loyee and move w ith the 
ind iv idua l to purchase health insurance when between jobs o r  fo r  coverage when 
re -emp loyed , even when with a d iffe rent emp loyer .

The addit iona l benefit to Medical Savings Accounts is that they a l low  the 
ind iv idua l to select and purchase coverage at reduced cost w ithout a new federa l 
bureaucracy and w ou ld  be revenue neutral to emp loyers . It is compatib le w ith 
the free market in that it protects ind iv idua l f reedom  and  rewards p rudent 
decision making.

H JR 18 urges Congress to enact legislation that w il l make Medical Savings 
Accounts a viab le option in the national e f fo rt to reduce and contain health care 
costs.

I u rge y o u r  suppo rt fo r  this legislation.

Representative Pete Kott



A l a s k a  S t a t e  L e g i s l a t u r e

H o u s e  o f  R e p r e s e n t a t i v e s

COMMUNITY i  REGIONAL AFFAIRS 
R E S O U R C E S
INTERNATIONAL TRAOE I TOURISM 
LEGISLATIVE COUNCIL

COMMITTEE ASSIGNMENTS

LAOOR & COMMERCE. CHAIRMAN 
MILITARY A VETERANS AFFAIRS CHAIRMAN

INTERIM
1092B EAGLE RIVEH ROAO. SUITE 141 
AGIE RIVER. AK 99577 

RHONE 1907) 694 8944 
FAX 694 8949

SESSION 
STATE CAPITOL 
JUNEAU AK 99801-1182 
PHONE 1907) 465-3777 
FAX (907) 465-2819

HJR 18 SPONSOR STATEMENT
As medical costs nationally and in A laska continue to rise, the need fo r 
innovative approaches to health care cost containment becomes more acute. The 
concept behind Medical Savings AtwMmt* is to encourage emp loyee? to shop 
rr.ore care fu l ly  fo r  medical services. It recommends the purchase ot high 
deductib le coverage by employers. The savings rea lized by  this e ffo rt resuits in 

Q reduced health insurance p rem iums. These savings a re then placed by  the J  
employers in ind iv idua l employee Medical Savings Accounts.

Hmployee Medical Savings Accounts then may be used by employees to 
purchase add it iona l , more specific insurance coverage and to pay deductib les 
incurred under em p loye r p rov ided  o r  emp loyee purchased medical coverage 
plans.

Medical Savings Accounts be long to'the ind iv idual em p loyee and m ove  w ith the 
ind iv idua l to purchase health insurance when between jobs o r  fo r  coverage w h c r  
re -emp loyed , even when with a d if fe ren t emp loyer.

The additiona l benefit to Medical Savings Accounts is that they a l low  'he 
ind iv idua l to select and purchase coverage at reduced cost w ithout a new  federa l 
bureaucracy and w ou ld  be revenue neutral to emp loyers . It is compatib le w ith 
the free market in that it protects ind iv idua l freedom and rewards p rudent 
decision making.

HJR 18 urges Congress to enact legislation that w ill m ake Medica l Savings 
Accounts a viab le option in the national e f fo rt to reduce and contain health care 
costs.

I urge v ou r support fo r this legislation.

Representative Pete Kott
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Februa ry  2 3 .  1995

Representative Pete Kott 
State Cap ito l 
Juneau, A K  9 9 8 0 1 - 1 1 8 2

S u b je c t :  N F I B  S u p p o r t  f o r  H J R  18

D ea r  Representative K o tt .

W ith  near ly  4 .5 9 0  A la sk a  members , the Nationa l Federation o f  Independent 
Bus iness /A laska  is the state's largest sma ll-business advocacy  o rganiza tion . On 
b e h a l f  o f  the A la ska  membersh ip  1 wou ld  like to thank you fo r introducing House 
Joint R e s o lu t i o n  18 in support o f  C ong ress  estab lishing M ed ica l Savings 
Accounts .

Each year, N F IB /A la s k a  p o l ls  its d iverse membersh ip  on a va rie ty  o f  issues. The 
federation  uses the p o l l resu lts to fo rm  its leg is la tive agenda. The August 1994 
Federa l ballot resu lts show ed  a c lea r ma jo rity  o f  respondents favo red  Cong ress iona l 
action to create tax - free  medica l savings accounts.

Enc lo sed  you w ill find an artic le on Medica l Sav ings Accounts p repared by the 
N ationa l Center fo r  P o l ic y  Ana lys is  I hope you  find this to be he lp fu l backg round 
in fo rm ation  on this issue

Sincerelv.

Thyes  Shaub

JP  Vom.! Vtrm Su»if V.*>. Junnu. AK w » :i . SI1« . I n  V.y
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M e d i c a l S a v in g s  A c c o u n t s
T h e  P r i v a t e  S e c t o r  A l r e a d y  H a s  T h e m

A ll  a c r o s s  th e  c o u n t ry ,  p r iv a te  e m p lo y e r s  a re  d i s ­

c o v e r in g  a  n e w  w a y  o f  c o n t ro l l in g  h ea l th  c a re  c o s ts .  It 

w o r k s  s o  w e l l  th a t  a t  s o m e  c o m p a n ie s  h e a l th  c a r e  c o s ts  

a r e  a c tu a l ly  g o i n g  d o w n .  T h e  sec re t:  g iv in g  e m p lo y e e s  

in c e n t iv e s

T a k e  t h e  U n i te d  M in e  W o rk e rs ,  for e x a m p le .  L as t  

y e a r  th e y  h a d  a  h e a l th  p la n  w ith  f i r s t -d o l la r  c o v e r a g e  fo r  

m o s t  m e d ic a l  s e rv ic e s .  T h is  y e a r  th e y  a c c e p te d  a  p lan  

w ith  a  S I . 0 0 0  d e d u c t ib l e .  In re tu rn ,  e a c h  e m p lo y e e  

r e c e iv e s  a  S 1 .0 0 0  b o n u s  a t  the  b e g in n in g  o f  the  y e a r ,  a n d  

e m p l o y e e s  g e t  to  k e e p  w h a te v e r  th e y  d o n ' t  s p e n d .  A s  a  

re su l t ,  th e  m i n e  w o rk e r s  sti ll  h a v e  f i r s t -d o l la r  c o v e r a g e ,  

bu t  n o w .  th e  f i r s t  S I . 0 0 0  they sp e n d  w ill  be  t h e i r  o w n  

m o n e y  r a t h e r  th a n  th e ir  e m p lo y e r s '  m o n e y .

I f  th e  m i n e  w o rk e rs  a re  l ik e  o th e r  e m p lo y e e s ,  th e y  

a n d  th e i r  f a m i l i e s  w il l  r e s p o n d  to  the  n e w  in c e n t iv e s  by  

f in d in g  n u m e r o u s  w a y s  to  c u t  o u t  w as te  a n d  r e d u c e  th e i r  

h e a l th  c a r e  s p e n d in g .

S a v i n g  M o n e y  b y  E m p o w e r i n g  E m p l o y e e s .  M o s t  

h e a l th  e c o n o m i s t s  a g re e  tha t  the  p r im a ry  r e a so n  w h y  

h e a l th  c a r e  c o s t s  a re  n s in g  is tha t  th e  m o n e y  w e  are  

s p e n d in g  in  th e  m e d ic a l  m a rk e tp la c e  is u su a l ly  s o m e o n e  

ehe's.
M o r e  th a n  a  d e c a d e  ago .  the  R a n d  C o r p o r a t i o n  

d i s c o v e r e d  th a t  w h e n  p e o p le  are  s p e n d in g  th e i r  o w n  

m o n e y  o n  h e a l th  c a r e  th e y  sp e n d  30  p e rc e n t  le ss  w ith  no  

a d v e r s e  e f f e c t s  o n  th e ir  hea l th  S o m e  e m p lo y e r s  a re  

p u t t i n g  th i s  p r in c ip le  to  w o rk :

■ U n ti l  th e  I R S  fo rc e d  a c h a n g e  in the p lan .  Q u a k e r  O a ts  

h a d  a  h ig h - d e d u c t ib le  po l icy  and  p a id  S 3 0 0  a n n u a l ly  

in to  th e  p e r s o n a l  hea l th  a c c o u n ts  o f  e m p lo y e e s ,  w’ho  

go t to  k e e p  any  u n s p e n t  b a lan c e ;  the  resu lt :  o v e r  the  

p as t  d e c a d e  the  c o m p a m ' s  hea l th  c a re  cos ts  g rew  at 

an  a v e r a g e  o f  6 .3  p e rc en t  p e n  ea r .  w h i le  p r e m i u m s  for  

th e  re s t  o f  t h e  n a t io n  grew at d o u b le  d ig it  rates .

■M--------------------  Frequency  ►

■ D o m in io n  R e so u rc e s ,  a  u til i ty  ho lo ing  c o m p a n y ,  d e ­

p osits  S I , 6 2 0  a  y e a r  in to  a bank a c co u n t  f o r  th e  SO 

p e rc e n t  o f  e m p lo y e e s  w h o  choose  a  5 3 .0 0 0  d e d u c t ­

ible  ta th e r  th a n  a  lo w e r  d educ t ib le ;  the  resu l t :  the  

c o m p a n y  has e x p e r ie n c e d  no  p re m iu m  in c re ase  s ince  

1989. w h i le  o th e r  e m p lo y e r s  faced  an n u a l  in c re ase s  

o f  13 p e rc en t

■ G o ld e n  R u le  In su -a n c e  C o m p a n y  d e p o s i ts  S 2 .0 0 0  a 

y e a r  in to  a m e d ic a l  sa v in g s  ac co u n t  ( M S A )  fo r  e m ­

p lo y e e s  w h o  c h o o s e  a  $ 3 ,0 0 0  fam ily  d e d u c t ib le  (see 

the  f ig u re ) ;  the  resu l t ;  in 1993. the first y e a r  o f  the  

p lan ,  h e a lth  c o s ts  w e re  4 0  p e rc e n t l o * e r  th a n  th e \  
o th e rw is e  w o u ld  h a v e  been

W h y  E m p l o y e e s  L ik e  M e d ic a l  S a v in g s  A c c o u n t s .  

T h e s e  p l a n s  a re  p o p u l a r  w ith  e m p lo y e e s  b e c a u s e -  

11) they c a n  save m o n e y  in an  am o u n t  d irec tly  re la te d  to  

the ir  o w n  e f fo r t s ;  (2 )  they are  no? d e te r re d  f ro m  s e e k in g  

m ed ica l  ca re  bv  the  t rad i t io n a l  c u t -o f -p o ck c t  d e d u c t ib le * : 

t ? )  they c a n  u s u a l ly  use th e i r  m e d ic a l  r a v i n e s  to  buy

Catastrophic
insurance

.$3,000

Out-of-Pocket

Medical Savings Account

■ F o rb e s  m a g a z in e  p a y s  e a c h  e m p lo y e e  $2  fo r  ev e ry  S 1 

o f  m e d ic a l  c la im s  th e y  d o  n o t  in c u r  u p  to  a  m a x im u m  

o f  5 1 .0 0 0 :  th e  resu l t ;  F o rb e s '  hea lth  c o s ts  f e l l  17 

p e rc e n t  in 1992  a n d  12 p ercen t  in 1993.

T*WX';<f/£v> -■*-M l '-‘Ay - r . 
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NationalComer lor Policy Analysis
■ • • • • . ■

services no* covered by the employer’s plan: 
and (4 ) they are usually not restricted to 
certain doctors as they would be under man­
aged care plans.

Take Golden Rule's experience, for 
example. As the table shows, employees can 
choose a traditional policy with a S300 de­
ductible and a 20 percent copayment up to a 
maximum of S I.000  If they choose a high 
deductible, however. Golden Rule deposits
S I.000  (individual) or S2.000 (family) into 
their medical savings account in 12 equal 
installments.

INOrVTDfAL FA SUL Y

Mu u m h
4«4ikuM<

C«at«daaal
FtOcy

viMbni savtap 
An m m M ct
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fahcy’
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. .. - • • ■’"V m ix i i f i f * 1' >- . . .  •> > .1 The flguro la du* column vr.jx ruaiyy m/m her up to a maximum of
three people. 4T C  ..*• « , * " • * •

Last y e a r .  8 0  p e rc e n t  c h o s e  th e  m e d ica l  2 20 perccm of the lint S3.000 of  expenses above the deductible..
s a v in g s  a c c o u n t  o p t io n ,  a n d  in 1994 the n u m -

Whal About Adverse Selection? MSAs benefitber is up to 90 percent. It's no: hard to understand why. 
At year end 1993. employees withdrew the surplus re­
maining in their MSAs —  an average o f S602 per em­
ployee. These funds were a direct reward for being a 
prudent shopper in the medical marketplace.

Why Employers Like Medical Savings Accounts.
When employees save money for themselves. they save 
for thru employers as well For example, at Golden Rule 
last y ear. medkaJ costs abov e the catastrophic limits were 
about 60 percent of what had been projected.

What About Preventive Medical Care? Some 
cntics claim that MSAs will encourage people to avoid 
preventive care. Yet expenence show s the reverse is true.

W ith  M S A s , p e o p le  g e t p re ve n tiv e  ca re  
th a t  th e y  m ig h t  h a v e  o therw ise  p o stp o n ed .

the sick as well as the healthy. For example, these Golden 
Rule employees w ho are certain to have more than S3.000 
of expenses are better off choosing MSAs. That s be­
cause ihctr overall out-of-pocket costs will be lower 
Moreover. Golden Rule allows employees to boreo* 
against future MSA deposits in cases o f catastrophic 
illness that occur early in the year.

What About Taxei? Under current law. unspent 
medical savings account balances are taxable, but health 
insurance premiums paid by an employer are not. Thus 
the tax law subsidies third party insurance and penalises 
individual self-insurance In this way. the tax law subsi­
dises the problem and penalties the solunon. Wise tax 
policy would five just as much encouragement to self- 
insurance through medical savings accounts as it gives to 
third party insurance

MSAs make money a vailabl'immedtaiely when the 
medical need toe it exitts Thu allows people to make 
purchases they might not make if they had a traditional 
deductible requiring an immediate out-of-pocket pay­
ment A sun <y of Golden Rule empiovees who opted foe 
M S A« found * hat c*if on?»f t »* n  /?»e uud t htir \t 5S Jor

Pt±Ln( Job* UttUnt *£»«y*k*wrr or 
Htonn Prtomtti" \rwtuo* » Buuncts Daily. Mare* It. 
!99J *%i fa ib il U'ikSjsriy. 'H tn 1 Hf*!:*i‘C irt 
piuMS. rtf.*Rr*dfr iD ifti: Ckiobtr 199}.
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Baud on a forthcoming Bnef Analysts

A n s w e r i n g  t h e  C r i t i c s  o f  
M e d i c a l  S a v i n g s  A c c o u n t s :
P a r t  I ____________________________

Medical Savings Accounts (MSAs) are probably the 
single most popular idea on Capitol Hill. In this session 
of Congress they have been included in 24 diffcre.it 
proposals with 243 cosponsors They have been en­
dorsed by Democrats and Republicans, liberals and 
conservatives —  by people as divergent in view* as 
Senator Harris Wofford (D -PA ) and Senator Phil Granvn 
(R -T X ).

At the same time, Medical Savings Accounts arc 
being attacked on the left, on the right and by special 
interests. They have been criticized by the liberal S'ew  
Y o rk  T im e s  and the conservauve American Enterprise 
Institute. The most vocal cnucism comes from large 
insurance companies who fear a huge loss of premium 
income if M SA  deposits are ux  free. Most o f the 
criticisms are bogus Let's see why.

Bogus Argument: Medical Savings Accounts 
Won’t Control Costs Because...

Response: The strongest argument in favor of MS As 
ft that thetr use will control health care costs By 
choosing a high deductible rather than a low one and 
putting the premium savings in an MSA. employees gain 
control over a large poition of their own health care 
dollars. Since MSAs are their private property, when 
the v spend a dollar from an MSA they know that they are 
spending their own money rather than an employer's or 
an inturance company’ s With this incentive, mos; 
employees find ways to cut spending without hamung 
their health

The critics present a number of ingenious arguments 
about why M SAs won’t control costs. W hat they ignore 
are the facts. Even without the advantage of tax tree 
deposits, m an y  c o m p a n ie s  h a x e  a lt e a d \  a d o p te d  M S A » 
and t h e i r  e x p e r ie n c e s  p r o \ e  th a t M SA s u o r k .
■ Until the IRS forced a chan?e in tne plan. Quaker Oats 

h«J a high-deductible policy and paid S300 annually 
into the pet'Oflal health account of each employee, 
who got to keep any unspent balance, the result, over 
the past decade the company s health care costs grew 
an average o f 6 percent per year whileprenuvms for 
the rest of the r.aitor grew a: double digit tares

■  F o rb e s  magazine pays each employee S2 forever) SI 
of medical claims they do not incur up to a maximum 
o f S I.000, the result: F o rb e s '  health costs fe ll 17 
percent m 1992 and 12 percent in 1993.

■ Dominion Resources, a utility holding company de­
posits S I.620 a year into a bank account for the 80 
percent ofcmployces who choose a $3,000 deductible 
rather than a lowerdeductible; the result: the company 
has experienced no premium increase since 1989. 
while other employers faced annual increases o f 13 
percent.

C Golden Rule Insurance Company deposits S2.000 a 
year into an MSA for each employee who chooses a
53.000 family deductible: the result in 1993. the firs: 
year of the plan, h e a lth  c o s ts  were 4 0  p e rc e n t  le t t e r  
th a n  th e y  o th e rw is e  w o u ld  lusx e been .
In virtually ever)’ instance in which companies have 

empowered consumers rather than bureaucracies, the 
companies— and their employees— have saved money.

B o g u s  Argument: ~  individuals cannot bargain 
with providers as well as managed care plans can.

Response: Individuals frequently outperform third- 
party’ bureaucracies in deciding whether to obtain a 
serv ice and in negotiating a price if they do obtain it. The 
tradition in medicine has been to undercharge individu­
als and overcharge bureaucracies, not the other way 
axound. Furthermore, among different medical serv ices, 
costs have been contained largely in proportion to the 
percentage o f pay ments made out-of-pocket by patients 
Over the past 30 years, for example, drug costs (mainly 
paid by individuals) have increased modestly, while 
hospital costs t mainly paid by third parties) have soared.

Most patients already know that many physicians w til 
give them a better deal if they pav their own bills —  
especially at the time of treatment —  rather than ask the 
physician to collect from a third-party p > )^ - Increas­
ingly, the same it true of hospitals Mthough they rarely 
discuss :t. ma../ ko«'vtai* h ive special package pnees
and discount rates for untnsu#*..:,  M ho r.v »h*M:
o w n  b i l l s  —  u-ujllv l o w e r  t h a n  t u  (Cv »fu.’gcC . 
in su rance  co m p an ies  anJ large em ployers



W il l  in d iv id u a ls  a lw a y s  o u tp e r f o r m  b u r e a u c r a c i e s  in 

the m e d ic a l  m a rk e tp la c e ?  T h a t ’ s n o t  c le a r ,  b u t  the 

b u r d e n  o f  p r o o f  is o n  a n y o n e  w h o  a r g u e s  in  f a v o r  o f  

b u r e a u c r a c i e s .  T h e re  a l so  m a y  be  a  th ird  o p t io n .  M o s t  

e m p lo y e r s  a l re a d y  h a v e  n e g o t ia t e d  sp e c ia l  d i s c o u n ts  

w ith  d o c t o r s  and  h o s p i t a l s .  I f  e m p lo y e e s  f in d  th e y  

c a n n o t  g e t  a  b e t te r  d e a l  o n  th e ir  o w n .  th e y  c a n  take  

a d v a n ta g e  o f  the ir  e m p l o y e r ’s d i s c o u n t ,  e v e n  i f  t h e y  a re  

p a y in g  the  b i l l  f ro m  th e i r  M S A .

Bogus Argument: ~  people would spend MSA  
funds on services not covered by an employer's policy.

R e s p o n s e :  M a n y  e m p l o y e r  p o l ic ie s  d o  n o t  c o v e r  

su c h  p r o v id e r s  as c h i ro p r a c to r s  a n d  m a m a g e  c o u n s e lo r s  

an d  s u c h  s e rv ic e s  a s  a c u p u n c tu r e  o r  in  v i t ro  fe r t i l iza t ion .  

G iv e n  a c c e s s  to  M S A  f u n d s ,  w o u ld  e m p lo y e e s  sp e n d  

m o re  o n  th e s e  types  o f  s e rv ic e s ?  S o m e  m ig h t .  B u t  m a n y  

e m p lo y e e s  c a n  sp e n d  p re ta x  d o l la r s  o n  th e se  s e rv ic e s  

to d a y  th r o u g h  F le x ib le  S p e n d in g  A c c o u n ts .

M o r e  im p o r ta n t ly ,  th is  a r g u m e n t  is  ir re levan t .  H e a l th  

c a re  s p e n d in g  is a  so c ia l  p r o b le m  o n ly  b e c a u s e  m o s t  o f  

the  t im e  w e  a re  s p e n d in g  s o m e o n e  e l s e ' s  m o n e y .  I f  w e  

* w ere  s p e n d in g  o u r  o w n  m o n e y ,  it w o u ld  n o t  be  a  soc ia l  

p ro b le m .  F o r  e x a m p le ,  m o s t  o f  u s  d o  n o t  k n o w  o r  ca re  

how m u c h  th e  n a t io n  s p e n d s  o n  sh o e s ,  o r  w h a t  sh o e  

s p e n d in g  is a s  a f ra c t io n  o f  G D P .  S im i la r ly . w c  h a v e  no  

so c ia l  r e a s o n  to  c a r e  h o w  m u c h  p e o p le  sp e n d  o n  chiro* 

p ra e to rs  —  as  lo n g  a s  it is  th e i r  o w n  m o n e y .

Bogus Argument: ... Medical Savings Accounts 
would undermine the ability of managed rare to 
control costs.

R e s p o n s e :  S o m e  e v id e n c e  s u g g e s ts  tha t  m a n a g e d  

care h a s  im p ro v e d  q u a l i ty  a n d  r e d u c e d  c o s t s  f o r  such  

very e x p e n s iv e  p r o c e d u re s  as  Heart su rgery .  B e c a u se  

th e s e  p r o c e d u re s  a re  s o  c o s t ly ,  it p a y s  to  s p e n d  m o n e y  

m a n a g in g  th e m  H o w e v e r ,  th e re  is  very  li t t le  e v id e n c e  

tha t m a n a g e d  ca re  sa v e s  m o r e  th a n  it c o s ts  fo r  sm a l le r  

e x p e n d i tu r e s  such  ax C A T  je a n s  a n d  b lo o d  te s ts .  T h e  

v iew tha t  m a n a g e d  c a r e  w o r k s  b e t te r  th a n  M e d ic a l  S a v .  

m g s  A c c o u n ts  x h o u lJ  b e  te s te d  in  ihe  m a rk e t ,  n o t  irn- 

p o s e d  by  f ia t

I f  th e  p u rp o s e  o f  m a n a g e d  c a re  is to  sa v e  m o n e y  by  

ra t io n in g  hea l th  ca re ,  it p ro b a b ly  d o c s  w o rk  b e s t  w h en  

the  m a n a g e r s  co n tro l  al l  o f  th e  m o n e y .  B ut i f  the  p u rp o s e  

is to  m e e t  m e d ic a l  n e e d s  in  a n  e f f ic ien t  w a y ,  it p ro b a b ly  

w o rk s  b es t  i f  the  p a t ien ts  h a v e  a  f in an c ia l  in te re s t  in 

s e e in g  th e i r  n ee d s  m e t  e f f ic ien t ly .

Bogus Argument: ... MSAs would affect a very 
small percentage o f total health care spending.

R e s p o n s e :  In a ty p ic a l  in su ra n c e  p oo l .  4  p e r c e n t  o f  

the  p e o p le  sp e n d  a b o u t  h a l f  the  hea lth  c a r e  d o l la rs  

H o w e v e r ,  o n e - th i rd  to  o n e - h a l f  o f  a l l  h ea l th  s p e n d in g  is 

on  b i l l s  b e lo w  $ 3 ,0 0 0  to  $ 5 ,0 0 0  T h a t ’s  w h y  M S A s  

w o u ld  r e su l t  in  such  a  h o g e  t ran s fe r  o f  m o n e y  f ro m  th ird-  

pa r ty  p a y e r s  to  ind iv idua ls .

M o r e o v e r ,  w hen  in d iv id u a ls  e l im ina te  w a r  .  ;'or t h e m ­

se lv e s .  in  m a n y  c a se s  th e y  f re q u en t ly  a l so  r e d u c e  cos ts  

for t h e i r  e m p lo y e r s  as  w e l l .  F o r  e x a m p le ,  i f  a  m a le  

e m p lo y e e  w i th  a S 3 ,0 0 0  d e d u c u b le  f inds a  w a y  to  av o id  

a $ 6 ,0 0 0  o p e ra t io n  ( sa y ,  b e c a u s e  a  se co n d  o p in io n  e s t a b ­

l ishes  th a t  th e  su rg e ry  is u n n e c e s s a ry ) ,  he  s a v e s  S3.0O3 

for h is  e m p lo y e r  as  w e ll  a s  $ 3 ,0 0 0  fo r  h im s e lf .

Bogus Argument: ... people would use M SA s as a  

de vice to get a tax subsidy f o r  out -of-pockct spending.
R e s p o n s e :  S u p p o s e  th a t  p eo p le  d id  not in c re a s e  their  

d e d u c u b le .  an d  th a t  every' u m e  they  b a d  a  m e d ic a l  

e x p e n s e  th e y  d e p o s i te d  th e ir  share  o f  the c o s ts  in  a n  M S  A 

to  p a y  th e  b il ls  m o r d e r  to  ge t  a u .x d e d u c t io n  In th is  

ca se ,  th e re  w o u ld  be  n o  te d u c t io -  in h ea lth  s p e n d in g .  In 

fac t,  the re  m ig h t  be  a n  in c re ase  b e c a u s e  th e  tax  d e d u c t ­

ib i l i ty  o f  M S A  d e p o s i ts  w o u ld  a m o u n t  to  a  s u b s id y  fo r  

o u t - o f - p o c k e t  hea lth  ca re  sp e n d in g

T o  d is c o u ra g e  su c h  b eh a v io r ,  m o s t  s e r io u s  M S A  

p r o p o s a ls  res tr ic t  M S A  d e p o s i t s  to  the  d i f f e r e n c e  in 

p re m iu m s  be tw e en  high* an d  lo w -d ed u c u b le  p la n s  W ell-  

d e s ig n e d  M S A  p lans  a l so  p ro h ib i t  m a k in g  d e p o s i t s  in 

a n t i c ip a u o n  o f  p ay ing  m e d ic a l  b i l k  In s tea d ,  they r e ­

q u ir e  p e o p le  io  m ake  an n u a )  d ec is io n s  a b o u t  th e i r  in s u r ­

an c e  c o v e r a g e  and  M S A  d e p o s i ts  —  b e io re .  n o t  after,  

m e d ic a l  e p i s o d e s  o c c u r .  •



Bastd on a forthcoming Brief Analysis

A n s w e r i n g  t h e  C r i t i c s  o f  
M e d i c a l  S a v i n g s  A c c o u n t s :
P a r t  I I ____________________ _________________________

M e d ic a l  S a v in g s  A c c o u n t s  ( M S A s )  arc p r o b a b ly  ihe 
s in g le  m o s t  p o p u la r  id e a  o n  C a p i to l  H ill  In th is  se ss io n  
o f  C o n g r e s s  th e y  h a v e  b e e n  in c lu d ed  in 24  d i f fe re n t  
p r o p o s a l s  w i th  2 4 3  c o s p o n s o r s .  T h e y  h av e  b ee n  e n ­
d o r s e d  by  D e m o c r a t s  a n d  R e p u b l ic an s ,  l ib e ra ls  and  
c o n s e r v a t i v e s  —  by  p e o p l e  as d iv e rg e n t  in  v ie w s  as  
S e n a t o r  H a r r i s  W o f f o r d  ( D - P A )  and  S e n a to r  P h i l  G ra m m  
( R - T X ) .

A t  th e  s a m e  t im e ,  M e d ic a l  S a v in g s  A c c o u n ts  are 
b e in g  a t t a c k e d  o n  th e  le f t ,  o n  the  r ig h t  and  b y  spec ia l  
in te re s ts .  T h e y  h a v e  b e e n  c r i t ic iz ed  b y  the  l ib e ra l  / / e w  
Y o rk  T im es  a n d  the  c o n s e r v a t iv e  A m e r ic a n  E n te rp r ise  
In s t i tu te .  T h e  m o s t  v o c a l  c r i t ic ism  c o m e s  f ro m  la rge  
i n s u r a n c e  c o m p a n ie s  w h o  fe a r  a h u g e  loss o f  p r e m iu m  
i n c o m e  i f  M S A  d e p o s i t s  are  tax free. M o s t  o f  the  
c r i t i c i s m s  are  b o g u s .  L e t ’s see  w hy .

Bogus Argument: Individuals do not have sulTi- 
dent information to be inteWgentconsumers of health 
care.
• R e s p o n s e :  I f  th e y  d o  n o t ,  they  ca n  solicit a d v ice  a n d  
a s s i s ta n c e .  F o r  e x a m p le ,  m o s t  la rg e  e m p lo y e r s  a n d  
p r a c t i c a l ly  all i n s u r a n c e  c o m p a n ie s  h a v e  te a m s  o f  c o s t  
m a n a g e m e n t  e x p e r t s  w h o  j u d g e  w he the r ,  w h e n  and  
w h e re  m e d ic a l  p r o c e d u r e s  s h o u ld  b e  p e r f  msed. T h e se  
e x p e r i e n c e d  p r o fe s s io n a l s  m ig h t  h e lp  p * . icm s  d e c id e  
a b o u t  c o m p l i c a t e d  a n d  e x p e n s iv e  p ro ce d u re s .  B ut the ir  
a d v i s o ry  ro les  sh o u ld  n o :  in c lu d e  d ec is io n -m a k in g  pow er .  
W e  s h o u ld  le t  th e  e x p e r t s  a d v i s e  an d  th e  p a t ien ts  d ec ide .

In a d d i t io n ,  m a rk e t s  n a tu ra l ly  g en e ra te  in fo rm a t io n  
fo r  th o s e  w i th  p u r c h a s in g  p o w e r .  O n e  o f  th e  p r im ary  
t a s k s  o f  p u r v e y o r s  o f  g o o d s  an d  se rv ices  U  tc  p ro v id e  
i n f o rm a t io n  to  p o te n t ia l  c u s to m e rs .  If  p a t ien ts  had  
g re a te r  c o n t ro l  o v e r  th e i r  h e a l th  ca re  d o l la r ! ,  h ea l th  ca re  
p r o v id e r s  w o u ld  supply  m o r e  in fo rm a t io n  tha t  w o u ld  
e n a b le  i n f o rm e d  d e c is io n s

Q u a k e r  O a ts .  In te rn a t io n a l  P ap e r  ar.d o th e r  c o m p a ­
n ie s  h a v e  p r o v id e d  th e i r  e m p o w e r e d  e m p lo y e e s  w ith  
a c c e s s  to  so p h is t ic a te d  d a t a b a s e s  c o n ta in in g  in f o rm a ­
t io n  a b o u t  q u a l i ty  a n d  p r ice .  But e v e n  if  e m p lo y e r s  d o  
n o th in g ,  e m p lo y  e e s  c a n  get n u m e ro u s  m ed ica l  q u e s t io n s

a n s w e r e d  at l it tle  o r  n o  cos t.  A c c o rd in g  to  th e  Harvard 
H e a lt h  L e t te r .
■  A s k - A - N u . - e  is a  2 4 -h o u r -a -d a y  free  s e rv ic e  u n d e r  

w h ic h  r e g t s t e n e d  nu rses  w ith  an  a v e ra g e  o f  10 yea rs  
o f  e m e r g e n c y  r o o m  ex p e r ie n c e  a n s w e r  p a t ie n t  in ­
q u ir e s .

*  D o c to r s  B y  P h o n e  c h a rg e s  5 3 .0 0  p e r  m in u te  o v e r  a 
9 0 0  n u m b e r  and  c a l le r s ’ q u e s t io n s  are a n s w e r e d  by 
p h y s ic ia n s  w h o  a re  u sua l ly  b o a rd  ce r t if ied .

■  P h a r m a c y  Q u e s t io n s ?  A sk  the  P h a n n a c i s t  is a n o th e r  
9 0 0  n u m b e r  se rv ice ;  ai S I  .95 p e r  m in u te ,  l ic en sed  
p h a r m a c is t s  a n s w e r  q u e s t io n s  a b o u t  d ru g s  ? 4  h o u r s  a 
d a y .

T h e r e  a re  m a n y  o th e r  p u b l ic  an d  p r iv a te  s o u rc e s  f rom  
w h ic h  l a y p e r s o n x c a n  learn  a b o u t  t r e a tm e n t  o p t io n s .  F o r  
e x a m p le ,  the  N a t io n a l  Ins t i tu tes  o f  H e a l th  m a k e s  a v a i l ­
a b le  to  the  g e n e ra l  p u b l ic  r e c o m m e n d a t io n s  o n  a  ra n g e  o f  
t r e a tm e n ts  a n d  te c h n o lo g ie s ,  a s  d o e s  th e  P u b l ic  H ea l th  
S e r v ic e s  A g e n c y  fo r  H e a l th  C a r e  P o l ic y  a n d  R e se a rc h  
P e o p le  w i th o u t  a c c e s s  to  a  m a jo r  m e d ic a l  l ib ra ry  t a n  
a c c e s s  th e  la te s t  jo u r n a l  a r t ic les  v ia  c o m p u t e r  an d  m o ­
d e m ;  M e d l in e ,  th e  N a t io n a l  L ibrary ' o f  M e d i c i n e ’s d a t a ­
b ase .  c o n t a in s  a s  m a n y  as  3 .7 0 0  d i f f e r e n t  j o u r n a l s .  A n d  
s e v e ra l  p r iv a te  o rg a n iz a t io n s  w il l  s e a rc h  o u t  d a ta  fo r  a 
m o d e s t  fee .  T h e s e  in c lu d e  th e  P la n e t r e e  H e a l th  R e ­
so u rc e  C e n te r  in  S an  F ra n c isc o  an d  th e  n o n p r o f i t  W o r ld  
R e s e a r c h  F o u n d a t io n  in  S h e r m a n  O a k s .  C a l i fo rn ia .  

B o g u s  A r g u m e n t :  M S A s  b e n e f i t  o n ly  t h e  r i c h .

R e s p o n s e :  T h e  tax t r e a tm e n t  o f  al l  e m p lo y e e  f r in g e  
b en e f i t s  h e lp s  h ig h e r -m c o m e  e m p lo y e e s  m o re  th a n  low e r  
i n c o m e  e m p lo y e e s .  W h e n e v e r  a tax  is a v c id e d .  the  
h ig h e r  th e  e m p lo y e e ’s ta x  b rac k e t ,  th e  g re a te r  th e  g a m  
T h a t  c o u ld  b e  c h a n g e d  th ro u g h  a s y s t e m  o f  r e f u n d a b le  
ta x  c r e d i t s  —  w e ig h te d  to  b e n e f i t  l o w e r - in c o m e  f a m i ­
l ie s .  H o w e v e r .  M S A s  ca n  fit in to  any  tax s t ru c tu re

M S A s  f o r c m p lo y c e s  a te  no t a n e w  ta x - f a v o r e d  f n n g e  

b e n e f i t  T h e y  a r e s i m p l y a n c w  way o f  p a y in g  fo r  h ea l th  

c a r e  th a t  ca n  p a r t ia l ly  su b s t i tu te  fo r  t r a d i t io n a l  h ea l th  

in s u r a n c e .  W is e  tax policy  w o u ld  trea t  M S  A d e p o s i t s  the  

s a m e  w a y  it t rea ts  h e a l th  in su ra n c e  p r e m iu m s .  T h a t  

w o u ld  leve l  the  p la y in g  fie Id on  w h ic h  in d iv id u a ls  c h o o s e  
b e t w e e n  se l f - in su ra n c e  an d  tb i rd  party  in su ran c e .



E v e n  u n d e r  i h e  c u r r e n t  lax  sy s te m ,  h o w e v e r ,  th e  
a l l o w a b l e  M S A  d e p o s i t s  a r e  l ik e ly  to  b e  v i e w e d  a s  
i n s i g n i f i c a n t  to  a  r ic h  p e r s o n  bu t im p o r ta n t  to  a  p o o r  o n e .  
A  s in g l e  m o t h e r ,  l iv ing  f r o m  p a y c h e c k  to  p a y c h e c k ,  
m a y  b e  d e t e r r e d  f ro m  ta k in g  h e r  ch i ld  to  th e  d o c t o r  b y  
the  S 2 0 0 d e d u c t i b ! e  in th e  C l in to n  h ea l th  c a re  p la n .  W i th  
an  M S A . : h e  w o u ld  h a v e  th e  m o n e y  a t  h a n d .

W h e n  M S A s  e m p o w e r  p e o p le  in  ih e rn c d ic a J  m a r k e t ­
p la c e .  t h o s e  w h o  g a in  t h e  m o s t  p o w e r  a re  n o t  r ich .  
T h e y ' r e  p o o r .

Bogus A rgum ent: M SAs benefit only the healthy.
R e s p o n s e :  M S A s  c o n f e r  th e i r  g re a te s t  b e n e f i t  o n  

p e o p l e  w h o  a r e  s i c k  —  e s p e c ia l l y  the  c h r o n ic a l l y  ill.  
U n d e r  th e  c u r r e n t  s y s te m ,  p e o p le  a re  b e in g  p r ic e d  o u t  o f  
the  m a r k e t  f o r  f e e - f o r - s e rv ic e  in su ra n c e ,  u n d e r  w h ic h  
th e y  c a n  c h o o s e  th e i r  o w n  d o c to r .  T h e  a l te r n a t iv e  for  
m o s t  p e o p l e  is  a  h e a l th  m a in te n a n c e  o rg a n iz a t io n  ( H M O )  
o r  o t h e r  m a n a g e d  c a r e  p la n  u n d e r  w h ic h  th e  c h o i c e  o f  
d o c t o r s  is l im i te d ,  the  d o c to r - p a t i e n t  r e la t io n s h ip  is  
d i s r u p te d  a n d  th e  b u r e a u c r a c y  d i c u t e s  to  its  d o c to r s  h o w  

th e y  w i l l  p r a c t i c e  m e d ic in e .  In th is  e n v i r o n m e n i . i t  is  all 
to o  e a s y  f o r  t h e  b u r e a u c r a c y  to  p u r su e  its  f in a n c ia l  se lf -  

' i n te r e s t  b y  s l u m p i n g  on  c a r e  for  th e  ch ro n ic a l ly  ill.

T h a t ’s  w h y  M S A s  are  a  lot m o r e  v a lu a b le  to  s ic k  
p e o p l e  th a n  to  p e o p l e  w h o  a r c  w ell .  M S A s  a l lo w  p e o j '  !e 
to  f r e e ly  e n t e r  th e  m e d ic a l  m a rk e tp la c e ,  c h o o s e  an y  
d o c t o r  a n d  s e le c t  a n y  th e ra p y .

W h e n  M S A s  e m p o w e r  p e o p le ,  th o se  w h o  g a in  the  
m o s t  a r e  s ic k ,  n o t  h e a l th y .

B og u j A rgum ent: M SAs encourage people to 
avoid preventive care.

R e s p o n s e :  M S A s  e n c o u r a g e  p e o p le  to  m a k e  su re  
th e y  g e t  a  d o l l a r ' s  w o r th  o f  va lue  w h e n  (hey s p e n d  a  
d o l l a r .  T h e y  d o  n o t  e n c o u r a g e  p e o p le  to  d e f e r  n e e d e d  
h e a l th  c a r e .  In  fac t ,  p e o p le  w ith  M S A s  are  m o re  l ik e ly  
to  ge l  th e  p r e v e n t i v e  ca re  th e y  n e e d  U n d e r  c o n v e n ­
t io n a l  h e a l th  in s u r a n c e ,  p e o p le  rec e iv e  n o  r e i m b u r s e ­
m e n t  u n t i l  t h e y  h a v e  m e t th e  d e d u c t ib le ,  w h ic h  c a n  b e  a 
m a jo r  o u t - o f - p o c k e i  e x p e n s e  fo r  le w - in c o m e  i n d iv i d u ­
als  M S A s .  by c o n t r a s t . p r o v id e  f i n i - d o l i a r c o v e r a g e  so 
tha t p e o p le  w i th  l im ite d  fu n d s  ca n  pay m e d ic a l  e x ­
p e n d s  A  v u r v e v c f G o l J e n R u l e c m p l o v e e ;  - h ' o p i f l

f o r M S A s  fo u n d  t h a i o n e  o u t  o f  e v e ry  f i v e  u s e d  t h e i r  M SA  
f o r  a  m e d ic a l s e rv ic e  th ey  w o u ld  n o t  h a v e  p u rc h a s e d  
u n d e r  th e  t r a d i t io n a l in s u ra n c e  p la n .

Bogus Argument: M SAs would attract the healthy, 
making the cost of a standard plan much higher than 
otherwise for sick people who are likely to choose it.

R e s p o n s e :  " A d v e r s e  s e le c t io n "  o c c u r s  w h e n  p lans  
a t trac t  a  d i s p r o p o r t io n a te  n u m b e r  o f  h e a l th y  o r  s ick  
pe o p le .  T h e  p la n s  te n d  to  ad ju s t  th e i r  p r e m i u m s  to  re f lec t 
th e s e  c h o ic e s .  B u t  the  p r e m i u m s  then  b e c o m e  a  r e f le c ­
t io n  o f  th e  p e o p le  w h o  jo in e d  th e  p la n  r a th e r  th a n  the  
ac tua r ia l  v a lu e  o f  the  b e n e f i ts .  T h is  p r o b le m  is m u c h  
m o r e  s e r io u s  fo r  s y s te m s  o f  m a n a g e d  c o m p e t i t i o n ,  s tnce  
ad v e rse  se lec t io n  is  g re a te s t  w h e n  p r e m iu m s  a r e  a r t i f i ­
c ia l ly  d is to r te d  b y  g o v e r n m e n t  r e g u la t io n s .  H o w e v e r ,  
s o m e  a d v e r s e  s e le c t io n  c o u l d  o c c u r  w i th  M e d ic a l  S a v ­
ings  A c c o u n ts .

E v e n  s o ,  9 0  p e r c e n t  o f  th e  p e o p le  w i th  p r iv a t e  hea lth  

in su ra n c e  o b ta in  it  t h r o u g h  an  e m p lo y e r ,  a n y  p r o b le m s  
arc  c o n f in e d  to th e  w o rk p la c e  a n d  e m p lo y e r s  c a n  easily 
d ea l  w ith  ih e  p ro b le m s .  F o r  e x a m p le ,  i f  e m p l o y e r s  o f fe r  
a c h o ic e  o f  h ea l th  p lans ,  th e y  c a n  " t a x ”  o n e  p la n  and  
" s u b s id iz e "  a n o th e r  s o  th a t  the  r e v e a le d  p r ic e  to  the 
e m p lo y e e s  re f lec ts  a c tu a r ia l  v a lu e  r a th e r  th a n  th e  resu lts  
o f  a d v e r se  s e lec t io n .

F o r  the  r e m a in in g  10 p e rc e n t  w h o  p u r c h a s e  in d i ­
v idua l  and  f a m i ly  p o l ic ie s ,  the  m a r k e tp la c e  p r e m iu m s  

are  a l re a d y  h ig h e r  fo r  p e o p le  w h o  are  o ld e r  a n d  s icker .  
Y et th e se  a rc  ih e  v e r y  p e o p le  f o r  w h o m  the  f in a n c ia l  gam  
f ro m  s e le c t in g  a h ig h e r  d e d u c t ib l e  is g rea te s t .

Bogus Argument: If some (healthy) employees 
have positive M S A  balances at the end o f the year, 
there would not be enough money to pay the medical 
expenses o f the other (sick) employees.

R e s p o n s e :  E v e n  i f  e m p lo y e e s  d id  n o t  c h a n g e  the ir  
b eh a v io r ,  th e  s a v in g s  f r o m  lo w e r  a d m in i s t r a t iv e  cos ts  
w o u ld  b e  s ig n i f ic a n t  A s  e x i s t in g  M S A  p la n s  p rove ,  
e m p lo y e e s '  b e h a v io r  c h a n g e s  s u b s ta n t ia l ly  a n d  le a d s  to  
less o v e ra l l  s p e n d in g  on  m e d ic a l  c a r e  A s  an  e x a m p le .  
f e b t «d is c o v e r e d  th a t  w h e n  it p a id  e m p lo y e e s  b o n u s e s  
for n o t  m a k in g  c la im s  a g a in s t  ihe  c o m p a n y  in su ra n c e  
p U n .  the  b o n u se s  p a id  fo r  t h e m s e lv e s  in r e d u c e d  ov erall 
hea l th
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